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INTELLECTUAL PROPERTY RIGHTS

WEDNESDAY, MAY 14, 1986

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
COMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 1:30 p.m., in room SD-
215, Dirksen Senate Office Building, Hon. John C. Danforth (chair-
man) presiding.

Present: Senators Roth, Danforth, and Baucus.

[The press release announcing the hearing and the prepared
statement of Senators Roth and Bentsen follow:]

{Press Release, May 1, 1986]

CoMMITTEE ON FINANCE SETS HEARI%GSlggQTRADE Issues RAIsEp By S. 1860 AND

Senator Bob Packwood (R-Oregon), Chairman of the Committee on Finance, an-
nounced today the scheduling of four hearings of the Subcommittee on Internation-
al Trade on May 13, 14, and 15, 1986. Senator John C. Danforth (R-Missouri), Chair-
man of the Finance Committee’s Subcommittee on International Trade will preside
at these hearings. All the hearings will be held in Room SD-215 of the Dirksen
Senate Office Building.

Senator Packwood noted that a number of important issues are raised by S. 1860,
sponsored by Senators Danforth, Moynihan, Dole, Bradley and others. This series of
hearings will afford an opportunity to examine the merits of S. 1860 and other bills
which share its themes, Chairman Packwood stated.

On May 14, 1986 at 1:30 p.m., the Subcommittee will consider trade related issues
in intellectual property gerotection. The hearing will focus primarily on S. 1869,
principally sponsored by Senators Lautenberg and Roth, along with other intellectu-
al property matters contained in S. 1860 and the Administration’s proposed package
of intellectual property law reforms.

OPENING STATEMENT OF SENATOR WiLLIAM V. RoTH, Jr.-~HEARING ON S. 1869,
INTELLECTUAL PROPERTY RIGHTS

Let me begin by thanking Senators Danforth and Packwood for their support on
this issue and, paticularly for scheduling this hearing at the outset of the commit-
tee's work on an Omnibus Trade Bill.

I also want to commend Senator Lautenberg, who has been a real pioneer on this
issue, particularly in regard to section 337 of the trade laws. We have been working
closcly together to move this legislation.

It has been gratifying to see the momentum building for action by the Senate to
provide quick, effective and meaningful protection of U.S. intellectual pro';)erty
rights since Senator Lautenberg and I introduced our legislation of section 337 last
September. In fact, it scems that support for this section 337 legislation has brought
together a coalition that is rare on trade issues in Washington today. As will
become increasingly clear in the course of this hearing, amendments to section 337
are supported by the Congress, the administration, the business community, and the
labor unions.

Let me comment a minute about the substance of today’s hearing.

First about the proposals on section 337.

)}
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Some trade issues are really difficult because they involve areas over which we in
the U.S. Congress do not have control—for example, the trade policies of other coun-
tries or their monetary or fiscal policies.

Protection of U.S. intellectual property rights in our own market, however, is a
relatively simple matter. If our laws do not provide for adequate protection, we can
change them. We are the ones who determine—who have responsibility for—the
protection of America’s inventiveness.

And our international trade agreements recognize this. The General Agreement
on Tariffs and Trade specifically provides an exception for national action to protect
patents, trade marks and copyrights and the prevention of deceptive practices.

Right now our own trade laws put too many obstacles in the path of those who
seek to uphold their intellectual property rights. This means job losses for Ameri-
cans and it means the loss of the critical requirement for America’s economic
future—our creativity.

In 1982, the International Trade Commission estimated that infringement of U.S.
intellectual property rights cost the Nation's businesses $5.5 billion in annual sales
and cost Americans 131,000 jobs in five countries. In a sector near and dear to my
heart—chemicals—a recent study by the National Agricultural Association esti-
mates that the potential adverse impact of property rights infringment on the U.S.
agrichemicals business is about $150-$300 million a year. This is a staggering figure
when you consider that U.S. exports of agriculture total about $1.5 billion annually
and that research and development costs $625 annually.

More and more, we learn that foreign firms are pirating American inventories
and then exporting their products back to the United States to compete with legiti-
mate U.S. production.

We must not allow this situation to continue. Our international competitiveness is
increasingly dependent on U.S. ingenuity and technological innovation.

As | see it, the priority for us in the committee in this effort to amend section 337
is the injury issue. Right now the law requires that infringing imports threaten an
efficient and economically operated domestic industry with “‘destruction or substan-
tial injury.” But why should an owner of an intellectual property right like a patent
have to demonstrate “destruction or substantial injury if the patent is infringed?”
'tl.'his sfems to defeat the purpose of obtaining intellectual property protection in the
irst place.

Our legislation would remove this obstacle to securing relief from the ITC. If an
import infringes a valid patent, copyright, trade secret, maskwork (semiconductor
chip design), or if an import is made without the authority of a trademark owner,
then e(gnjury would be deemed to exist, and proof of injury would no longer be re-
quired. -

Finally, I want to make clear that I strongly support the other intellectual proper-
ty rights provisions in S. 1860. I have been a cosponsor of Senator -Mathias bills on
the protection of process patent rights and on the restoration of patent term for cer-
tain agricultural and chemical products. These bills are important in their own right
and they complement the effort of Senator Lautenberg and myself on seciton 337.

I am pleased that the administration has identified intellectual property rights as
a priority trade issue.

Today, I have introduced as a bill their proposed language on amendments to sec-
tion 337. The administration draft has a number of the same objectives as S. 1869
. and should, I believe, be clearly on the table in this public debate on section 337.
Again, Senator Danforth my thanks for your support and leadership on this issue.



STATEMENT OF THE HONORABLE LLOYD M. BENTSEN
AT A HEARING ON INTELLECTUAL PROPERTY
PROTECTION IN INTERNATIONAL TRADE
May 14, 1986

MR. CHATRMAN, A VIGOROUS PROGRAM OF PROTECTING OUR
INTELLECTUAL PROPERTY HERE AT HOME AND ASSURING THAT OUR
INTELLECTUAL PROPERTY RIGHTS ARE RECOGNIZED ABROAD IS AN
IMPORTANT COMPONENT OF AMERICAN. TRADE POLICY. THE BILLIONS OF
DOLLARS SPENT ON RESEARCH AND DEVELOPMENT IN THIS COUNTRY DRIVES
OUR EXPORT COMPETITIVENESS. |F WE CANNOT PROTECT IT FROM PIRACY,
OUR ABILITY TO COMPETE INTERNATIONALLY IS SERIOUSLY IMPAIRED- So
PROTECTION OF INTELLECTUAL PROPERTY SHOULD BE A PRINCIPAL

OBJECTIVE OF THE UNITED STATES IN THE NEW ROUND-

PENDING THE OUTCOME OF NEW ROUND NEGOTIATIONS, HOWEVER,
WE MUST ACTIVELY PURSUE ALL OUR REMEDIES TO PROTECT THESE RIGHTS
AND TO OPEN MARKETS TO OUR PRODUCTS THAT BENEFIT FROM OUR
INVENTIVENESS AND TO INVESTMENT THAT USES OUR RESEARCH AND
DEVELOPMENT. TWO PIECES OF LEGISLATION RECENTLY INTRODUCED

ADDRESS TH!S PROBLEM.

FIrRsT, | HAVE BEEN PLEASED TO COSPONSOR S. 2435,
INTRODUCED ON Monpay, May 12, 1986, By SENATORS WILSON,
LAUTENBERG, AND OTHERS TO IMPROVE REMEDIES FOR U.S. COMPANIES
THAT ARE TRYING TO PROTECT THEIR INTELLECTUAL PROPERTY ABROAD AND
EXPORT TO FOREIGN MARKETS. THIS BILL ALSO INCLUDES IMPORTANT
MODIFICATIONS TO SECTION 337 oF THE TARIFF AcT of 1930, wHICH ts
OUR MAIN LINE OF DEFENSE OF AGAINST MPORTED PRODUCTS THAT

UNFATRLY INFRINGE U.S. PATENTS.



-2-

IN ADDIT1ON, SENATOR DANFORTH AND | AND SEVERAL OTHER
MEMBERS OF THE COMMITTEE -- SENATORS LONG AND BAuCUS -- AND
OTHERS HAVE INTRODUCED S. 2226, WHMICH PROVIDES A REMEDY FOR
UNFAIR TRADE CONCESSIONS REQUIREMENTS UNDER SFCTioN 301. UNFAIR
TRADE CONCESSIONS ARE CONDITIONS PLACED UPON THE EXPORT OF
AMERICAN GOODS TO OTHER COUNTRIES. [N THE TYPICAL CASE, A.
FOREIGN GOVERNMENT MAKES 1T A CONDITION UPON IMPORTATION OF AN
AMERICAN PRODUCT THAT THE AMERICAN COMPANY LICENSE ITS TECHNOLOGY
OR BUILD A PLANT ABROAD. THESE CONDITIONS ROB AMERICAN WORKERS
OF JOBS UNFAIRLY, VIOLATE THE GENERAL AGREEMENT ON TARIFFS AND
TRADE BY PLACING ADDITIONAL CONDITIONS ON IMPORTATION IN
VIOLATION OF ARTICLE [, AND, NOT LEAST IMPORTANT, ROB OUR
COMPANIES OF THEIR RIGHTS TO INTELLECTUAL PROPERTY AND TO

REASONABLY ROYALTIES FOR THE USE OF THE PROPERTY.

MrR. CHAIRMAN, | HOPE THIS HEARING WILL PRODUCE CONSENSUS
AMONG OUR WITNESSES THAT THE PROTECTION OF INTELLECTUAL PROPERTY
1S AN IMPORTANT OBJECTIVE FOR THE UNITED STATES, BOTH IN THE LONG
RUN, THROUGH NEGOTIATIONS, IN THE NEW ROUND, AND IN THE SHORT
RUN, THROUGH EXERCISING OUR RIGHTS UNDER INTERNATIONAL AGREEMENTS
AND OUR DOMESTIC LAW-
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MAY 12, 1986
HEMO
FROM: FINANCE COMMITTEE TRADE STAF
(JOSHUA BOLTEN 4-5472) »
TO: FINANCE COMMITTEE MEMBERS
SUBJECT: MAY .4, .986, TRADE SUBCOMMITTEE HEARING ON

INTELLECTUAL PROPERTY PROTECTION

On Wednesday, May 4 at 1:30 p.m. in Room SD-215, the

Subcommittee on Internatinnal Trade will hold a hearing on

trade issues-in the protection of intellectual property

rights. The hearing will focus on S. 1869, sponsored

principally by Senators Lautenberg and Roth, as well as on

other intellectual property issues raised in Title VIII of

S. 1860 and in the Administration's proposed package of

intellectual property law reforms., Senator Danforth will

preside.

S. 1869, which is included in whole in Title VIII of

S. 1860, would amend Section 337 of the Tariff Act of 1930.

S. 1860 also includes provisions relating to process patents

and agrichemical patents. Last week, the Administration

sent up a proposal cove:ing all three of these subjects,

plus three additional ti1*les related to patent, licensing,



and antitrust law, (Referral of the full Administration

package will probably be to the Judiciary Committee.)

A. Background

Intellectual property is generally defined to
include patents, copyrights, trademarks, and trade
secrets~-and more recently, mask works (used in
producing semiconductor chips). Intellectual property
rights are those without which others could freely use
or copy an idea, an expression, a design, or a_ product
or its mark or packaging. The protection of these
rights has become an increasingly important U.S. trade

problem--in both foreign and domestic markets,

Some typical examples of intellectual property
protection problems encountered by U.S, businesses

involved in international trade include the following:

- A counterfeit Apple computer (i.e., one bearing the
Apple trademark or using copyrighted Apple software
without Apple's consent) is made in Korea and
imported into the United States., Apple has trouble
protecting its rights, particularly because it
can't get the Korean counterfeiter into U.S.

courts,



~ A counterfeit Apple computer is made and sold in
Korea, Apple has trouble protecting its rights,
particularly because Korean intellectual property

laws are weak and widely unenforced.

N

- A Japanese company exports to the United States

optical fibers made through a process patented in

the United States by Corning.

- In the name of "cultural sovereignty," a country
limits imports of U.S.-made films or controls their

distribution,

Even putting aside market access di?ficulties, the
loss of U,S. jobs and sales caused for foreign
intellectual property infringement is enormous,
Estimates vary widely, but some put the cost to U.S.

business as high as $20 billion per vear.

Section 337 is the principal statutory weapon
against imports that violate U.S. intellectual property
rights. It is commonly used by U.S. patent, copyright,
and trademark holders to keep out imports that infringe

their rights,

Section 337

Section 337 makes unlawful:



unfair acts in the importation of merchandise —

into the United States;

the effect of which is to substantially injure

({or prevent establishment of)

an industry in the United States,

which is efficiently and economically

operated.

If the International Trade Commission (ITC) finds

these elements to exist, then it must either:

order exclusion of the imports from the U.S.

market; or

issue cease and desist orders against the

unfair respondents,

unless:

3.

it finds that the public welfare or
competitive conditions dictate that no action

be taken.

The President may, within 60 days, nullify any ITC

action

unde:r Sectinn 337, but has very rarely done so.

Intellectual propezty rights are also enforceable

in federal and state courts under common law and

4 of 16



statutory provisions other than Section 337. Unlike
337, a court proceeding allows an intellectual property
right holder to obtain damages against an infringer,
Nevertheless, an action before the ITC under Section 337

holds significant advantages in some circumstances:

- Because the action is against the imported
goods themselves, the difficulty of getting a
foreign defendent before a U.S. court is

obviated,

- For the same reason, a 337 exclusion order

works against future, unknown exporters.

- 337 cases are typically much faster than court

actiors.

Proposed Amendments to 337

Notwithstandirng these advantages of a 337 action,
U.S. intellectual property owners have argued that the
elements of proving a 337 case pose too great a hurdle
to obtaining relief against infringing imports,
particularly since 337 is often the orly feasible avenue
of relief. S. 1869 would make it significantly easier
to get relief, by eliminating most of the elements of
proof in an intellectual property case other than the
infringement itself. It would also strengthen the

5 of 16
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remedies available under Section 337, The most

important changes are as follows:
i Injury.

S. 1869 would eliminate the requirement that
the petitioner prove injury. 1If the petitioner can
demonstrate that an import infringes valid
intellectual property rights, then injury will be
deemed to exist. The Administration package and
the omnibus trade bill reported last week by Ways
and Means take the same approach. The idea is that
the infringement of an intellectual property right
should itself constitute sufficient injury to

justify relief,.

Some a:gue that the injury requirement should
be retained; or that proof of infringement should
merely create a rebuttable presumption of injury.
Their reasoning is that, unless there is some
indication that an import causes actual injury to a
U.S. industry, there is no reason to deny that
product to U,S, consumers, Proponents of the S.
1869 approach respond that infringement is injury;
further proof of injury is typically time-consuming

and expensive, with unpredictable results,
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Industry.

Current law requires that the petitioner
establish the existence of a U.,S. industry
producing in the U.S$. the same article as the
allegedly infringing import. Opponents of this
requirement argue that it unfairly and
unnecessarily precludes from 337 relief
intellectual property owners who have not put their
rights into production in the United States--such
as U.S. licensors of patents to foreign producers,
or those who have invested only in research and
development or marketing in the United States,
Those favoring retention of the industry
requirement argue that its elimination would in
some cases leave the ITC merely protecting one
foreign producer from another, with no appreciable

benefit for U.S. jobs or productior capability.

The various 337 reform proposals address this

tension in a range of ways:

a. S. 1869 would remove the need to establish the

existence of an industry larger than the
intellectual property owner itself, The
petitioner would still have to establish that
it is "in the United States"; but the bill is

7 of 16
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unclear on how-much presence in the United

States is required.

The Administration proposes to eliminate an

industry requirement entirely, making it
possible for intellectual property owners with
no presence in the United States to enforce
their rights bhefore the ITC. They argue that
completely eliminating-thé industry
requirement would make the provision non-

discriminatory and encourage other countries

to open their procedures to U.S. intellectual

property holders,

The Ways and Means bill strikes domething of a

middle ground between elimination and
retention of a full industry requirement, It
would retain an industry requirement but make
it easier to meet, by deeming any of the
following to be sufficient to establish the

existence of an industry:

(i) significant investment in plant and

equipment;

(ii) significant employment of labor or

capital; or

8 of 16
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(iii) substantial investment in
exploitation of the intellectual
property right, including research

and development and licensing.

d. Others arque that the industry standard should
be left as is. Still others suggest that the
requirement should be eliminated with respect
to foreign petitioners only when their
countries provide reciprocal privileges to

U.S. intellectual property holders.

Efficently and economically operated,

S. 1869 also eliminates the requirement that
the domestic industry be "efficiently and
economically operated." Proponents argue that the
existing requirement precludes small, start-up
companies and industries from pursuing relief.
Also, the requirement has never been used to bar
relief and is subject to discovery abuses
(companies fishing for information about their
competitors). Opponents of S, 1869 argue that
imposing trade restrictions in a situation where
the domestic industry is inefficient and will not
be etonomically viable is a waste of resources and

not in the public interest, Others argue that the
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requirement is more appropriately retained as part

of the ITC's "public interest" determination.

With respect to the elimination of all three of
these requirements--(l) injury to a (2) domestic ’
industry that is (3) efficiently and economically
operated—;opponents argue that it would shift 337 and
the ITC away from their intended focus on trade and
protection of U,S. productive capacity and jobs. The
ITC would merely be an expedient alternative forum to
the courts for enforcement of intellectual property
rights. Proponents respond that 337 would remain a
trade statute. The type of relief would still be
against imports, and the ITC would still be required to

consider the public interest before imposing relief.
4, Remedies

S. 1869 would enhance the remedies available
to the ITC in several ways. It would empower the
ITC to issue both cease and desist orders and
exclusion orders, rather than merely one or the
other. The E{he for violating an order would be
increased., Most important, S. 1869 would give the

ITC authority to order the forfeiture of infringing

goods, in addition to exclusion of them, This last
rovision is designed to prevent the apparently

10 of 16
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common practice of importers taking goods excluded
at one Customs port to other ports until a local
official errs (i.e., does not recognize the goods
as subject to an exclusion order) and allows the

goods in.

Gray market imports,

So-called "gray market" goods are those
manufactured by or with the authority of the
trademark holder--sut typically imported into the
United States in violation of trademark agreements,
(For example: Hong Kong Watches exports a genuine
Seiko watch to the United States, despite being
authorized by the manufacturer to distribute only
in Hong Kong and despite Seiko USA's contractual
right as exclusive distributor in the United
States.,) The courts are split on whether such gray

market importations constitute an unfair act,.

The various 337 proposals expressly seek not
to address this controversial issue, although they

do so in different ways:

a. S. 1869 would not remove the injury
requir .nent from cases against gray market
imports, thus leaving those cases unchanged

from current law,
1X of 16



16

b. The Administration's proposal would treat gray
market cases like others, but only to the
extent that grey market importation is
otherwise found to be a trademark

infringement.

Process and Agrichemical Patents

S. 1860 also contains two intellectual property
sections corresponding to bills introduced last year by
Senator Mathias., Section 802 (S. 1543) relates to
process patents; Section 803 (S. 1093) relates to
agrichemcial patents. Both bills, as modified, have
been favorahly reported out of Senator Mathias'
Judiciary subcommittee and are awaiting full committee
markup. The Administration's proposal contains titles
corresponding to both provisions; the Ways and Means

omnibus trade bill does not.

i. Process patents.

Under U,S. patent law, an inventor can obtain
time-limited exclusive rights to not only a
product, but also a process by which a product is
made--usually a complex chemical or industrial
process. Many products that are not in themselves
patentable (like vitamin C) can be made by

processes that are.
12 of 16
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Under current law, the process patent holder
can sue in court for damages from an infringer who
uses the process in the United States, but not
someone who uses the process abroad and then ships
the resulting product to the United States. The
process patent holder may be able to obtain an \
exclusion order from the ITC under Section 337,
But because of the hurdles in obtaining 337 relief
and because damages are not available, 337 alone
nas been regarded as insufticient protection for
process patent holders., Therefore, the bill
provides a damage remedy in court against the
importation, sale or use in the United States of a

product made by a U.S. patented process.

Agricultural patents.

After a patent is granted, a substantial
portion of the patent term can pass before the
patent holder is able to market the product, on
account of federal review and testing requirements.
In the last Congress, 1egislation.was enacted to
allow pharmaceutical manufacturers to obtain an
extension of the patent term for time lost awaiting
federal approval of a medicine, This bill would

provide similar treatment for agricultural

chemicals.
13 of 16
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Other Intellectual Property Matters

A number of important trade-related intellectual
property matters, although not included in Title VIII of
S. 1860 or in the Administration's package, may be
raised at the hearing or in the context of different
portions of S. 1860 and other specific legislation,

They are noted here briefly:

l. Multilateral Trade Negotiations,

buring the Tokyo Round of Multilateral Trade
Negotiations in the late 1970's, the United States
sought agreement en an international
anticounterfeiting code, designed to protect
against trademark and trade-name piracy by
requiring the forfeiture of counterfeit
merchandise., The Administration hopes to conclude
such an agreement early in the new round of GATT

negotiations, set to begin in September,

More broadly, the Administration has indicated
it will seek a general agreement on intellectual
property within the GATT--notwithstanding the
objection of some nations that such matters are
more properly handled through existing conventions
and organizations (like the World Intellectual

Property Organization). Title IV of S. 1860,
14 of 16
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providing negotiating authority for trade
agreements, lists as a principal negotiating
objective the extension of GATT articles and codes

of conduct to intellectual property rights.

Foreign market access and protection.

Section 301 of the 1974 Trade Act gives the
President authority to respond to foreign unfair
trade barriers, including barriers in the
intellectual property area., Last fall, the
Administration initiated a 301 investigation of
inadequate intellectual property protection laws in
Korea. Title 11 of S. 1860 woulcd amend Section
301, principally to set stricter time deadlines and
to mandate retaliation against unfair foreign trade

practices in some circumstances.

In addition to a variety of proposals to amend
Section 30 generally, there are also proposals for
provisions directed expressly at the intellectual
property sector. One such proposal would require
the U.,S. Trade Representative to designate specific
countries that maintain significant barriers to
U.S. intellectual property exports or that do not
provide adequate protection to U.S. intellectual
property., The proposal would require some form of

15 of 16
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retaliation against such countries, if they do not
reach agreement with the United States within two
years, This appzoach (with respect to market

access) was adopted in the Ways and Means omnibus

trade bill.

GSP _and CBI, -

Both the Generalized System of Preferences
{(GSP) and the Caribbhean Basin Initiative (CBI)
include intellectual property considerations in
determining the eligibility of countries for those
programs' tariff preferences, A variety of
proposals have been suggested to strengthen the
link between intellectual property
protection/market access and continued receipt of

GSP and CBI benefits,

mm096
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Senator DANFORTH. This hearing is a continuation of our series
on S. 1860. This hearing pertains to the intellectual property rights
question. And, first, we have Senator Wilson and Congressman
Lundine. .

Senator Wilson, thank you.

STATEMENT OF HON. PETE WILSON, U.S. SENATE, STATE OF
CALIFORNIA

Senator WiLsoN. Mr. Chairman, thank you. I particularly wish to
express my gratitude to you and to the subcommittee for holding a
separate hearing on the matter of intellectual property. I think
that it is entirely appropriate, for the industries that depend on in-
tellectual property protection are among the most productive, the
most 1fechnologically advanced, and the most competitive interna-
tionally.

As we undertake the efforts to remove foreign barriers to our ex-
ports, I think that we are compelled to press ahead very forcefully
both during bilateral and multilateral negotiations, and during
consideration of remedial legislative efforts. We can’t continue to
treat our trading partners like you would your bridge partner, sit-
ting idly by as the dummy while your partner is allowed free
access to pick and choose at will from among your best cards.

Mr. Chairman, we control the largest developed market in the
world, and continued access to it is our-trump card. We should not
be in the least hesitant about letting everyone know that we are
willing to play it.

Unfortunately for the most part, we have allowed some of our
strongest industries, some of those that have the greatest export
market potential, to be picked at almost the unbridled fancy of
international pirates. Now that word may seem harsh, but I think
it is accurate. We have allowed people to engage in criminal con-
duct around the world at a cost to American companies of, we esti-
mate, $20 billion annually.

They make bootleg patented pharmaceuticals and chemicals.
And, they crank out copy after unauthorized copy of records, tapes,
movies, books, toys, computer programs and a host of other copy-
righted, patented and trademark goods.

I am not going to take the committee’s time to set out in great
detail the numerous specific 1problems that are faced by companies
that depend upon intellectual property protection. I will leave that
to the private industry representatives who will follow.

But let me at least briefly highlight a few abusive practices in
the area, three that are being perpetrated by countries in our own
hemisphere.

At a recent hearing of the Joint ¥conomic Committee on Trade
Productivity and Growth, which I chaired in Los Angeles, I learned
that no one is safe from international pirates, not even Donald
Duck. Apparently, or so it was alleged quite clearly in the testimo-
ny that we received, judges in Indonesia were bribed and subse-
quently held that Donald Duck belonged to an Indonesian compa-
ny. I guess that is the sincerest form of flattery. :

In Panana, the government continues to allow a company known
as REXSA. owned bv two former presidents of Panama and a
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former foreign minister, to retransmit on its cable system inter-
cepted or, more accurately, pirated signals that are received from
satellites. United States television shows are seen for free in
Panama and elsewhere throughout this hemisphere.

In Brazil, which sends us more than $1 billion in goods under the
General System of Preferences Program, the government’s film
board has erected barriers to both foreign film exhibition and, in a
fast growing market, distribution of video tapes.

Even our friends to the north in Canada allow retransmission of
United States television signals without compensation to United
States copyright holders.

I find it more than ironic, Mr. Chairman, that while Canada in-
vokes the absurd notion of cultural sovereign—that is what they
call it—to force divestiture of United States printing interests and
to prevent other United States businesses from operating within
Canadian borders, it condones the theft of our television shows for
the benefit of Canadian audiences.

The bottom line seems to be that the Canadians don’t mind an
ir}l‘vasion of United States culture as long as it arrives free of
charge.

With all this as prolog, on Monday I introduced, along with our
colleague, Senator Lautenberg, a comprehensive intellectual prop-
erty trade bill, S. 2435. The bill entitled “The International Intel-
lectual Property Protection and Market Access Act of 1986” would
address the broad array of problems faced by companies that
depend on intellectual property protection, from semiconductors
manufacturers to book mublishers, from chemical producers to film-
makers, and from pharmeceutical companies to recording artists.

The details of the bill are contained in my prepared statement
submitted to the committee. Let me just briefly state the reasons
why I have introduced it.

Why do we need a new law devoted to intellectual property?
Aren’t there enough powers already granted to the President
under section 301 of the Trade Act? I think it is more a matter of
process, Mr. Chairman.

Despite the great contribution increased exports of copyrighted,
patented, and trademark goods could make to our trade expansion
efforts, the very nature of intellectual property piracy and protec-
tionism is that it is veiled and it is insidious. Our trade laws pres-
ently are designed to deal with unfair and predatory foreign ac-
tions, affirmative actions. The problems that we face with intellec-
tual property protection is that it often arises from a failure of a
foreign government to take action. And it is their inaction that
allows piracy to flourish.

And as for market access, for most products foreign protection-
ism is designed to protect domestic industries. With intellectual
property, restrictions on our products often are based on notions of
nationalism,

Considering the problems inherent in dismantling trade impedi-
ments affecting intellectual property and the great potential for in-
creased exports from a strictly cost-benefit analysis, patents, copy-
rights, trademarks, and other works, I believe, are deserving of far
greater attention than we have given them.
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Now the major thrust of the bill comes from its first two titles.
Title I addresses the problems of intellectual property protection.
Title II is designed to pry open foreign markets that are presently
closed to U.S. copyrighted and patented goods.

Each establishes a similar mechanism desi%:led first to identify
priority problems—that is to say, nations where there is piracy
going on to a very considerable extent and nations where there are,
as a result, very considerable theft of large potential markets.

Negotiations are then held by the U.S. Trade Representative for
a period of 2 years with these priority offending nations seeking to
end the kind of piracy that we are facing. Finally, if after 2 years
progress has not been achieved, the President is required to take
retaliation.

In title II, there is a similar process with respect to market
access. The process is the same. First, the identification of the pri-
ority nation. Second, the requirement for negotiation. And, third, if
that fails, the requirement for retaliation.

Titles III and IV augment existing provisions aimed at intellectu-
al property protection and market access that are contained respec-
tively in the Generalized System of Preferences and Caribbean
Basin Initiative laws making it more likeli)]r the offending countries
will lose the benefits they receive under those pieces of legislation.

Title V, Mr. Chairman, seeks to indicate the importance of an in-
crease in activity and attention by establishing a new Office of En-
forcement within the Office of the U.S. Trade Representative. This
office is charged with coordination of our negotiation and retalia-
tion initiatives taken pursuant to section 301 of the Trade Act of
1974 and the other provisions of this bill.

And, finally, in the spirit of Victor Kiam—the man who liked the
shaver so much he bought the company—not only have I cospon-
sored S. 1869 with my colleagues, Senator Lautenberg and Senator
Roth, but the last title of my bill incorporates S. 1869. It makes
needed changes to section 337 of the Tariff Act of 1930 to stop the
importation of patent-infringing goods.

Mr. Chairman, again I thank you and the members of the sub-
committee for holding this separate hearing on a problem that is
deserving of all the attention that you are giving it. You will hear
horror stories this afternoon from the private industry representa-
tives who follow. You will hear how it is that German audiences of
Turkish workers have been permitted to see “Rambo II” and
“Rocky IV” before American home video audiences have had that
kind of access.

We are facing a problem that is already epidemic, and we are, I
think, really just scratching the surface. The potential, if we do not
compel our trading partners to enact and enforce the kind of copy-
right protections that civilized nations have observed for many
years, is going to result ultimately in the most obvious kind of dis-
incentive to those who are presently required and who do make
substantial investments in research and development of chemical
and pharmaceutical formulas, in the development of software pro-
grams, and the development of intellectual property rights of a lit-
erary and artistic nature.

All of these things require substantial investment, some of them
substantial investment in research and development.
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If those who make that expenditure of time, effort, and money
are to be unprotected, clearly we will cease to see the kind of effort
that is now being made. In many instances, innovations that can
easily be copied have been resisted, not because they are not cost
effective or would not produce a better product, but because it is
simply not worth the effort and the cost if the result is going to be
the immediate piracy of the improvement.

Thank you very much, Mr. Chairman.

Senator DANFORTH. Senator Wilson, thank you very much.

We had a few years ago in the large hearing room downstairs on
the first floor of the Dirksen Building what amounted to a bizarre
of pirated goods with the bona fide good and the pirated good side
by side. And it is truly remarkable. I mean it is not only books and
tapes and movies and whatnot and Levis and Rolex watches and
the things that people have heard about, but it is components for
automobiles and components for airplanes that are sloppily made,
to say the least. And it poses a real danger.

Your view is that the present state of the law is inadequate to
deal with this significant problem.

Senator WiLsoN. Yes, sir, it is. I think that while there are reme-
dies available under other pieces of legislation, I really do not
think that there is a cohesive process. I don’t think that we have
focused adequately on the problem. I think that the first two titles
of this legislation really are aimed at providing the process and
making clear to our trading partners that they can expect retalia-
tion if they continue to engage in piracy. The U.S. Trade Repre-
sentative, if he identifies piracy and identifies significant markets
where it is being practiced, is required to engage in negotiations. If
the negotiations are unsuccessful, he is then required to retaliate. I
think nothing less than that certainty is going to change anything.

Senator DANFORTH. Senator Roth.

Senator RoTH. Well, I join you, Mr. Chairman, in congratulating
Senator Wilson for his leadership in this area. I have no particular
questions at this stage, but if I may, with your permission, just
make a couple of comments.

First of all, I want to express my personal appreciation to you for
holding these hearings this afternoon on a matter that I think is
not only of critical importance but in many ways it is hard to imag-
ine any area of more importance. If there is one area that this
country I think still has some leadership, some advantage, it is in
the area of ideas, inventiveness, innovation. And I think that if we
are going to continue to maintain this kind of leadership, it is im-
portant that our laws protect us from those who would seek to use
piracy as a means of stealing valuable concepts, valuable ideas, val-
uable inventions.

I would, Mr. Chairman, just point out that this is one area where
if our laws do not provide for adequate protection, we can change
them. We are the ones who determine and have responsibility for
the protection of America’s inventiveness. And our international
trade agreements recognize this. The General Agreement on Tariffs
and Trade specifically provides an exception for national action to
provide for the enforcement of patents, trademarks, copyrights, and
the prevention of deceptive practices.
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Very frankly, as you well know, I think our own trade laws put
too many obstacles in the path of those who would seek to uphold
their intellectual property rights. This means job losses for Ameri-
cans, and it means the loss of American’s economic future, our cre-
ativity.

I have a further statement, but I would ask that we include it as
part of the record. Again, I would just like to say we look forward
to working with you, Senator Wilson, and others who are so much
concerned about this matter.

Senator WiLson. Well, thank you very much, Senator Roth. Ad-
dressing these comments to you and the Chairman is a little like
preaching to the choir, I think. You have long demonstrated lead-
ership.

I didn’t, Mr. Chairman, bring any number of counterfeit tapes or
video cassettes. Your own statement, I think, made that unneces-
sary.

But you are quite correct. It is not simply a question of the ille-
gality and the unfairness, the lack of equity involved. In many
cases beyond the piracy itself, the reliance upon these counterfeited
goods produces tragic results. When you are talking about airplane
parts which are not capable of handling stress, you have a safety
factor involved that literally makes these piracies a matter of life
and death.

Senator DANFORTH. Senator Wilson, thank you very much.

Senator WiLsoN. Thank you, sir.

Senator DANFORTH. We appreciate your leadership.

[The prepared written statements of Senators Wilson and Lau-
tenberg follow:]
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STATEMENT OF THE HONORABLE PETE WILSON
SENATOR FROM CALIFORNIA
BEFORE THE COMMITTEE ON FINANCE -- UNITED STATES SENATE
SUBCOMMITTEE ON INTERNATIONAL TRADE
MAY 14, 1986

INTELLECTUAL PROPERTY TRADE LEGISLATION

Mr. Chajrman and members of the Committee, T appreciate the
opportunity to appear before you today at one of your series of
hearings on pending trade legislation. T am particularly
pleased that a separate hearing was scheduled to consider trade
issues relating to intellectual property, for it is the
industries that depend on intellectual property protection that
are among our most productive, our most technologically
advanced, and our most competitive internationally.

I commend the Committee's willingness to devote its
energies towards expanding opportunities for our competitive
industries. Trade expansion must be our goal, for it offers
the best hope for domestic and international economic
prosperity.

As we undertake efforts to remove foreign barriers to our
exports, we must press our case forcefully, both during
bilateral and multilateral negotiations and during
consideration of remedial legislative efforts., We cannot
continue to treat our trading partners as you would your bridge
partner -- sitting idly by as dummy while your partner is
allowed free access to pick and chose at will from among your
best cards.

We control the largest developed market in the world, and
continued access to it is our trump card. We should let
everyone know that we are willing to use it.

Unfortunately, for the most part we have allowed some of
our strongest industries, those that have great export market
potential, to be picked at almost at the unbridled fancy of
international pirates. We have aliowed criminals around the
world to cost American companies billions of dollars by
bootlegging patented pharmaceuticals and chemicals, and by
cranking out copy after unauthorized copy of U.S. records,
tapes, movies, books, toys, computer programs, and a host of
other copyrighted and trademarked goods.

Private and U.S. governmental studies have estimated that
the cost of this piracy to U.S. industries in 1986 will exceed
$3 billion, and perhaps be as high as $20 billion. That is
somewhere between 2% and 13% of igst—years trade deficit.
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Statement of Senator Wilson Page 2
Finance Committee ~ May 14, 1986 )
Intellectual Property Trade

And what makes this illegal activity all the more
outrageous is that it is often protected by governments we
consider friendly to the U.S.. 1Indeed, in many cases we have
provided special trade benefits in order to help them develop
their economies.

Two of the largest GSP beneficiaries are Taiwan and KRorea.
They also are two of the greatest centers of international
piracy of intellectual property. Since we reauthorized GSP in
1984 -- including sanctions against countries that do not
respect intellectual property rights -~ preliminary reports
suggest that Taiwan is starting to take action against the
pirates in their midst. Unfortunately, Korea has not done so
well,

As a result, eleven Senate colleagues joined me in calling
on U.S. Trade Representative Clayton Yeutter to refuse to grant
any competitive needs waivers under GSP to Korea unless it
makes significant progress by the end of this year. Korea also
has pending against it an Administration-initiated action,
brought under section 301 of the Trade Act of 1974, for its
Jack of intellectual property protection. Frankly, if Korea
does not make some radical changee rather quickly, it should
lose its GSP designation, either by Administration action under
the GSP law -- or, if necessary, by the Congress.

Unfortunately, these two countries represent only the
proverbial tip of the iceberg. GSP beneficiaries Singapore,
Indonesia, Brazil, and others have booming piracy businesses,
often with the involvement of present and former government
officials that makes Tamany Hall look like a class picnic.

For example, in Brazil, which sends us more than $1 billion
in goods under the GSP program, the government film board has
erected barriers to both foreign film exhibition and, in a
fast-growing market, distribution of video tapes. The result
of these actions is that Brazil will only let our film
companies to do business there if it is done on a non-profit
basis -~ at a time when illegal video piracy is raking in
millions.

As ¥ learned at a recent hearing of the Joint Economic
Committee Subcommittee on Trade, Productivity, and Growth which
I chaired in Los Angeles, no one is safe from international
pirates -- not even Donald Duck. Apparently, judges in
Indonesia were bribed, and they subsequently held that the
Donald Duck logo belonged to an Indonesian company. In Panama,
the government continues to allow a company, known as REXSA and
owned by two former presidents and a former foreign minister,
to retransmit on its cable system intercepted U.S. television
shows. And even our friends to the north allow retransmission.
of U.S. TV signals without compensation to U.S. copyright
holders.
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Statement of Senator Wilson Page 3
Finance Committee - May 14, 1986
Intellectual Property Trade

I find it more than ironic that while Canada invokes the
absurd notion of "cultural sovereignty" to force divestiture of
U.8. printing interests and to prevent other U.S. businesses
from operating within its borders, it condones the theft of our
televicion shows for the benefit of Canadian audiences. The
bottom line seems to be that the Canadians don't mind an
"invasion" of U.S. culture as long as it arrives free of
charge.

While the theft of broadcest signals by the Canadians is
evidence of its disdain for the rights of copyright holders,
its investment policies are an impediment to the marketing
efforts of our industries that depend on intellectual property
protection. 2And in this arena of unfair trading practices,
Canada is not alocne.

Not all forms of intellectual property are excluded by
countries simply because they constitute intellectual property.
For example, trademarked personal computers are not excluded
from Korea because they are trademarked, but because Korea
excludes all personal computers. However, Korea and other
countries around the world do place unreasonable non-tariff
barriers around their markets designed to exclude such items as
movies, books, records, patent drugs, electronics, and
chemicals. The barriers come in various forms, from mandatory
licensing agreements, royalty ceilings, joint production
requirements, to straight guotas.

With all of this as prologque, on Monday T introduced, along
with Senator Lautenberg, a comprehensive intellectual property
trade bill, S. 2435. The bill, entitled the "International
Intellectual Property Protection and Market Access Act of 1986"
would address the broad array of problems faced by companies
that depend on intellectual property protection: From
semiconductor manufacturers to book publishers, from chemical
producers to filmmakers, and from pharmaceutical companies to
recording artists.

At this point, I would like to briefly outline what my bill
contains.

The major thrust of the bill comes from its first two
titles. Title I addresses the problems of intellectual
property protection while Title II is designed to pry open
foreign markets that are presently closed to U.S. copyrighted
and patented goods. Fach establishes a similar mechanism
designed first to identify priority problems. Negotiations with
offending countries are then required. Finally, if after two
years a settlement cannot be reached, the President is required
to take retaliatory action.
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Statement of Senator Wilson Page 4
Finance Committee - May 14, 1986
Intellectual Property Trade

Title TII and Title IV augment existing provisions aimed at
intellectual property protection and market access contained in
the Generalized System of Preferences and Caribbean Basin
Initjative laws. Presently, the President must consider piracy
and market access when deciding whether or not to designate a
country as eligible for benefits under these concessionary
trade Jaws., There is no mandate for him to revoke benefits.
Furthermore, under CBI, the law only allows the President to
revoke all benefits from offending countries; He is not given
the ability to dole out punishments that are proportionate to
the offense, thereby making sanctions less likely. While some
countries are deserving of total removal from CBI, this bill
would allow for less than complete termination of benefits for
others depending on the severity of their actions. And for
both CBY and GSP, the bill requires a cut in benefits.

Title V establishes a new Office of Enforcement within the
Office of the United States Trade Representative. This office
is charged with coordinating our negotiating and retaliation
initiatives taken pursuant to section 301 of the Trade Act of
1974 and the provisions of this bill.

Finally, in the spirit of Victor Kiam -- the man who liked
the shaver so much he bought the company -- not only have I
cosponsored S. 1869, which was introduced by Senator Lautenberg
and Senator Roth, but the last title of my bill incorporates
it, making needed changes to section 337 of the Tariff Act of
1930 to stop the importation of patent-infringing goods.

Mr. Chairman, T again would like to thank you for this
opportunity to appear here today.

62-510 0 - 86 - 2
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S. 2435
LEGISLATION INTRODUCED BY
SENATOR PETE WILSON

MAY 12, 1986

International Intellectual Property Protection And
Market Access Act of 1986
Section By Section Summary

Section 1. Short Title

Section 2. Findings and Purpose

This section states Congressional findings that interna-
tional protections of intellectual property rights, vital to U.S.
competitiveness, are inadequate to protect U.S. economic inter-
ests; and that foreign trade and investment barriers seriously
impede the ability of United States companies that rely on intel-
lectual property protection to operate overseas resulting in a
substantial loss of export markets.

The purpose of the legislation is to provide negotiating
authority and to establish procedures to improve intellectual
property protection abroad and to provide fair and equitable
market access for U.S. companies relying on intellectual property
protection.

Title I - Actions to Increase International
Intellectual Property Protection

This Title is intended to improve international
intellectual property protection. It establishes a process in
which the U.S. Trade Representative investigates whether foreign
countries provide adequate and effective protection of intel-
lectual property rights; USTR then negotiates with designated

"priority foreign countries" that deny such intellectual property
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protection to Americans; and it requires a response by the Presi-
dent against "priority foreign countries” that do not agree to

provide such intellectual property protection within two years.

Section 101. 1Investigations and Findings

This section requires the United States Trade Represen-
tative ("USTR") to publish an annual list (based upon the annual
report by USTR already required under the Trade Act of 1974) of
those countries that deny adequate and effective intellectual
property protection {i.e. patents, copyrights, trademarks and
mask works) to U.S. companies. USTR is also directed to select
"priority foreign countries" from this list based upon the
potential export market in these countries and the onerous nature
of their policies.

Section 102. Negotiations to Establish Adequate And Effective
Protection Of Intellectual Property Rights

This section directs the President to enter into nego-
tiations with the priority foreign countries to obtain greater
intellectual property protection for U.S. companies. The
President is granted additional authority to enter into similar
agreements with other countries whenever he determines that their
existing protections are inadequate and adversely affect U.S.
competitiveness. The objectives of the negotiations are to
improve intellectual property protection and to develop inter-
national rules for the protection of all forms of intellectual

property. The President is granted the right to exclude a



country or sector from negotiations after a public finding that
such negotiations are unlikely to advance, or would be detri-

mental to, U.S. economic interests.

Section 103. Remedies

If the USTR is unable to reach agreement with a priority
foreign country within two years, the President must take scume
action, which may include but is not limited to the following:

(1) terminate, withdraw, or suspend trade

agreements previously entered into;

(2) 1increase or impose a duty on any article

imported from the foreign country;

(3) proclaim a tariff-rate quota;

(4) modify or impose quotas;

(S) suspend benefits under the Generalized System

of Preferences; or
(6) take any other action under Section 30l1(b) or
(c) of the 1974 Trade Act.

Presidential action may be nondiscriminatory or sclely
against the offending country. The President is required to
impose trade measures that have an economic impact substantially
equivalent to the lost revenues of U.S. companies caused by lack
of intellectual property progéction. The President may defer
action for six months after certifying to Congress that substan-

tial progress is being made in the negotiations.
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Secticn 104. Consultations

This section requires the President to consult with
interested members of Congress, the appropriate Congressional

committees and other interested parties.

Title II - Actions To Open Foreign Markets

This Title is intended to improve foreign market access
for U.S. companies that rely upon intellectual property protec-
tion. The U.S. Trade Representative is directed to investigate
foreign practices that deny fair and equitable market access to
U.S. persons that rely upon intellectual property protection.
USTR then negotiates with the "priority foreign countries" that

deny such market access; and the President must respond.
~

]
P
Section 201. Investigations and Findings.

This section requires USTR to publish an annual list
(based upon the annual report by USTR already required under the
Trade Act of 1§74) of those countries that deny fair and equit-~
able market access (e.g., through investment restrictions and
trade barriers) to U.S. companies. USTR is also directed to
select “"priority foreign countries" from this list based upon the
potential export market in these countries and the onerous nature

of their policies.
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Section 202. Negotiations To Open Foreign Markets

This section directs the President to enter into
negotiations with the priority foreign countries in order to
reach specific agreements which will provide fair and equitable
market access for U.S. companies that rely upon intellectual
property protection. The President is given authority to enter
into trade agreements with foreigq‘countries to eliminate such
trade barriers. Upon consultation, the USTR may exclude a
specific sector or country from the negotiations upon published

findings that such remedies would be detrimental to the interests

of U.S. persons that rely upon intellectual property protection.

Section 203. Remedies

If the USTR is unable to reach agreement with a priority
foreign country within two years, the President must take some i
action, which may include but is not limited to the following:
(1) terminate, withdraw, or suspend prior trade
aqreéments;
{2) 1increase or impose duties on any article
imported from such foreign country;
(3) proclaim a tariff-rate quota on any article
imported from such country;
(4) modify or impose quantitative restrictions;
(5) suspend benefits under the Generalized System

of Preferences; or
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(6) take other action pursuant to Section 301(b)

or (c) of the 1974 Trade Act.

The President is granted authority to act on a nondis-
criminatory basis or solely against the offending country. The
President is required to impose trade measures that have an eco-
nomic impact substantially equivalent to the lost revenues of
U.S. companies caused by the lack of market access. The President
may defer action for six months by certifying to Congress that

negotiations are making substantial progress.

Section 204. Consultations

This section directs the President to consult with
interested members of Congress, the appropriate Congressional

committees and other interested parties.

Section 205.

This section defines "companies that rely upon intellec-
tual property protection" as companies, or divisions or sub-
sidiaries of companies, whose principal line of business involves
creation, production or licensing of literary or artistic works
which are copyrighted or which manufacture products that are

patented or for which there are process patents.
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Title III - Generalized System of Preferences

Section 301.
This Section amends the Generalized System of

Preferences by adding a new subsection directing the President to
terminate benefits previously extended to
beneficiary developing countries if they are identified in the
1985 report under section 18l of the Trade Act of 1974 as pro-
viding inadequate intellectual property protection or inadequate
market access unless the President certifies, at twelve month
intervals, to Congress that such country has taken substantial

action to rectify such inadequacies.

Section 302
This section further amends the Generalized System of
Preferences by adding a new paragraph which prohibits the
President from designating and requires removai from designation
eligible articles which have been determined by any court or

federal agency to infringe patent, copyright, trademark, mask

work or trade secret interests.
\

Title IV - Caribbean Basin Economic Recovery Act

This Section amends the Caribbean Basin Initiative by
creating a new section which grants USTR the right to exclude
from eligibility those articles imported from beneficiary

countries that provide inadequate intellectual property
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protection or inadequate market access to U.S. companies. USTR
may defer action upon certification to the Congress that the
offending country has taken substantial action to resclve such
problems. This new section also provides that the value of the
withdrawn benefits have an economic impact substantially equi-
valent to the lost revenues resulting from the denial of

intellectual property protection and market access.

Title V - Improvement of Enforcement of United States Rights

Section 501. Establishment of Enforcement Office

This Section establishes an Office of Enforcement within
the Office of the USTR to administer this Act and Section 301 of

the Trade Act of 1974.

Section 502. Authorization For Enforcement Office

This Section authorizes appropriations for the Office of

Enforcement,

Title VI - Unfair Practices in Import Trade

This Section inserts the text of S. 1869 which amends

Section 337 of the 1930 Tariff Act.



STATEMENT BY SENATOR FRANK R. LAUTENBERG
BEFORE THE SUBCOMMITTEE ON_INTERNATIONAL TRADE
COMMITTEE ON FINANCE
UN1TED STATES SENATE
May 14, 198b ,
MR. CHATRMAN AND MEMBERS OF THE SURCOMMITTEE, | AM PLEASED T0O
COME REFORE YOU TODAY.

AMERICA'S ECONOMIC EDGE 1S 1TS TECHNOLOGY AND INNOVATION. Bur,

IF WE'RE TO ENJOY THE FRUITS OF OUR LABOR -~ THE JORS AND GROWTH THAT
COME FROM INNOVATION -~ WE NEED TO STOP THE PIRACY OF AMERICAN
INTELLECTUAL PROPERTY. | REFER TO U.S. PATENTS, COPYRIGHTS,

TRADEMARKS, TRADE SECRETS AND SEMICONDUCTOR MASKS.

WiTH DISTURBING FREQUENCY, FOREIGN FIRMS PIRATE AMERICAN
INVENTIONS, AND THEN SHIP THOSE PRODUCTS BACK HERE. THE [NTERNATIONAL
TRADE COMMISSION ESTIMATED, BACK IN 1982, THAT INFRINGEMENT of U.S.
INTELLECTUAL PROPERTY COST AMERICANS 131,000 JoBS, IN JUST 5 SELECTED
INDUSTRIAL SECTORS. PIRACY COST THE NATION'S BUSINESSES $5.5 BILLION
IN ANNUAL SALES. ESTIMATES OF TOTAL LOSSES RANGE FROM $8 BILLION TO
$20 BiLL1ON. .

SecTioN 337 oF THE Tarifs Act of 1930 PROVIDES A REMEDY. [T
EMPOWERS THE [TC TO EXCLUDE IMPORTS WHEN THE [MPORTER ENGAGES IN
"UNFAIR ACTS.” THF LAW 15 USED TO KEEP OUT PIRATED PRODUCTS. BuT THE
LAW FALLS SHORT. WE NEED TO STRENGTHEN [T, AND THAT'S WHAT WE WOULD
Do IN S. 1869, wHicH SeN. RotH AND | INTRODUCED ALONG WITH MANY OF OUR
COLLEAGUES AND MEMBERS OF THIS SUBCOMMITTEE. -

CURRENT LAW THROWS UP BARRIERS THAT HAVE BLOCKED RELIEF FOR A
RANGE OF FIRMS:
FROM THE NEW YORK INVENTOR OF FIRBRE OPTIC WAVEGUIDE...
70 THE CALIFORNIA MOVIE STUDIO THAT LICENSES THE GREMLIN
CHARACTER.

THE MAIN PROBLEM 1S THIS: I1T ISN'T ENOUGH TO PROVE PIRACY. ONE
HAS TO PROVE [T HURTS. ONE HAS TO PROVE THAT IMPORTS WOULD DESTROY
OR INJURE A U.S. INDUSTRY... AN INDUSTRY THAT IS EFFICIENT AND
ECONOMICALLY OPERATED.

To EXCLUDE FOREIGN GOODS, PROOF OF PIRACY SHOULD BE ENOUGH-.
INFRINGEMENT ]S INJURY. WE NEED TO MAKE THAT CLEAR.

But Wwe CAN'T sTOP THERE. THE SO-CALLED INDUSTRY REQUIREMENT IS
ALSO TOO BROAD. [NVENTORS MUST EXPLOIT THEIR ENVENTION BY PRODUCTION
IN THE U.S. FOR BETTER OR WORSE, WE ARE MORE AND MORE AN INFORMATION
BASED ECONOMY. FOR THOSE WHO INVEST IN RESEARCH.«+ IN MARKETING--. IN
LICENSING..+ THERE SHOULD BE A REMEDY.

LET ME GIVE YOU ONE EXAMPLE. THERE 1S A START-UP BIOTECH FIRM IN
MY STATE. [TS PRODUCT IS ITS PATENTS. 1T HASN'T REACHED THE STAGE TO
MANUFACTURE. [T DOESN'T HAVE THE MONEY. BUT IT WILL REACH THAT
POINT, BY LICENSING 1TS PATENTS TO OTHERS: SHOULD WE DENY THAT FIRM
THE RIGHT TO EXCLUDE THE WORKS OF PIRATES? [ sAy No.
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STATEMENT OF HON. STAN LUNDINE, U.S. HOUSE OF
REPRESENTATIVES, STATE OF NEW YORK

Senator DANFORTH. Congressman Lundine.

Mr. LunpiNE. Thank you very much, Mr. Chairman.

I would ask unanimous consent that my entire statement be
made part of the record.

Senator DANFORTH. Without objection.

Mr. LunpINE. At the outset, I would like to compliment you, Mr.
Chairman, for your efforts to move trade legislation forward in the
Senate. Next week, I am hopeful that the House will pass a com-
prehensive trade bill which we believe will succeed in helping to
reduce our historic $150 billion trade deficit. We hope that you will
also move forward and report your own version of trade legislation
so that the Congress can act and send a trade bill to President
Reagan this year.

Our trade deficit is a threat to our economic stability and
growth. This year, as you well know, we became a net-debtor
nation for the first time since 1914.

There are many aspects to this trade problem. The value of the
dollar continues to be a problem. Even though it has been correct-
ed with regard to some currencies, we have relationships with
Talird-World indebted countries that are problems and many
others.

But, today, I am pleased to be here to endorse badly needed
changes in one particular section of our trade laws, section 337
dealing with the protection of U.S. intellectual property.

Technological innovation has become a crucial factor of produc-
tion in the modern, internationalized economy. If we are to com-
pete effectively in the international marketplace, we must guaran-
tee our inventors protection of their intellectual property rights.
Currently, our trade laws are not adequate to protect inventors
from infringement by imports.

Section 337 is the tprimary enforcement mechanism against for-
eign infringements of the rights of our intellectual property hold-
ers. The law has a number of conditions that must be met before
relief is granted, which are difficult and expensive to satisfy. More-
over, the test for relief from a foreign infringer is much more strin-
gent than what is required under our own domestic intellectual
property laws.

In the United States, the patent holder must only prove infringe-
ment to get relief in a district court from a product or process in-
fringement. Under section 337, a petitioner must overcome several
evidentiary hurdles. First, he has to prove his patents have been
infringed. Second, he must prove that there is a domestic industry
in the United States using the patent. Third, the domestic industry
must be efficiently and economically operated. Fourth, he must
prove that the infringement has had the effect or tendency of de-
stroying or substantially injuring the domestic industry.

Finally, after overcoming this heavy evidentiary burden, relief
can be denied if the International Trade Commission finds that the
relief is not in the public interest.

The law should not make it so difficult to obtain relief from
unfair infringing imports. In the House, Congressman Bill Frenzel
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and I introduced legislation which is a part of the House trade bill
to strengthen the protection for U.S. intellectual property against
unlawful infringement by imports.

Our proposal advocates the removal of two of the four existing
evidentiary requirements under 337 of the Tariff Act—the inju
requirement and the requirement that the industry be economical-
ly and efficiently operated.

The administration testified in support of removing these grovi-
sions, and that so doing is consistent with GATT. A 1982 GATT
panel reviewing section 337 found that the injury requirement was
irrelevant to the loss.

Removing the injury requirement is a particularly important
aspect to emerging high technology industries. The mere notion of
demonstrating injury in a tangible sense through lost sales or de-
clining markets fails to acknowledge the economics involved in a
startup industry based on revolutionary technology.

I would like to give you an example from our own congressional
district. Corning Glassworks, the world pioneer of optic fiber, failed
to secure relief under section 337 from Japanese infringement of
their pioneering patent purely because they could not prove sub-
stantial inf'ur to their sales or markets and in an environment
where world demand for optic fiber was growing.

In the final analysis, however, what might have been at stake in
the Corning case is the long-term domination of a multibillion
dollar world fiber optic industry. As we sit here today, the Japa-
nese continue to violate Corning’s patent to establish a competitive
niche here in this country and elsewhere in the international fiber
optic marketplace.

Some who are opposed to removing these onerous and unfair re-
quirements from the law argue that to do so would turn the ITC
into a patent court. The fact is that removing the injury and eco-
nomically and efficiently operated requirements from the law will
still require considerable ITC expertise to make determinations
about the existence of a domestic industry and the public interest.
The courts are not equipped to make either of these determina-
tions. Moreover, the ITC has built up a considerable expertise in
the intellectual property rights area over the years through its ad-
ministration of section 337.

Strengthening our trade laws to deal with unfair trade practices
is essential to reducing the trade deficit and preserving our long-
term competitiveness.

I appreciate the oEportunit to express my thoughts on this issue
before you and look forward to working with you in the weeks
ahead, hopefully, to enact trade legislation.

Senator DANFORTH. Congressman, thank you very much.

We hope to pass a trade bill in the Senate this year and go to
conference with the House.

I am curious in general about the House's trade initiatives. Is it
%our view that the effort should be to enact legislation that the

resident will sign?

Mr. LUNDINE. Yes, sir.

Senator DANFORTH. We could do it in one of two ways. We could
just seek a confrontation—we in Congress could seek a confronta-
tion with the President, send him a bill that we know he is going
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to veto. Or we can attempt to write a bill that the President is
going to sign.

Mr. LunDINE. It seems to be my day to testify. I just represented
the House Banking Committee before the Rules Committee of the
House, which is struggling with that very issue of how can we pro-
vide for a reasonable rule that will allow for a debate of some of
the issues that are contentious.

Believe me, this one legislator’'s intention, as somebody who has
worked hard on trade for several years, is not to make a political
point but to enact legislation.

Now, obviously, there are things in the House bill that even ulti-
mately I can’t imagine the administration accepting, perhaps that
you wouldn’t agree with. But don’t believe everything you read in
the Washington Post.

The bill is not crafted to be antitrade. It is crafted to try to boost
world trade. It really is developed from that philosophy. A number
of committees, six or seven House committees, have made contribu-
tions. There is nothing that the Members of the House care about
as much as jurisdiction sometimes. We have overcome enormous
obstacles.

I know there are compromises that need to be made. But this
kind of thing that Bill Frenzel and I joined together and did on a
bipartisan basis is the kind of thing that I think we could agree on.
And I think——

Senator DANFORTH. I think in this area of 337 there is a lot of
room for agreement between the House and the Senate and the ad-
ministration. I was just asking more generally with respect to
trade legislation itself.

I think that there are areas where we can improve that law, and
I am sure that we will be reaching beyond the administration in a
number of areas. But the basic question that we are going to have
to face is will the President swallow what we send him or will he
choke on it.

Mr. LunbpIiNE. Well, I honestly think it is not only my intention,
but having worked closely with Majority Leader Wright, who has
put together that House bill, I think it is his intention ultimately
to get a bill that the President can sign. This President has vetoed
fewer bills than any over a comparable period in modern American
history. I think he tends to threaten it. I think we tend to posture.
But when all is said and done, I think we tend to come together.
You can play a major role in achieving that.

Senator DANFORTH. Senator Roth.

Senator RotH. Thank you, Mr. Chairman.

1 only have a comment. I agree with you on your proposal. I
think it is outrageous that an American patent can be violated and
the foreign producer can continue unless he is able to show ir:f'ur,y.
It seems to me we either protect intellectual rights or we don
And for that reason, I am a strong believer that we have to do
away with this so-called injury test. So I look forward to working
with you in that effort.

Senator LUNDINE. Thank you, Senator.

Senator DANFORTH. Thank you very much, Congressman.

[The prepared written statement of Mr. Lundine follows:]
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Testimony
Congressman Stan Lundine
Senate Finance Committee
May 14, 1986

At the outset, I want to compliment you, Mr. Chairman, for your
efforts to move trade legislation forward in the Senate. Next week,
I am hopeful that the House will pass a comprehensive trade bill
which we believe will succeed in helping to reduce our historic $150
billion trade deficit. We in the House urge you to move forward
expeditiously to report out trade legislation so the Senate can act
and we can send a trade bill to President Reagan's desk. Our trade
deficit is a threat to our economic stability and growth, This year,
we became a net debtor nation for the first time since 1914.

It is time for the Congress to act. About one third of our trade
deficit is with Japan, a second third is with developing countries,
and a final third is with Canada, Europe, and the rest of the world.
Our actions must be ones capable of addressing all of these elements
in an effective manner,

while some recent progress has been made to help deal with our
inflated and unstable dollar on exchange markets, our dollar still
remains a trade problem. It is true that the dollar has fallen
against the yen and the mark, but this has been irrelevant to many
other currencies affecting our trading posture. For example, Canada
is our largest trading partner and the Canadian dollar is about 70 .
cents to our own. The currency relationships with many developing
countries, such as Mexico and Brazil, are not affected by our
dollar's movements against the yen and the mark.

Very little progress has been made on resolving other important
components of our $150 billion trade deficit. We have a welcome
change in direction with the Baker initiative on third world debt,
but still no plan for implementation as of yet. Legislation I
sponsored on third world debt, which is contained in the bill the
House will hopefully pass next week, is complimentary to the Baker
debt initiative. I hope you will give our proposal serious
consideration in the Senate. Finally, we need to do much more in
the area of export promotion, and to strengthen our nation's trade
laws. -

We must put a stop to the unfair trading practices of our
international competitors. I am particularly pleased to be here
today to endorse badly needed changes in one particular section of
our trade laws, Section 337, dealing with protection of U.S.
intellectual property.

Technological innovation has become a crucial factor of production
in the modern internationalized economy. If we are to compete
effectively in the international marketplace, we must guarantee our
inventors protection of their intellectual property rights.
Currently, our trade laws do not adequately protect innovators from
infringement by imports.

Section 337 is the primary enforcement mechanism against foreign
infringement of the rights of our intellectual property holders. The
‘law_has a number of conditions that must begmet before relief is
granted which are difficult and expensive to §atisfy;»gﬂoreover, the
test for relief from a foreign infringer is much more stringent than
what is required under our own domestic intellectual property laws.
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In the United States, a patent holder must only prove infringement
to get relief in a district court from product or process
infringement. Under Section 337, a petitioner must overcome several
evidentiary hurdles. First, he has to prove his patents have been
infringed. Second, he must prove that there is a domestic industry
in the United States using the patent. Third, this domestic
industry must be efficiently and economically operated. Fourth, he
must prove that the infringement has had the effect or tendency of
destroying or substantially injuring the domestic industry.
Finally, after overcoming this heavy evidentiary burden, relief can
be denied if the International Trade Commission finds that the
relief is not in the "public interest.®

The law should not make it so difficult to obtain relief from unfair
infringing imports. 1n the House, Congressman Bill Frenzel and 1
introduced legislation, which is part of the House trade bill, to
strengthen protection for U.S. intellectual property against
unlawful infringement by. imports. Our proposal advocates removal of
two of the four existing evidentiary reguirements under Section 337
of the Tariff Act -- the injury requirement and the requirement that
the industry be economically and efficiently operated.

The Administration has testified in support of removing these
provisions and that doing so is consistent with GATT. A 1982 GATT
panel reviewing Section 337 found that the injury requirement was
irrelevant to the law.

Removing the injury requirement is particularly important to
emerging high technology industries. The mere notion of
demonstrating injury in a tangible sense through lost sales or
declining markets fails to acknowledge the economics involved in a
start-up industry based on a revolutionary technology.

For example, Corning Glass Works, the world pioneer of optical
fiber, failed to secure relief under Section 337 from Japanese
infringement of their pioneering patents purely because they could
not prove substantial injury to their sales or markets in an
environment where the world demand for optical fiber was growing.

In the final analysis, however, what might have been at stake in the
corning case is the long term domination of the multi-billion world
fiber optic industry. As we sit here today, the Japanese continue
to violate Corning's patents to establish a competitive niche in the
international fiber optic marketplace.

Some who are opposed to removing these onerous and unfair
requirements from the law argue that to do so would turn the
International Trade Commission into a patent court. The fact is,
though, that removing the "injury® and "economically and efficiently
operated" requirements from law will still reguire considerable
1.T.C. expertise to make determinations about the existence of a
domestic industry and the public interest., The courts are not
egquipped to make either of these determinations., Moreover, the
1.T.C. has built up considerable expertise in the intellectual
property rights area over the years through its administration of
Section 337,

Strengthening our trade laws to deal with unfair trade practices is
essential to reducing our trade deficit and preserving our long term
competitiveness. 1 appreciate the opportunity to express my
thoughts on this issue before you and look forward to working with
you in the weeks ahead to enact trade legislation,
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Senator DANFORTH. Next we have a panel of James Moore,
Deputy Assistant Secretary for International Economic Policy,
International Trade Administration, Department of Commerce;
Harvey Bale, Jr., Assistant U.S. Trade Representative for Trade
Policy; Paula Stern, Chairwoman of the International Trade Com-
mission.

Well, thank you all for being here.

Mr. Moore? I thank most of you who are here for being here.
[Laughter.]

Chairwoman STERN. Saving remnants.

Senator DANFORTH. Ms. Stern, would you like to go first?

Chairwoman Stern. I would be happy to. I have a sense that I
have been here before very recently.

Senator DANFORTH. You are a familiar face.

STATEMENT OF HON. PAULA STERN, CHAIRWOMAN,
INTERNATIONAL TRADE COMMISSION, WASHINGTON, DC

Chairwoman SterN. Thank you for including me on this panel
today to share with you my thoughts on the proposed trade legisla-
tion concerning protection of U.S. intellectual property rights.

My experience implementing the Tariff Act of 1930 over the last
8 years has given me some expertise in this area, and I appreciate
the opportunity to draw on this experience and give you my views.

You have my full statement, all 35 pages of it, and I will just
submit a short summary of it now.

Let me start by saying that I endorse the intent of S. 1869 to
write trade statutes which will enhance the competitiveness of U.S.
industries in the world marketplace. The sponsors of that legisla-
tion have my deep and abiding respect.

My concern is that one part of those proposals, that is the remov-
al of the industry and injury criteria from section 337, will not
serve this purpose. And I also have no disagreements with the sec-
ondary intent of the proposal, and that is to improve the proce-
dures of section 337.

But I must also add that I have some technical suggestions to
make these changes administratively feasible without incurring un-
intended negative consequences.

And, finally, I certainly and heartily endorse the administra-
tion’s announced program to improve the international intellectual
property system.

But I start here this afternoon from the assumption that this is a
hearing on a trade statute, section 337, and it is before members of
the Trade Subcommittee of the U.S. Senate Finance Committee,
who are facing the greatest competitive challenge to America in its
5th year of record-breaking trade deficits.

Our trade laws, particularly 337, are there to protect American
entrepreneurs commercializing on their genius of invention. But
removal of the economic criteria of industry and injury might not
serve the best interest of the United States.

I urge you not throw the baby out with the bath water. I think
you can enact trade legislation that is competitive legislation and
then will also protect our intellectual property rights. And despite
its good intent, I don’t think this bill really makes that mark.



45

Let me give you a couple of examples where the removal of the
economic criteria of industry and injury might not serve the best
interest of the United States. Now say this bill passes as law. Con-
sider this scenario. The foreign owner of a U.S. patent who brings a
337 complaint to the ITC against imports of a particular industrial
product and accuses the domestic, the American domestic, users of
that imported product as a contributary infringer. Under our cur-
rent law, that which is on the books now, the foreign patent holder
receives the extraordinary protection of section 337 only if there is
a U.S. industry here using the patent in the United States.

But if the economic criteria are dropped from the law, the Amer-
ican industry could no longer get that imported product under this
scenario. And under the proposed changes then we would have no
industry being helped, no domestjc industry being helped. The com-
plaint, as I would remind you, was a foreign producer, not an
American producer. And this other domestic industry which was
importing that product could be destroyed along with the jobs that
were being given to workers using the product that was coming in.

Here is another scenario. Even if there were no current domestic
users of this hypothetical product, this scenario would be disquiet-
ing. We are seeing more important high-technology potentially pio-
neering patents before the Commission.

But the removal of this economic criteria could leave the Com-
mission being the referee between disputes of importers, importers
jockeying for market share of the United States. And it would be of
no benefit, again, to a domestic industry.

We could by means of this extraordinary proceeding and extraor-
?inary remedy bar any U.S. participation in many industries of the

uture.

Furthermore, this proposal to remove industry and injury could
weaken rather than strengthen 337 and concomitantly the efforts
to strengthen intellectual property protection. One of the factors
which has to date limited the effective use of 337 has been the un-
predictability of its results, which causes lawyers and business
people to be skittish about its use.

I have tried in my analysis at the Commission to be as predict-
able as possible in the way the statute is implemented. However, I
believe that some of the proposals that we are talking about to
change 337 could make 337 more susceptible to attacks at the
GATT. And this, obviously, would make the outcome of our deci-
sions much more unpredictable.

As our trade deficits increase, Congress’ confidence in the Presi-
dent’s trade policy has declined. I don’t need to tell you that. The
legislative proposals on the Hill have increasingly attacked those
provisions that allow Presidential discretion in implementing relief
under the trade statutes.

But in closing, I would just like to remind you that you have on
the books in 337 legislation that was passed in 1974 that limited
the President’s discretion in reviewing Commission 337 remedy de-
terminations. He has 60 days to accept or reject the Commission’s
determinations for policy reasons. However, because of some of the
vagueness in the terminology since the 1974 law, the Office of the
USTR as well as the Commission majority has in the past inter-
preted the provisions to mean that the President may devise his
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own remedy and make a counter offer to the Commission on our
remedy.

Perhaps Congress should try to make effective the policies it has
already enacted back in 1974 before making a total overhaul that
removes this special protection to domestic producers. This is a se-
rious problem. And, again, it weakens 337 by giving less predict-
ability to the ultimate outcome of our investigations.

I support strong intellectual property statutes and strong balance
of trade statutes. And I hope that by sharing my Commission expe-
rience with you this will be of some assistance to you as you review
these proposals.

And I would be pleased to answer any questions.

Senator DANFORTH. Thank you.

[The prepared written statement of Chairwoman Stern follows:]
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INTELLECTUAL PROPERTY AND TRADE



48

I want to thank the Subcommittee for making the time in
your busy schedules to consider fully the legislation affecting
international trade and the protection of U.S. intellectual
property rights. The Commission's day-to-day implementation of
section 337 of the Tariff Act of 1930 has given it much
expertise in this area, and I will be drawing on this
experience in commenting on S. 1869. Accompanying me today is
our General Counsel, Lyn Schlitt, and our Director of the
Office of Unfair Import Investigations, Art Wineburg.

In my testimony, I will first provide background
information on section 337, including a review of the history
of the statute, a summary of the outcome of all cases filed
under section 337 since the 1974 Amendment, and a description
of the timetable followed in section 337 investigations. I
will then offer comments on the changes to section 337 proposed
by S. 1869 and some changes which have been proposed in the
House and by the Administration.

I would like_to point out that the Commission is an
independent, quasi-judicial agency and, as such, it does not
take positions on proposed legislation. I will today prese;t
to you some of my personal views.

Background on Section 337 of the Tariff Act of 1930

From the beginning, section 337, which began as section
316 of the Tariff Act of 1922, has served to ensure that

domestic industries are protected from injury arising out of
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unfair methods of competition in the import trade. Since the
1940's, section 337 was rarely utilized and did not become
actively pursued by domestic industries until the 1974
Amendments. Prior to 1974, determinations of violation and
remedy under section 337 were made by the President after
recommendation by our predecessor agency, the Tariff
Commission. There were no time limits on a section 337
investigation and often by the time a determination was made,
the domestic industry's interest in a determination had waned.

So, section 337 was amended as part of the Trade Act of
1974.. Substantively, section 337 did not change. The statute
still outlaws unfair methods of competition in the import trade
that substantially injure, tend to substantially injure or
destroy an efficiently and economically operated domestic
industry. This has been section 337's purpose since 1922. But
the 1974 Amendment provided more timely and effective remedies
and at the same time a more rigorous and fair procedure for
determinations of violation and remedy.

Let me briefly describe the changes encompassed by the
1974 Amendment. First, the ITC was given sole authority to
order any remedy available under section 337, withdrawing from
the President all power to revise Commission determinations
except the power to disapprove determinations for "policy
reasons." Second, Commission determinations of violation of

section 337 are now made after a full due process hearing as
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set forth by the Administrative Procedure Act. Third, the
Commission is authorized to considar "all legal and equitable
defenses" including, for the first time, invalidity and
unenforceability of any patent or other intellectual property
right at issue. Fourth, Commission determinations of violation
and remedy are made within 12 months, except "complicated"
investigations can be extended to 18 months. Fifth, the
remedial power of cease and desist orders was added. The
amendment also required that any remedial action taken against
section 337 violations be consistent with the public interest.
Sixth, the right of review of final Commission determinations
to the Court of Customs and Patent Appeals (now the Court of
Appeals for the Federal Circuit) was extended to all adversely
affected parties including complainants. In 1979, section 337
was amended again to provide the Commission with a civil
enforcement mechanism for cease and desist orders Efd to limit
Commission jurisdictien under section 337 in situations which
concurrently fell within both section 337 and
dumping/countervailing duty jurisdiction.

Since the 1974 Amendment, the Commission has instituted
245 section 337 investigations. Twenty-one are currently
active. Of the remaining 224, more than half, 129 to be exact,
were voluntarily terminated by settlement, consent order or
withdrawal by complainant. 1In 40, no respondents chose to
appear, and in 33 of these a remedy was put in place. The
remaining S5 investigations, or about one quarter, were fully

contested by respondents.
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Let me focus for a nminute on the contested 'cases. An
unfair act was found in 31 of these 55 investigations. An
important fact is that in only three of these was there a
finding of no violation of section 337 solely because
complainant failed to carry its burden on the trade relief
issues -- namely, the existence of a domestic industry or
substantial injury to, or prevention of establishment of, a
domestic industry. In another two investigations, a violation
of section 337 was found, but the Commission concluded that the
public interest precluded a remedy. In four investigations,
the President disapproved of the Commission determination. 1In
two of thesa a subsequent remedial order was not disapproved by
the President.

In sum, in the 55 contested cases under section 337, the
commission found a violation in 27, and a remedial order was
issued in 23. These statistics reveal that Section 337 is
working: the straightforward cases are settled, those in which
the dispute is more complex are properly and fully litigated,
and the economic criteria are not an inordinate obstacle to
ralieé.

Section 337 Procedures

A look at the procedures for administering a 337
investigation might help to enhance discussion of any proposed

changes to existing law.
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The Commission may institute a section 337 investigation
on its own initiative or after the filing of a complaint under
oath alleging violation of section 337. The filing of the
complaint does not mark the beginning of the section 337
investigation. 1Instead, it triggers a 30-day periocd during
which the Commission reviews the complaint for its adequacy and
decides whether to institute an investigation. 19 C.F.R.
{210.10(a). Unlike the notice pleading allowed in federal
courts, in a section 337 complaint the Commission requires
allegations to be supported by detailed statements of facts,
both to assure the Commission that there are factual bases for
the allegations and to give respondents adequate and timely
notice in a time limited proceeding.

The Commission votes in a public meeting to institute a
section 237 investigation and issue the Notice of
Investigation. The investigation is then delegated to an
Administrative Law Judge (ALJ), and the Notice of Investigaticn
is published in the Federal Register. A copy of the Notice is
served on complainant, and respondents are served with both the
complaint and the Notice. Respondents located in the United
States have 23 days after service in which to answer the
complaint and Notice of Investigation. Because of the
additional time required to effect service outside of the
United States, foreign respondents have 30 days in which to
answer. 19 C.F.R. ({210.21(a), 201.16(d).
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The ALJ holds a preliminary oconference approximately 45
days after an investigation is instituted. At this conference,
the parties discuss the issues and their plans for discovery
and the ALJ outlines the ground rules for the investigation.
By and large, the Commission's Rules respecting discovery in
Section 337 investigations are similar to the Federal Rules
except that the time limits for responding to discovery in 337
investigations are shorter. As I mentioned, the Commission's
proceedings to determine whether there is a violation of
section 337 are now conducted in accordance with the
Administrative Procedure Act.

In the case of requests for temporary relief, the ALJ has
a limit of four months from the date of the Federal Register
Notice to issue an initial determination as to whether there is
"reason to believe" the respondents are violating section 337.
19 C.F.R. {210.53(b). During this period, the parties conduct
discovery and brief the issues, an evidentiary hearing is
usually held, and the ALJ writes an cpinion and findings of
fact. Once the ALJ issues the initial determination, the
parties have five working days in which to petition the
Commission for review of that determination. 19 C.F.R. {
210.54(a). Regardless of whether any of the parties petition
for review, the Commission has 30 days after service of the
ALJ's determination to decide whether it wishes to review some

or all of the determination on its own motion. 19 C.F.R.
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{({210.53(h), 210.54(b), 210.55. If the initial determination
on temporary relief is not reviewed within this 30-day peried,
the ALJ's determination becomes that of the Commission. 19
C.F.R. (210.53¢(h). 1If, however, the Commission does undertake
review, it has up to 60 additional days to affirm, reverse or
modify the ALT's datermination, and if necessary to fashion a
remedy. 19 C.F.R. (210.56(d). Then, within 60 days of receipt
of the Commission's determination, the President may disapprove
the determination for policy reasons. 19 U.S.C. {1337(g)(2).

Fewer than one-quarter of all section 337 investigations
have involved requests for temporary relief. Of course, all
investigations involve requests for permanent relief, which
must be decided by the Commission within one year after the
Federal Register Notice, unless the Commission declares the
investigation to be "more complicated." 19 U.S.C. {1337(b)(1).

With regard to permanent relief, the ALIT has a limit of
nine months to hold a hearing and determine whether there is a
violation of section 337. 19 C.F.R (210.53(a). After service
of the ALJ's initial determination, tﬁe parties have 10 days in
which to petition the Commission for review, and the Commission
has 45 days to decide whether to undertake review. 19 C.F.R.
({210.53(h), 210.54(a), 210.55. Assuming the ALY takes his/her
full nine months to issue a determination, if the Commission
takes review, it has an additional 45 days after ordering

review to affirm, reverse or modify the ALJ's determination,
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and to fashion a remedy if a violation is found. During the 60
days following receipt of the Commission's determination, the
President may disapprove the determination for policy reasons.
19 U.S.C. (1337(g9)(2).

In those investigations which are designated "more
complicated” -~ and only about 10 percent of section 337
investigation have been so designated -- the Commission has up
to 18 months from pﬁblication of the Notice to complete the
investigation. 19 U.S.C. {1337(b)(1). In such investigatiens,
the ALJ has up to 14 months to issue a determination and the
commission has 45 days to decide whether to take review. 19
¢c.F.R. {{210.53(a),(h), 210.54(b), 210.55. Assuming the ALJ
takes his/her full 14 months, the Commission then has up to two
and a half months to issue its determination on both violation
and remedy. Here again, there is a 60-day Presidential review

period. 19 U.S.C. (1337(g){2).

S. 1869 - Amendments to Section 337

S. 1869 would make major changes in section 337. As I
read this bill, the principal features are:

1. In section 337 investigations based on alleged patent,
copyright, trademark, or mask work infringement, or
misapprppriation of a trade secret, it would be unnecessary to
establish either that there is a domestic industry or that the
effect or tendency of the infringement or misappropriation is
to destroy or substantially injure that industry or to prevent
the establishment of that industry.
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2. In section 337 investigations in which it is alleged
that the effect or tendency of respondents' unfair acts or
methods of competition is to destroy or substantially injure
the domestic industry, it would be unnecessary to establish
that the domestic industry is efficiently and economically
operated.

3. 1In section 337 investigations, respondents' unfair
acts or methods of competition that impair the establishment of
a domestic industry would be just as actionable as those that
prevent the establishment of such an industry.

4. The Commission would rule on petitions for temporary
relief within 90 days of the date on which the petition is
filed and the Commissjion would be empowered to require the
petitioner to post a bond as a prerequisite to the issuance of
temporary relief.

5. The Commission would be explicitly empowered to issue
cease and desist orders "in addition to" exclusion orders.

6. In cases iq which the complainant seeks relief only
against certain respondents and those respondents are in
default, the Commission would presume the facts alleged in the
complaint and issue relief limited to the defaulting
respondents.

7. The Commission would be empowered to order seizure and

forfeiture of goods imported in violation of section 337.
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I would like to give you some observations on these
proposals:

1.) In section 337 investigations based on alleged
patent, copyright, trademark, or mask work
nfringement, or misappropriatiion of a trade secret,
it would be unnecessary to establish either that

there is a domestic industry or that the effect or
tendency of the infringement or misappropriation is
1
k.

to destroy or substantially Injure that industry or
to prevent the establishment of that Industry.

This would create an irrebuttable presumption that
unfair acts found to exist have the effect or tendency to
destroy or substantially injure a U.S. industry. This
reflects the admirable objective of trying to strengthen
the protection of U.S. intellectual property rights. I
appreciate the efforts of Senator Lautenberg and members
of this Subcommittee in this area. However, the
transformation of the ITC into a forum to litigate purely
intellectual property rights raises some concerns about
private rights of parties involved in intellectual
property disputes and about allocation of agency and
judicial responsibilities and resources.

While the ITC would be, in many respects,
indistinguishable from a federal district court
adjudicating certain private intellectual property
disputes, we would retain certain procedures of a trade
relief statute. Our in rem general exclusion orders would

apply against persons not party to the investigation, and

10
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so someone not having an opportunity to litigate the
intellectual property issues could nevertheless be branded
an infringer.

Further, the bill would leave untampered our public
interest rcle so we could theoretically deny relief to a
party which has established its "private right" because we
don't believe it is in the public interest to grant
relief. Agd, the bill also leaves untouched Presidential
review of our decisions which he may veto for policy
reasons. Neither our public interest review nor the
President's policy review involves the issues of validity
and infringement of the intellectual property at issue,
and yet if we deny relief because of public interest, what
is the status of our decision on the private rights
between the parties? At least with respect to patent
validity and enforceability, they are not'ggg udicata nor
binhinq on district courts. The parties may not be able
to seek review of our decision on the intellectual
property issues, and so under the principles of res
jd&icata and collateral estoppel, the decision would
appear to have no effect on the rights of the parties. 1In
fact, the legislative history of the 1974 Amendments
limits the effect of section 337 .findings on patent issues
to the section 337 investigation itself, and according to
the Senate Finance Report of the 1974 Amendment "should

11
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not have a res judicata or collateral estoppel effect in
cases before (federal district) courts."” S. Rep 93-1298,
93rd Cong. 2nd Sess. at 196 (Nov. 26, 1974). Thus, a
finding of invalidity or unenforceability of a patent by
the ITC would allow and perhaps encourage the patent
holder to try another forum -~ a district court.

An important element of the legislative history
leading up to section 337 is that section 337 was created
to be "in addition to" all other remedies at law, Should
changes be made to the statute which do not take this into
account, more jurisdictional problens arige. For example,
a respondent faced with an unfavorable patent finding at
the ITC may be able to pursue its other remedies in law -~
a declaratory judgment action in federal court.

Similarly, a party bringing a declaratory judgment action
in federal court because it is convinced a patent is
invalid or unenforceable, or that its actions are not
infringing the patent may still be required to adjudicate
the issues at the ITC. Moreover, despite my above
comments on res judicata, the federal court confronted
with an ITC determination on an intellectual property
right might just decide for itself to accept the ITC
determination and not try the dispute anew. And a patent
owner who receives an unfavorable patent ruling at the ITC
could, to its surprise, find that a district court will
apply the ITC ruling.

12
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This forum shopping runs contrary to principles of
fairness, judicial economy, and finality. Moreover, the
ITC does not consider counterclaims, contrary to the
judicial principle of resolving all related disputes
between the parties at one time in one forum. Further, no
right to a jury trial is available at the ITC, and no
money damages are available at the ITC. What we might see
is even more duplication in U.S. litigation -- patent
disputes simultaneously being litigated in federal court
and at the ITC.

As you know, section 337 investigations operate under
severe time deadlines. Whereas practically all section
337 patent-based investigations are completed within 12
months, only half the patent-based trials in federal
district courts are completed within 29 months. This time
differential for adjudication is significant and may
provide tactical advantages that could translate into
abridgment of rights. The Commission takes its deadlines
very seriously. We infrequently declare an investigation
more complicated and even more infrequently take the
entire six additional months permitted. In fact, the
12-month deadline is only a limitation, and our
responsibility is to process an investigation even more

expeditiously if possible.
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This bill, by making section 337 a purely
intellectual property statute, will also inevitably affect
the rights of persons who hold U.S. patents, copyrights,
trademarks, mask works, and trade secrets and those
accused of infringing them. This change in section 337
would transform the ITC from a body applying trade remedy
laws to a quasi-advisory board involving intellectual
property disputes. However well meaning, this approach is
fraught with potential problems.

First, eliminating the domestic industry and injury
requirement has the effect of removing an important
economic policy factor which past Congresses intended the
Commission to consider and balance with that of the
protection of intellectual property. According to the
Senate Finance Committee Report that accompanied the 1974
Trade Act, the overriding concern in our administration of
section 337 is the "public health and welfare and the
assurance of competitive conditions in tﬂe U.s." I
interpret this directive to mean that the Commission is to
balance both the public interest that is served by
protecting intellectual property rights and that served by
the entrepreneurial activity which results from a patent's
exploitation. I am concerned that the proposed
legislation can be read to elevate the protection of

intellectual property rights (regardless of whether they

14
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are ultimately commercially exploited) over other
important public interest goals. After all, society
benefits most from the fruits of the inventor when
intellectual property rights are exploited through the
efforts and capital of the entrepreneur. It is this
production~-related activity which in turn spawns economic
growth. Society does not benefit directly from protecting
a particular invention unless that idea is ultimately
exploited.

Certainly there is merit in encouraging widespread
knowledge so that our laws protect intellectual property
and the spirit of the inventor. 1Indeed, this is the job
of the federal courts. The Administration argues that the
economic criteria should be removed from section 337
because it is harder for U.S. firms to get effective
relief from foreign infringers than from domestic
infringers. 1 agree that 337 fills a gap in our
intellectual property system which will exist until we
have a much improved international intellectual property
system. And I heartily endorse the efforts of the
Administration to improve the international intellectual
property system. However, 337 as it is currently
constituted is effective in providing a forum which solves
many of the jurisdictional and enforcement problems

associated with foreign respondents.
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Moreover, I believe Congress wisely established
section 337 as an additional place for relief that is
merited only after the ITC has balanced intellectual
property rights with the public benefits of competition
and economic growth, which come only when the creativity
of the inventor is combined with the tenacity of the
entrepreneur. In this way section 337 will continue as
well to serve as a spur to our great research institutions
who hold the rights to large amounts of intellectual
property to move this knowledge as quickly as feasible to
domestic commercialization.

Otherwise, the absence of a domestic industry
requirement could leave the Commission arbitrating among
importers jockeying for market share in the United States
with no appreciable contribution to America's production
capability or workers' jobs in the United States. We
could sexve a consumer protection role relative to
imported products, bﬁé'there are others who already
perform these functions. The original intent of 337 was
the protection and consequent encouragement of American
production, American jobs, American capital from unfair
competition from imports. This continues, I believe, to
be an important public policy cbjective. If Congress
intends for the ITC to arbitrate importers' market shares
and protect U.S. consumers as primary functions, 337's
effectiveness as a trade statute protecting U.S.
productive capacity and workers' jobs will be reduced.

16
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I therefore kelieve that to be consistent with the
public interest purpose of section 337, the domestic
industry and injury standard should be maintained, and
sﬁould continue to require more than the mere ownership of
a U.S. intellectual property right.

I would be proud to stack up the professional staff -
of the U.S. International Trade Commission against an
equivalent group in‘any governmental institution
anywhere. This particularly applies to our very able
staff of Administrative Law Judges and the Office of
Unfair Import Investigations who are so important to the
337 process. But I know that you on this Committee
understand that our great expertise, our great storehouse
of knowledge, is in the micro-economic assessment of
industries and their competitiveness, including the impact
of trade, i.e., imports. I do not want to minimize the
experience we have gained in the intellectual property
field since 1974. But if the focus of section 337 is only
to be validity, enforceability, and infringement, then
perhaps the Commission is not the most appropriate
location in the U.S. Government for this jurisdiction.

Second, a large portion of our 337 caseload is based
on multiple unfair acts which almost always include
allegations of patent, copyright, or trademark

infringement as well as activities such as false
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advertising and misleading packaging. Should the
standards for domestic industry and injury be eliminated
for patent, copyright, trademark, and mask work
infringement and misappropriation of trade secrets but
continue to be required for other unfair acts, the
Commission will find it difficult to apply different
standards in cases involving both types of untfair acts.
Further, the absence of an industry and injury requirement
will exacerbate the potential for problems in determining
primary responsibility for areas such as false advertising
between ourselves and the Federal Trade Commission.

There are additional serious trade policy concerns.
Eliminating the industry requirement would likely lead to
a substantial increase in the use of section 337 by
foreign companies. Last year 44 percent of all U.S.
patents issued were awarded to foreign entities. Under
the proposed statute, a foreign company whose only
connection to the U.S. was ownership of a U.S. patent,
could have an action under 337 against its U.s. -
competitor, who might be importing components of the
product at issue. Thus, foreign owners of U.S.
intellectual property rights could prevent the indus‘ries
of the future from being established in the United
States. This is a particularly frightening scenario if a

ploneer patent were to be involved. 1If this bill is read
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to elevate intellectual property rights over other public
interest goals, then 337 could be used to exclude the
United States from the potential industries of the future.

Intellectual property is on the table for the new
round of trade negotiations in the General Agreement on
Tariffs and Trade. Many believe that section 337 is
covered by the "Grandfather Clause'" of the GATT Protocol
of Provisional Application as long as its substance is
preserved as it existed on October 30, 1947. 1If so, a
change to the injury requirement could have repercussions
in the GATT. Our injury standard, while not very
stringent, is perceived by our trading partners as an
offset to aspects of 337 to which they object, such as
time limits and different evidentiary standards. 1In fact,
the European Community is currently processing a complaint
against section 337, under its new Regulation No. 2t .l/84,
which could lead to GATT proceedings.

For a very interesting disucssion of the GATT issues
relative to section 337 I would refer you to the Testimony
of Professor Robert E. Hudec before the House Committee on
the Judiciary, Subcommittee on Courts, Civil Liberties and
the Administration of Justice on April 23, 198s6.

Professor Hudec maintains that section 337 as it presently
stands is not protected by GATT's "Grandfather Clause" as

it does not qualify as "mandatory' legislation. This
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analysis is based on the President's power to avoid the
GATT violation by ruling that no action be taken. More
importantly, however, is Professor Hudec's questioning of
whether section 337 qualifies for an Article XX(d)
exception and how much reliance should be placed on the

Spring Assemblies panel decision. I believe that there

are no simple answers to the GATT issues raised, and I am
convinced that theyvdeserve a closer look than they have
received to date from either the Administration or'the
Congress.

The GATT negotiation issue relative to the industry
requirement raises the question of whether the
Adninistration is giving foreign owners of intellectual
property access to 337 protection without getting anything
in return in GATT negotiations. The Administration does
not consider this a problem, and in fact hopes that other
countries will see our shining example and simply follow
suit by giving U.S. intellectual property holders in their
jurisdictions similar protection. However, it would seem
to me that if this is a goal of the Administration, it is
less readily accomplished by giving away access to 337 to
foreign intellectual propety owners than by negotiating
reciprocal rights in advance. Further, should we at a
later time wish to undo this unilateral grant of access,

we would have clearly given up our "grandfather" rights.
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I note that S.1869 uses the term "trademark" without
qualification as to the type of trademark. It is thus
unclear whether the bill is intended to cover both
registered trademarks and common-law trademarks or only
registered trademarks. If the bill is intended to cover
only registered trademarks, which are more akim to patents
and copyrights than are common-law tradeffarks,; then it
would be preferable to use the specific term "registered
trademark." Both H.R. 4750, the House Ways and Means
Committee's omnibus trade bill, and the Administration's
“Intellectual Property Rights Improvement Act of 1986"
cover only registered trademarks in their equivalent
provisions.

More importantly, neither H.R. 4750 nor the
Administration's proposal eliminates the injury standard
for trade secrets. This would be a very difficult change
for ﬁhe Commission to administer. The Very existence of a
trade secret is generally a question of fact and not
established until the end of a proceeding. Trade secret
law is state law and may vary from state to state.
Patents, copyrights, and federally registered marks are
presumptively valid and governed by federal statutes which
are for the great part uniformly applied by the federal
courts. All these federal statutes have provisions for

recording assignments. The subject matter of patents,
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copyrights, and federally registered marks are defined,
but that of trade secrets is often left for definition. I
urge you to reconsider giving them equivalent treatment.
A foreign manufacturer or U.S. importer can be considered
on notice as to a patent, copyright, or feder#lly
registered mark, but not a privately held trade secret.

on the question of requiring the existence of a
domestic industry, H.R. 4750 retains such a requirement
and the Administration's proposal retains a domestic
industry requirement except where the Commission has founad
p&tent, trademark or copyright infringement. If the
desire of Congress is to give the Commission more explicit
direction on who should and who should not be entitled teo
337's extraordinary relief, then you might simply provide
that a finding of an industry in the United States be
based on the nature and significance of the activities in
the United States of the complainant and its licensees in
exploiting the intellectual property right at issue.
Legislative history could then be developed which would
delineate what types of activities would normally be
considered of such a nature to support a finding of a

domestic industry.

2.) In Section 337 investigations in which it is
alleged that the effect or tendency of respondents!'

unfair acts or methods of competition Is to destroy
or substantially injure the domestic industry, it
would be unnecessary to establish that the domestic
industry is efficiently and economically operated.
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The present efficient and economic operation requirement
may enlarge the discovery record and the hearing record with
concomitant additional costs to the parties and the
Commission. It may also place large amounts of confidential #
information at risk. However, using our trade statutes and
border control enforcement in a situation where the domestic
industry is inefficient and will not be economically viable is
a waste of resources. It is not in the public interest that
relief be given to an industry unable to utilize it.

I recommend moving this criteria to the list of public
interest factors considered by the Commission in deciding
whether to issue a remedy. Section 337(d) requires that if the
Commission finds a violation of the statute, prior to ordering
relief, it must consider the effect of relief on the public
health and welfare, competitive conditions in the United States
economy, production of like goods in the United States, and
consumers. This is not part of the APA determination of
violation, but rather a separate finding made by the Commission
on the advisability of issuing a remedy. Efficient and
economic operation could be one of the factors considered in
this phase of the investigation. This would remove the issue
from potential discovery abuse in the APA proceedings before
the ALJ, and yet retain the principle that we do not protect

industries which are not economically viable. Retaining this
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concept in the statute becomes more critical, of course, if the
domestic industry and injury criteria have been removed. It
would in that event provide the Commission with a clear public
policy escape valve for those rare instances when relief would
not be effective.

3.) In section 337 investigations, respondents'

unfair acts or methods of competition that "Impair"
the establishment of a domestic industry would be

just as actionable as those that prevent the
establishment of such an lndustry.

In my opinion, the Commission is not so legalistic that it

could not accomplish the same result intended by the proposal
under the current language. In fact, where faced with the
question, under the material retardation standard in our
dumping/countervailing duty jurisdiction, we have reached a
similar point. oOf course, the statutory language and the
legislative history could be considered ambiguous in so far as
it is not clear whether "impairment" and "prevention" are
completely analogous, and thus both actionable. Thus, should
reform in this regard be deemed necessary, I would suggest that
the word "substantial" be added to "impairment." This would
prevent the misinterpretation that any nuisance was actionable.
4,) The Commission would rule on petitions for

temporary relief within 90 days of the date on which
the petition is filed, and the Commission would be

empowered to require the petitioner to post a bond as
a _prerequisite to the Issuance of temporary raellief.
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The proposed 90-day deadline from date of filing

would create severe procedural and practical difficulties

for both complainants, respondents, and the Commission.

Under present Commission procedures, the ITC does not

normally institute an investigation until 30 days after a

complaint is filed. Because ITC Rule 210.24(e) (2)
encourages the filing of motions for temporary relief
along with the complaint, the time peried for acting on
the request for temporary relief would be effectively
reduced to 60 days.

During this so-day'period, the parties may need to
take discovery, a hearing may have to be held, the ALJ
would have to make a determination based on the hearing
and other_evidence of record, and the Commission would
have to determine whether the ALJ's decision warrants
review and/or reversal. It is thus quite possible that
such a 60-day time limit could deny complainant an
adequate opportunity to take discovery necessary for a
showing of likelihood of success on the merits, deny
respondents the opportunity to prepare a defense as to

irreparable harm, and limit the available time at the

hearing for the parties to confront and contradict adverse

evidence.
Moreover, the proposal makes no provision for
lengthening the 90-day temporary relief deadline (to,

perhaps, 135 days) in cases designated "more
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complicated.” A longer temporary relief deadline for
"more complicaéed" investigations may be appropriate in
iight of the greater complexity of such cases. The
Commission currently has within its discretion the ability
to provide complainants with effective temporary relief
within the parameters of the statute as it currently
stands. The APA does not absolutely require full
evidentiary hearingé, including cross-examination and
complete discovery, in all section 337 temporary relief
proceedings.

The ALJ's can improve Commission procedure where
discretion allows. They can, for example, substitute
written for oral testimony in the case of hearings for
temporary relief. Certain limitations, when exercised
reasonably, do not offend due process; are within the
Commission's discretion under APA proceedings; and would
guard against delays frustrating the purposes of section
337. On this issue, I would refer you to my recent

additional views in Certain Products with Gremlins

Character Depictions, Inv. 337-TA-201.

While the absence of alacrity cries out for
attention, an inflexible 90-day time limit may not be the
answer. H.R. 4750 provides for a 90-day limit from the

fime the Commission's notice of investigation is published
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in the Federal Register and allows an additional 60 days
in a case designated more complicated. These provisions
remove some of the problems with this proposal.

The proposed legislation also empowers the Commission
to require complainants to post a bond as a prerequisite
to the issuance of temporary relief. This would conform
Commission practice more closely to that of the federal
courts. It also might give more confidence to the
Commission in the exercise of its discretion to grant
temporary relief. It is a good idea.

The bill doces not specify whether respondents or the
United States are to receive the bond in the event that it
is forfeited. It also does not specify on what basis the
bond is to be calculated.

I note that the bill does not amend the portion of
subsection (e) of section 337 which deals with
circumstances where the Commission has found temporary
relief to be warranted, and importation continues by the
respondents Gnder bond during the pendency of an
investigation. Under 357(e), the bond is posted by
respondents. If forfeited, it goes to the United States
Treasury. Thus, S. 1869 makes it possible for a situation
to arise wherein both complainant and respondents must
post bonds during portions of the investigation.

5.) The Commission may issue cease and desist orders
"in addition to" exclusion orders.
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I have always found it proper under the current statutory
scheme to consider issuing a cease and desist order as well as
an exclusion order, if it is appropriate. 1In the past, the
Commission has issued both an exclusion order and cease and
desist orders in the same investigation; but the different
types of remedial order were directed to separate and distinct
unfair acts. In a recent case, however, the Commission issued
both an exclusion order and a cease and desist order covering

the same unfair act (Metal cutting Snips, 337-TA-197). Thus,

authorizing the Commission to issue cease and desist orders "in
addition to" exclusion orders, would confirm current Commission
practice.

There are circumstances where it is in the public interest
to issue both an exclusion order and cease and desist orders
for the same violation. For example, a cease and desist order
prohibiting a domestic respondent from selling the product may
be appropriate when the infringing product has been stockpiled
and in addition an exclusion order may be appropriate to
exclude future shipments of the infringing product. I would
rafer you to the views of Commissioner George Moore and myself
in Doxycycline, 337-TA-3. Should the bill be enacted, it would
be without legal question that the Commission has authority to
order such relief when the Commission determines that both

remedies are necessary. It is a good idea.
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6.) In cases where the complainant seeks relief. only
against certain respondents and those respondents are
in default, the Commission must presume the facts
alleged in the complaint and issue relief limited to
the defaulting respondents.

The Comnission currently issues relief against respondents
found in default only if the record developed establishes a
prima facie case of violation (or reason to believe there is a
violation) of section 337. The pfoposal requires the
Commission, upon request of complainant, to issue relief
against a defaulting respondent, provided the respondent has
been served with the complaint and the Commission's notice of
investigation.

The Commission has rejected an automatic default rule
because it is subject to abuse. For example, a complainant can
bring a section 337 complaint involving a dubious charge of
unfair competition and name as respondents entities which it
has reason to believe will default. Large numbers of small,
foreign respondents are, of course, common. Under the
proposal, the complainant could exclude articles of its
competitors even though no unfair act or method of competition
had occurred.

The Commission's default standard is also founded in a
recognition that we are doing more than processing private
business disputes in section 337. We are making decisions to
serve the public interest. 337 offers an extraordinary,
stringent remedy following procedures whose time limits

pressure completeness.
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It costs the U.S. taxpayer to enforce these remedies
through the auspices of an already heavily utilized U.S.
Customs Service. I would submit that refraining from
triggering this mechanism on the basis of mere allegations
serves the national interest. The requirement for
"substantial, reliable and probative evidence" is not ocnerous.

In the five cases decided under the current Commission
default rule, the complainant has obtained relief in three

instances. Certain Foam Earplugs, Inv. No. 337-TA-184 (1984);

Certain Bag Closure Clips, Inv., No. 337-TA-170 (1984):; Certain

Trolley Wheel Assemblies, Inv. No. 337-TA-161 (1984). No

violation was found in Certain Products With Gremlins Character

Depictions, Inv. No. 337-TA-201 (1985), and Certain Softballs

and Polyurethane Cores Therefor, Inv. No. 337-TA-190 (1935).

The problem with default lies not in our prima facie
standard, but what ouv ALJ's have interpreted as necessary to
establish a prima facie case. The default rule has been
interpreted to mean that the evident;ary showigg required in a
default situation necessarily entails a full evidentiary
hearing under all circumstances. Although many cases involving
default have been based on a record which includes an
evidentiary hearing, there is an earlier line of cases which
demonstrates that a showing of "substantial, reliable and
probative evidence" to establish complainant's prima facie case
does not necessarily require it. I would again refer you to my u\\\\\§
recent views in Gremlins.
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7.) The Commission would be empowered to order
seizure and forfeiture of goods imported in violation
of sectlon 337.

Importation of goods in violation of our outstanding
exclusion orders can constitute Customs fraud and the Customs
Service can already seize the goods and require forfeiture in
certain situations. I refer you to 19 U.S.C. 1592. The
Commission should have authority to enforce its orders, but we s
should not duplicate the powers which already exist at
Customs.

In addition to the enforcement of our orders, the remedy
of seizure and forfeiture is presently available under the
Customs requlations for trademark and copyright vioclations
without a 337 proceeding. I refer you to 19 C.F.R. Section
133.52. Additionally, the Copyright Statute, 17 U.S.C. Section
603, provides that articles forfeited for violation of the
copyright laws should be destroyed. However, it provides that
the articles may be returned to the country of export whenever
the importer had no reasonable grounds for believing that his
or her acts constituted a violation of law.

The Customs law also specifically sets forth at 19 U,S.C.

Section 1526 provisions for the treatment of goods which are in
violation of the trademark laws. The Customs regulations, in
carrying out these provisions, provide that articles bearing a

counterfeit trademark shall be disposed of, after obliteration
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of the trademarkX, by government use, gift to charity, sale of
destruction. Articles that are in violation of that trademark
laws, other than articles kearing a counterfeit trademark,
shall be disposed of in accordance with the procedures
applicable to forfeitures for violations of the Customs law,
after removal or obliteration of the trademark.

our agency does not exercise any pelice power; an arena
that this provision could move us into.

Additional Amendments to Section 337

I would like to mention a few minor changes to Section 337
which are not currently addressed by this bill, but which
deserve some consideration.

A provision should be added to section 333 of the Tariff
Act, 19 U.S.C. Section 1333, prohibiting the Commission from
disclosing Es.any person information submitted to it which is
designated as confidential by the person submitting it, unless
the person submitting it consents to its release, or the
Commission releases the information pursuant to an
administrative protective order that safeguards its
confidentiality.

A great deal of information, which would harm the
competitive position of the submitter if disclosed, is
collected as part of the record in Commission investigations.
In some investigations, such as those under section 337, this

information is disclosed to outside counsel involved in the
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investigation under protective order, but not to the public.
Corpanies are justly worried that in the future the Commission
might change its policies regarding release, and decide to
release information it no longer considers confidential,
despite the fact that the submitter does.

A similar cbncern prompted passage of section 777(b) (1) of
the Trade Agreements Act of 1979, 19 U.S.C. Section
L677£(b) (1). That brovision prohibits unconsented release,
except under protective order, of information designated
confidential by the submitter in investigations conducted under
Title VII of the Tariff Act of 1930. Arguably that provision
is broad enough to cover all information submitted in
confidence to the Commission because on its face it is not
limited to investigations under Title VII of the Trade
Agreements Act. However, a reading of the section as a whole
strongly suggests that it may be limited to Title VII
investigations, and the Commission has read it as applying only
to those investigations. cCongress should be explicit that it
prohibits the Commission's unconsented release of information
except under protective order.

H.R.4750 contains a provision which addresses this concern.
Saction 337 now requires an affirmative determination that
imports have the "effect or tendency" to destroy or
substantially injure the domestic industry. The Commission

requires a present "effect" since requiring only a present

3



81

"tendency" would read "effect" out of the statute. The
Commission considers tendency to be the analogue to threat of
injury in other trade relief statutes. The "tendency'to
destroy or substantially injure" language in section 337(a)
should be clarified to conform with the current Commission
practice to make clear that it is a threat to injure the
domestic industry. H.R. 4750 contains language which would
accomplish this clarification.

Another point which could use clarification is the "no
force or effect! language of section 337(g) (2) relative to the
status of a Commission order following a Presidential
disapproval. Some believe that the Commission order remains
alive and capable of modification following disapproval. This
leads to serious problems in preventing political
considerations from entering into any subsequent remedy
recommendation by the Commission. The executive branch could,
for example, say it is disapproving a remedy, but if ;he
Commission recommended another less restrictive remedy, the
President would approve it. This approach frustrates the
intent of the 1974 Amendment removing the President's power to

revise Commission determinations. I would refer you to my

dissenting opinion in Certain Headboxes and Papermaking Machine

Forming Sections for the Continuous Production Paper, and
Coumponents Therefor, 337-TA-82A, and my additional views in

Certain Molded-In Sandwich Panel Inserts and Methods for Their

34
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Installation, 337-TAr99 (Modification Proceeding). The system
will produce the most objective, best economic results if the
President is forced into a clear up or down decision with no
room for the executive iLranch to negotiate with the Commission
for the most politically palatable relief. This would also
force the President to implement the relief which the
Commission has determined as necessary. Therefore, the
ambiguous texrm "no force or effect" should be replaced by the
clarity of "null and void". Of course, if equitable
circumstances dictated, the Commission could self-initiate a-
new investigation following a Presidential disapproval, adoﬁt
the record from the previous proceeeding, update the record,
and issue new remedy orders. )

Two additional helpful provisions which are contained in
H.R. 4750 and which I would bring to your attention would grant
specific authority to the Commission to terminate cases on the
basis of consent orders and settlement agr?ements and specific
authority to sanction abuse of discovery and abuse of process.

This concludes my testimony. I would be pleased to answer

any questions you may have.
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STATEMENT OF DR. HARVEY E. BALE, JR., ASSISTANT U.S. TRADE
REPRESENTATIVE FOR TRADE POLICY, OFFICE OF THE U.S.
TRADE REPRESENTATIVE, WASHINGTON, DC

Senator DANFORTH. Mr. Bale.

Dr. BALk. Thank you, Mr. Chairman.

I am here expressing the views of the administration in support
of the principles which are contained in S. 1869 and are contained
in title 8 of 1860.

My testimony, which is submitted for the record and I won’t read
for the benefit of everybody here, refers to these titles, refers to S.
1860, 801 and 802, and I will refer in my verbal remarks to the pro-
visions under question in terms of that bill.

Again, the administration supports the removal of the injury
test. It also supports the removal of the industry and EEO test, the
economic and efficienctly operated test, from section 337. It also
supports the coverage under our patent laws of products which are
imported made by processes patented in the United States.

Basically, we are in agreement. And what I think I want to do
today is briefly cover some of the minor, although some significant,
?igf’é‘grences in the administration approach, and that in S. 1860 and

In the administration approach, again, we wish to remove the in-
dustry injury and EEO test. In 1869 and 1860 it appears that there
is—well, there is a certain degree of ambiguity as to whether or
not there is a removal of the industry test. In some bills that are
before the Congress, the industry test is exclusively retained. But
that is one in the administration versus S. 1860’s approach.

The explicit coverage of the intellectual property rights in the
two approaches are similar, although S. 1860 would cover not only
patents, trademarks, copyrights, and mask works but also trade se-
crets. Here I think there is a question about trade secret law in the
sense that it does vary from State to State and a question about
whether it should be covered. Again, the administration bill does
not explicitly cover that activity, although it is a very important
part of the intellectual property issue.

In the temporary exclusion order determinations of the two ap-
proaches, the administration does have an extension of 45 days for
complex cases. Whereas, S. 1860 does not.

Both approaches are similar with regard to the penalty for the
violation of the ITC order, including twice the market value.

On forfeiture and default, the administration does not propose
changing those because it believes that basically the authority al-
ready exists with regard to those two provisions of 337 while in
1860 there is a suggested change.

In the process patent law, again, the administration basically
supports this proposal in 1860 and 1869. A few differences there
exist that are not major perhaps, but need to be studied further.

The administration restricts the process patent coverage to direct
use of the process to prevent cases where the infringement occurs
in an inconsequential and very early stage of transformation of a
product covered by a processed patent. For example, the process for
making glue—if the process for making glue is infringed, and the
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glue is eventually used to make shoes, the shoes would not be ex-
cluded under a violation of processed patent for glue.

In 1860 there appears to not be a limitation to direct process
patent infringements.

ain, there are a couple of other minor differences with regard

to those already making a product infringing a U.S. processed

atent after enactment. Perhaps thﬁ one major difference that we

ave in the burden of proof question. The administration proposes

to shift the burden of proof where there is substantial reason to be-

lieve that the foreign product is infringing a U.S. patent, whereas
S. 1860 seems to be silent on that issue.

The rest of my comments I would like to relate to the broader
questions, if I could briefly do so, concerning intellectual properties
because I think these proposals are an important part of a more
general t:ﬂ)roach that has to be taken to a very important, critical
issue, and I couldn’t agree more with the comments made so far by
you, Mr. Chairman, Senator Roth, Congressman Lundine, and Sen-
ator Wilson.

First of all, a key element to this approach has to be consulta-
tions with the private sector. We have dome this in several ways.
One way in which this has been done is to consult with the Presi-
dent’s Advisory Committee on Trade Negotiations. That committee,
which is chaired by Edmond Pratt, CEO advisor, constitutes mem-
bers of the business community, labor community, public-interest
sector, academia. It established a task force on intellectual proper-
ty last summer.

That task force came up with two reports, which I would be
happy to submit for the record, if there is a request to do so. But
those two reports laid out basically a very good framework for
USTR and the administration to pursue both multilaterally and bi-
laterally issues of intellectual property protection.

In addition, the USTR ancF the administration have consulted
with groups such as the International Anti-Counterfeit Coalition,
the newly formed Intellectual Property Committee, the Intellectual
Property Owners Association, the International Intellectual Prop-
erty Alliance and others concerning problems they have both in
terms of specific issues and more general approaches to concerns
involving intellectual property protection abroad.

There were also consultations with individual companies, compa-
nies such as chemicals where there have been problems in Taiwan
and elsewhere; problems of book publishers in Canada and other
countries. They have consulted with the administration and the
USTR to try te soive their problems and develop approaches that
are most appropriate.

A second general aspect of this work, again, relates to laws on
the books in the United States dealing with access to the U.S. mar-
kets for products that infringe U.S. copyright, patents, trademarks,
et cetera. These proposals in 1860, 1869 would constitute an impor-
tant contribution to dealing with the problem of how we deal with
products that infringe U.S. intellectua propeirty rights.

Another element, of course, of this has to'be bilateral initiative.
The USTR right now is engaged in consultations under the Trade
Act of 1984 to deal with GSP. We have indicated to countries which
are beneficiaries of GSP what we expect of them in terms of pro-
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posed changes in their intellectual property laws and what we plan
to do in the context if changes are made and what we plan to do if
changes are not made.

We have also undertaken initiatives under section 801 of the
Trade Act of 1974 to deal with intellectual property problems in
Brazil and in Korea. :

Furthermore, other consultations which my colleague from the
Commerce Department perhaps can go into further involving the
Office of the Patent and Trademark as well as the Internationat
Trade Administration, along with USTR and others are involved
in.

Finally, I would like to say something about the multilateral ef-
forts. Reference today has been made—— . _

Senator DaANFORTH. Can you do so in an abbreviated fashion?

Mr. BaLE. All right.

We are doing two things multilaterally. The GATT is an impor-
tant element of our multilateral strategy as well as working with
those institutions that deal with traditionally intellectual property
issues.

One final word I would like to say about legislation. There are
two proposals, which in our view, damage the prospect for intellec-
tual property protection abroad. One is part of 1860, and that is the
automatic graduation of certain countries from the generalized
system of preferences, three countries in particular that are impor-
tant targets for the USTR in approving intellectual property pro-
tection.

The other provision, which is currently before the Congress, is
the extension of the manufacturing clause, which, again, in an un-
intended way, I believe, on the part of those who believe it can help
intellectual property protection improvements abroad, in fact, will
reduce that protection abroad; not improve it.

Thank you, Mr. Chairman.

[The prepared written statement of Mr. Bale follows:]
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STATEMENT ON INTELLECTUAL PROPERTY AND S, 1860
OF

DR. HARVEY E. BALE, JR.
ASSISTANT U.S. TRADE REPRESENTATIVE FOR
TRADE POLICY AND ANALYSIS

BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON FINANCE
UNRITED STATES SENATE OF REPRESENTATIVES

May 14, 1986

"Look Arouna The Habitable World, How Few
Know Their Own Good, Or Knowing It, Pursue."

B. Franklin, Autobjodgraphy

Mr. Chairman and Members of the Subcommittee:

I appear before you stating the Administration's support of
the principles proposed in Section 801 and Section 802 of Title
VIII of S. 1860. Their passage would make more certain and
improve the ability of Americans to protect their rights and the
value of their intellectual property against foreign misappro-
priation and piracy =-- and enhance our ability to compete and
trade in the global econony. I will be addressing the trade
aspects of this Title, and will defer to my colleagues on this
panel on its non~trade aspects.

Two underlying premises of the attached Administration Intel-
lectual Property Rights Policy Statement issued last month are:

(1) all countries' economic growth and international compe-
titiveness can be enhsnced by strong domestic intellectual
property protection; and,

(2) if countries do pot provide strong protection of
intellectual property rights, and an effective system of
internaticnal enforcement does not exist, then substantial
distortions in international trade will result.

Unfortunately, many countries do not know their own good, or
having it do not pursue it; and trade problems for U.S. producers
have inevitably resulted.

Our economy has been for some time now inseparable from the
global economy, and innovation and creativity are important
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elements of our continued competitiveness and exports. As you
well know, piracy, misappropriation and infringement of U.S. in-
tellectual property rights is a growing problem. Therefore, the
President in his September 23, 1985 statement on trade policy
highlighted the importance of improving international protection
for intellectual property rights. The President directed USTR to
initiate and accelerate both bilateral and multilateral nego-
tiations with countries where the counterfeiting or piracy of
U.S. goods has occurred. The Administration's statement on
intellectual property protection issued on April 7, 1986, indicates
to our trade partners as well as our citizens the importance this
Administration attaches to improving protection abroad.

We support the concepts embodied in this bill because they
represent an approach useful to improving intellectual property
protection which is also consistent with our international
obligations under the General Agreement on Tariffs and Trade.

There are other far less-valid approaches contained in bills
before the Congress, for example S. 1822 and H.R. 4696 which
would extend the manufacturing clause of the U.S. copyright
law, that also purport to address deficiencies in foreign protec-
tion of U.S. intellectual property rights. However, S. 1822
would be detrimental to our objectives to improve intellectual
property protection and would merely extend a protectionist and
GATT-illegal barrier to trade, and therefore the Adminstration
strongly opposes S. 1822. 1Its extension is very likely to result
in retaliation by the European Community and other countries. It
is also detrimental to the enhancement of foreign copyright
protection because: (1) given the clause's GATT-illegality, it
will weaken our efforts in the new round of trade negotiations to
effectively deal with trade aspects of of intellectual property
protection; (2) it undermines our efforts to join the Berne
Convention; and (3) has resulted in threats by foreign countries
not to apply improved copyright protection to U.S. works.

Section 801 of S. 1860 would improve the ability of U.S. in-
tellectual property owners to obtain relief against unfair
imports through Section 337 proceedings before the International
Trade Commission. Section 802 addresses an anomaly in-our law
which prevents process patent owners from effectively enforcing
their rights against products made abroad with the process.

I. THE PROBLEM

Over the past two years we have had an ever increasing number of
complaints from our industries about the trade-related problems
associated with inadequate intellectual property protection.
Although this is a relatively new issue for the U.S. Trade Rep-
resentative's Office, it has quickly become one of the most
important. In fact, intellectual property protection is rapidly
becoming one of the most critical trade and investment issues of
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this decade and beyond.

American competitiveness is increasingly dependent on our ability
to enjoy the benefits of our technological innovations. This
requires adequate and effective protection for patents, copyrights
and trademarks. Unfortunately too many of our trading partners,
both developed and developing countries, do not have adequate
laws, or fail to enforce them. Thus, there is a need for vigorous
efforts to increase the level of domestic and international
protection.

For many countries, especially developing ones, the inadequacy of
intellectual property protection often reflects these nations'
misguided development strategies. In order to supplement the
competitive edge of their products due to lower labor costs, they
also adopt policies which attempt to make technology available
within their economies at the lowest possible short-term price.
Often this means tolerating the appropriation of foreigners'
intellectual property rights, without compensation.

These policies cause three types of trade-related problems for
Americans. First, U.S. companies can lose sales, royalties and
the value of investment in the market where the American patent,
trademark or copyright is appropriated without compensation.
Second, our firms can lose sales in third markets, when un-
authorized products are sold in third countries. Finally, and
most relevant for the bill you are considering, U.S. companies
may lose sales in our own country to imports involving unauthorized
use of goods, works or processes patented under U.S. intellectual
property laws.

1I. dmins ion Actio

To counteract these problems the Administration has undertaken a
number of initiatives -- some very recently in connection with the
President's increased efforts in the area of international
trade to deal with unfair trade practices and provide greater
market access for U.S. goods, services and investment. These
steps include multilateral initiatives aimed at developing a more
effective international regime based on trade principles -- such
as dispute settlement and enforcement -- and bilateral measures
aimed at resolving specific existing trade problenms.

Internationally, one of our priorities is completing work on
the GATT anti-counterfeiting code. Stopping trade in counterfeit
goods is important because they diminish the value of trademarks
and a good business reputations, and they create special dangers
of fraud and safety for consumers., The proposed Code is aimed at
curtailing trade in goods bearing counterfeit trademarks.
Basically we have reached agreement in principle with other
developed countries in their work on the Code. But, quite
frankly, completion of the Code has been held up by the strong
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objections of developing countries and the reluctance of some
industrial nations to proceed without LDC participation. 1If the
industrial nations could agree to sign and implement the Code, we
would make great strides toward solving the counterfeit problem,
since most counterfeit products are sold in these markets. We
intend to press hard to secure agreement on the Anti-counterfeiting
code as one element of intellectual property issues.

Although the Anti-counterfeiting Code will bhe an important tool
for combatting piracy in third countries, we already have the
authority to fight foreign trademark pirates in our market under
our own laws. In 1984 the Congress enacted criminal penalties
for counterfeiting and increased significantly the monetary
damages which could be assessed on pirates. And quite recently
the FBI in New York ran a "sting" operation to apprehend an
Indonesian national planning to sell counterfeit music cassettes
in the United States. That operation is likely to result in the
first criminal prosecution under the new law. The principal
value of the international code would be the benefit of agreed
enforcement by other developed countries, which would reduce
incentives to counterfeiters by denying them these prosperous
markets.

The Adminstration is also seeking a program to improve inter-
national norms and secure effective protections in the critically-
important copyright and patent areas. Among the most troublesome
practices in the patent area are: compulsory licensing rules:
non-patentability of many important classes of products such as
pharmaceuticals and chemical compounds; and patent terms that are
unreasonably short. We would also like to see improved inter-
national protection in important new areas such as semiconductor
chip mask works and advances in biotechnology. 1In the copyright
area, many nations still do not offer adequate and effective pro-
tection for traditional forms of expression (books, records,
etc.) and newer forms, such as computer software. "©ne act which
this country needs to perform is to join the Berne Copyright
convention. This latter issue is receiving increased attention by
the Administration.

To address trade aspects of intellectual property protection
problems, the Administration is actively exploring with our trade
partners the recommendations of the President's Advisory Committee
on Trade Negotiations to negotiate a binding agreement or code in
the GATT on intellectual property similar to the codes negotiated
in the Tokyo round. Such a GATT code would supplement existing
international conventions, including those administered by the
World Intellectual Property Organization. Such an approach in
addition to developing better international norms, would also
seek improvements in such areas as dispute settlement and en-
forcement.

Complementing these efforts is a major program of bilateral
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consultations and negotiations. Over the past months we have
held talks in Asia and Latin America, including Taiwan, Singapore,
Korea and Mexico. We have also held a series of bilateral
consultations with some thirty countries pursuant to the provisions
on intellectual property in the Trade and Tariff Act of 1984, As
you know, changes in the Generalized System of Preferences law
contained in the 1984 Act direct the President to include treatment
of intellectual property rights among the factors which are
considered in our general review of continued eligibility for
tariff concessions. We are optimistic that this review will
provide an important incentive for developing countries to
improve their treatment of intellectual property rights. We
have held specific discussions on intellectual property issues in
the context of the GSP General Review with such countries as
Argentina, Chile, Colombia, Mexico, the Philippines and Yugoslavia.

The Administration is making use of U.S. trade laws to pursue
improved protections for Americans and to fight international
piracy. Last November, at the direction of the President,
Ambassador Yeutter exercised the authority granted by Section 301
of the Trade and Tariff Act of 1984, and injtiated an investi-
gation of Korea's intellectual property laws., Korea has been a
particular problem for counterfeiting, patent infringement and
pirating of copyrighted works. Despite several rounds of con-
sultations, there had been virtually no progress. Consequently
the Administration felt that a Section 301 investigation was
merited. And the Administration is prepared to initiate addi-
tional investigations under Section 301 when appropriate.

Over the past months we have been in close contact with represen-
tatives of U.S. industry to determine their intellectual property
problems, and to seek their advice on appropriate solutions.
These consultations began last year leading up to our preparation
of the Congressionally-mandated report on non-tariff trade
barriers. Over the past months we have also received valuable
input from the Task Force on Intellectual Property of the Pres-
ident's Advisory Committee on Trade Negotiations. The Task Force
has prepared two excellent papers making suggestions on bilateral
and multilateral approaches to improving protection ~-- which we
can make available to the Committee. We are now in the process
of implementing many of their suggestions. Finally, to improve
our ability to seek advice and communicate with the private
sector we are creating a new Industry Functional Advisory Committee
specifically on intéllectual property. The members of the IFAC
represent a diverse group of companies, all of which are concerned
and affected by the treatment of intellectual property abroad.

I1I. TITLE VIII OF S.1860 .

The Administration is convinced that we would realize concrete
trade benefits from improvements in protection similar to those
embodied in Title VIII. 1In fact these provisions are in many
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ways similar to recent legislative initiatives of the Admi-
nistration to improve intellectual property protection. In our
opinion, innovative American industries should be rewarded for
their efforts. These include such forefront industries as
biotechnology, amorphous metals, solid state electronics, pharma-
ceuticals and optical fibers. For some of these industries the
proposed process patent law changes are critical: for instance
biotechnology developers depend almost exclusively on process
patents for protection.

SECTION 801: UNFAIR PRACTICES IN IMPORT TRADE

Section 337 is a broad statute which applies to all forms of
unfair trade practices involving intellectual property rights --
copyrights, trademarks, product patents, as well as process
patents. In many cases Section 337 has proven to be an effective
tool for preventing foreign piracy of U.S. intellectual property
rights. Its advantages include: a fast track approach, an ITC
decision is generally due within one year; and the remedies
available are for many cases adequate -- it can issue an exclusion
or cease and desist order -- although monetary damages to com-
pensate for the losses incurred are not available.

But Section 337 has deficiencies which make it unnecessarily
uncertain for U.S. intellectual property owners to obtain relief.
There are circumstances in which the current Section 337 laws do
not provide an adequate remedy. In large measure this is because
the ITC may grant relief only if it is proven that the alleged
infringer has engaged in unfair acts the effect or tendency of
which is to substantially injure or destroy an industry efficiently
and economically operated in the United States. It is the
application of these provisions which are unnecessary, may
prevent the protection of domestic intellectual property, and
which Section 801 addresses.

The Administration's view is that it would be preferable that the
language of Section 801 reflect a clear intention to eliminate
both the industry and injury requirements from the current law.
The current language is ambiguous. We think it should be modified
to state clearly that the lawfulness of the enumerated acts =--
and relief -- shall be determined without regard to whether they
cause an injury to an industry.

There are a number of reasons why the Administration feels
outright elimination of both the industry and injury test is
desirable. The Administration supports elimination of the
industry and injury test only as they apply to intellectual
property cases under Section 337.

In our opinion the need to establish an efficiently and eco-
nomically operating industry imposes a burden on U.S. intellectual
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property owners which makes it harder for them to enforce their
rights. Part of the problem is due to the ITC having to deal
with conflicting principles. A patent, trademark, or copyright
enables its owner to prevent competitors fronm producing a like
product. On the other hand, an industry is made up of a number
of companies making like products. Trying to reconcile these
concepts produces obvious difficulties. Consider what happens
with a patent case, when it is brought to the ITC. To find an
industry in a patent case the ITC must find that the activities
described in the patent claim are carried out in the United
States. The time, energy, and money of the patent owner, the
respondent and the Commission are all expended to determine
whether a real "efficiently and economically operated" industry
exists. ° -

In addition, the industry requirement prevents intellectual
property owners such as universities and research institutions
from using the ITC for enforcing their patents, copyrights and
trademarks because they are not in business.

In the past the ITC has issued vague, and in some instances
conflicting, guidelines on the requirement to prove an industry.
In a recently decided case, Certain Softballs and Polyurethane
Cores Therefore, Inv. No.337TA-190, USITC Pub. No.1751 (USITC,
1985), the Commission wrote that it "...does not adhere to any
rigid formulas in determining the scope of the domestic industry,
as it is not precisely defined in the statute, but will examine

each case in light of the realities of the marketplace." (Emphasis
added.)

I understand there are proponents of Xeeping the industry test in
the law. Their principal argument is that without the test our
proceedings could be used to enforce the rights of say a French
company, with a valid patent in the United States, against
infringing imports from a third country. This prospect does not
disturb me very much. 1In fact, I hope that other countries will
also develop laws to enable U.S. intellectual property owners to
protect their foreign markets against exports from third countries
which tolerate piracy. Other countries are not likely to amend
their laws to help us when we restrict a very useful enforcement
tool of our own.

Turning now to the principal change proposed in Section 801,
establishing "injury" can also be uncertain and expensive.
To prove injury the U.S. patent owner must not only show a loss
of customers, sales, jobs and market share, but must also establish
a link between the these losses and the unfair acts of the
foreign company using his right without permission. This can
prove a substantial requirement when the U.S. plaintiff is
still making a profit, even if it is a very small one. In effect
a U.S. owner of intellectual property has to meet a stronger test
in getting relief from the ITC against infringing imports than
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against domestic infringers. I want to assure you that there is -
no intention by the Administration to affect the importation of
genuine goods, only counterfeit ones.

I understand that some proponents of retaining the injury test
have argued that its elimination would violate U.S. international
obligations under the General Agreement on Tariffs and Trade.
The 1982 report of the GATT Panel on United States Imorts of

Certain Spring Assemblies concluded that the injury test was from
the Panel's perspective "irrelevant". At Paragraph 72 the Panel
noted:

Another such element was the reference in subsection (a) of
Section 337 to substantial injury to a United States industry
which is efficiently and econcmically operated. The Panel
recognized that -] ju cri n could work to the
advantage of a respondent in an ITC investigation, in that
it .represented an _additional requirement to be satisfied by
the complainant. However, in the Panel's view, it could
reasonably be said that considering what were the essential
elements in legislation dealing with patent based cases an
injury criterion could only be considered jrrelevant.
(Emphasis added.)

The Office of the U.S. Trade Representative has revicwed the
provisons which which would remove the industry aad injury
tests from the current law, and has concluded these changes do not
give rise to GATT violations.

There are several other points where the Administration's bill and
Section B0l of S. 1860 differ. We are prepared to work with the
Congress to resolve these differences. For example, Section 801
would require the ITC to make determinations on whether to issue
temporary orders within 90 days. The Adminstration feels that
the statutory timing for ITC decisions should allow for an extra
45 days in especially complex cases.

ECTION 802: PROCESS ENT ENDMENTS

Because of an anomaly under current U.S. law, the use of a patented
process outside the United States, and the succeeding importation
of a product made through the process does not constitute an act
of infringement. Under today's laws, U.S. process patent holders
have two ways to protect themselves against imports made with the
process without the patent owners' permission. These Americans
can bring a case before the International Trade Commission under
Section 337 of the Tariff Act of 1930, or they can apply for
patents abroad and seek to enforce them in foreign courts. Both
remedies have of shortcomings.

I have already addressed the specific measures which would make
Section 337 a more effective tool in the context of the changes

62-510 0 - 86 - 4
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proposed in K.R. 3776, The other option, obtaining and enforcing
patents in a number of foreign countries is expensive, sometimes
unavailable, and may prove an empty victory since so many foreign
countries_do not effectively enforce their laws. We also believe
that Section 802(e) should be altered to explicitly state that
those now engaged in acts which these provisions will make unlawful
will have to stop those actions immediately after enactment.

Section 802 would bring American practice into conformity with that
of the other principal industrial nations. Section 802 would make
it an infringement of a U.S. process patent to use or sell in the
United States, or import into the United States a product made
abroad using a process patented in the United States. Since a
U.S. process patent owner can already prevent the use of his
patent if the product of the process is produced domestically,
the amendment's principal effect will be to redress any advantages
now given to foreigners. Foreigners would not be precluded,
under the legal remedies the Subcommittee is considering, from
using the process if their products never entered U.S. commerce.
But the bill will prevent circumvention of U.S. laws by allowing
U.S. process patent owners to prevent importing into the U.S. of
products made by his process without his permission.

The Office of the U.S. Trade Representative has examined Section
802, and we have concluded it's provisions are consistent with
our obligations under the General Agreement on Tariffs and
Trade. I know the Congress had considered a previous version of
this bill which would have altered the law in such a way as to
affect only imports made with a patented process. Such a for-
mulation would have violated our GATT obligations if passed.

Section 802 of S. 1960 differs from the Administration's proposed
amendments to the process patent laws in a couple of important
ways.

Under the Administrations formulation the burden of proving that
the patented process was not used in making the challenged import
would shift to the importer once certain elements are estab-
lished. The Administration believes that this would not place an
unreasonable burden on the importer, since he is in a better
position to establish whether or not the process was used, than the
U.S. process patent holder.

To prevent possible abuse, the Administration proposal requires
that before the burden of proof would shift to the importer, the
American patent holder establish a substantial likelihood that
the patented process was used, and, that after a reasonable
effort to determine the actual process used, he was unable to do
so.

The Administration's proposal also differs from Section 802 of
S. 1860 in that we believe the statute should apply only to
products directly produced by the patented process. We recognize
there is a danger associated with this change: some products
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may enter the United States which contain an important component
made with the patented process, while the final product was not.
But the alternative, preventing a product from entering the
U.S. because an infringing process was used in a very early stage
of transformation of the final product, would in our opinion
present an unreasonable barrier. 1In fact most of our major trading
partners that have similar process patent rules also impose a
requirement that the process be used directly in making the
challenged product.

The Administration firmly supports amending our process patent
laws for three reasons: without these changes, infringers are
allowed to leap our borders and sell the products made with
patented processes without the permission of the patent owner;
second, under current law the patent owner's only remedy is
through the ITC, and if he does not get relief from the Commission
he is left without any remedy at all; and finally, even if the
ITC does grant relief, he cannot recover damages under Section
337 for the losses he has sustained.

IV. CONCLUSION

In summary Mr. Chairman, the Administration supports the principles
embodied in Sections 802 and 802 of S. 1860. We believe legis-
lation along these lines would promote innovation in some of our
most dynanmic sectors, such as: pharmaceuticals; solid state
electronics; new types of metals; and and industries making use
of developments in biotechnology. Their adoption would bring
U.S. laws into conformity with those of the other industrial
nations. But most importantly, it would improve the protection
available to Americans against the actions of foreigners which
s?verely diminish the value of American's intellectual property
rights.
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GENERAL CONCERNS AND ISSDES

Inadequate recognition and protection of intellectual property
rights abroad is a serious and growing problem. Poreign viclations
of U.S. intellectual property rights, through piracy, counter-
feiting, misappropriation and infringement, severely distort
international trade and deprive innovatore, creators and inventors
of rewards and opportunities that are rightfully theirs.

Intellectual property protection is critically important to
the United States, our trading partners and the world economy.

* Adeguate and effective protection fosters creativity and
know-how, encouraging investment in research and development
and in new facilities.

* Innovation stimulates economic growth, increases employment
and improves the quality of life.

* Technological progress is a critical aspect of U.S. com-
petitiveness as well as freer and fairer global trade.

* In developing countries, improved intellectual property
protection can foster domestic technologies and attract
needed foreign know-how and investment.

The Administration has pursued initiatives to encourage adequate
and effective protection of intellectual property rights at
home and abroad. The United States provides strong protection
for intellectual property rights within our borders for domestic
and foreign citizens and businesses. We expect other nations
to do the same in the interest of stimulating increased innovation
and improving living standards throughout the world. To achieve
better protection, the Administration's program includes:

-- strengthening existing international and national standards
for protection and enforcement;
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~-- extending existing standards, or developing new ones, to
cover frontier technologies;

~- improving international standards to eliminate discrimination
' or unreasonable exceptions or pre-conditions to protection;

-- encouraging our trading partners to commit themselves to
enacting and enforcing laws adequately recognizing intellectual
p;operty rights and providing effective penalties for viola-
tions;

-- ensuring that U.S. laws provide a high standard of protection.

BROBLEMS OF INTELLECTUAL PROPERTY PROTECTION ABROAD

All nations share a responsibility to recognize and protect
intellectual property rights. The forms of protection that
should be recognized include patents, copyrights, trademarks,
trade-dress, industrial designs and trade secrets. Where needed,
new forms of protection should be developed for frontier tech-
nologies.

Certain countries persistently fail to enforce laws adequately.
Further, some countries have adopted policies that explicitly
sanction abuse of intellectual property rights.

Practices that impose the greatest burden on U.S. commerce,
and therefore most concern the Adninistration, include inadequacies
in national laws. in enforcement and in international standards.

m c {nad ¢ ti 1)
* A number of nations flagrantly disregard intellectual property

rights. Some even encourage their nationals, throughgovernment
policies, to appropriate foreign-owned teclinologies and
creative and artistic works, without adequately compensating
the inventor or creator.

. Some nations do not allow product-based patents in such
areas as chemical compounds, pharmaceuticals and biotech-
nology. While they may provide process patent protection,
it is often ineffective. Absent product patent protection,
such process patents foster inefficiencies, since they
encourage pirate companies to devote their research to
finding often lesc efficient new ways of making old products,
rather than creating new products.

* Many nations provide only lirited copyright protection
for works sucht as books, motion pictures, records and tapes.
Their copyright lawe do nct cover many new and evolving
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forms of authorship, such as computer software and satellite
retransmissions. In some cases domestic laws do not even
cover foreign works.

Many nations require that tradeﬁarka be used in commerce
,88 a condition for maintaining ownership rights, despite
the fact that the countries' trade policies make such use

* impractical or impossible.

Inadeguate enforcement

-

Piracy thrives even in some countries that have nominally
good laws. The causes are simple: inadequate penalties
that have no meaningful deterrent effect and a lack of
government comritment to enforcing the rights guaranteed
by law. This problem is particularly acute for such industries
as motion pictures, sound recordings and software. Such
industries lose hundreds of millions of dollars annually
te pirates whose actions, if not encouraged or condoned,
are at least not adeguately penalized by their governments.

Inag . {ona) jards:

The standards contained in some international conventions
are too weak, especially in the patent area. A country
can be in full compliance with international conventions
even though it may not provide any protection whatsocever
for entire classes of products, such as chemicals, pharma-
ceuticals and biotechnology. In addition, countries can
grant patents for as little as five years and still meet
the standards of current internaticnal conventions. Such
unreasonably short patent terms do not provide the inventor
an adequate opportunity to recoup research and development
costs.

The value of intellectual property righte of U.S. nationale
is also diminished by a variety of other practices perfectly
in keeping with the international conventions. Among these
are unreasonable working requirements and compulsory licensing
policies that fail to provide prompt, adequate and effective
compensation. Efforts in recent years to reopen the con-
ventions to improve standards of protection have encountered
concerted efforts by many nations to weaken standards even
further.

Many new and still emerging technologies, such as semi-
conductor chips, software and biotechnologies, either are
not explicitly covered or &re discriminated against Ly
international conventions, and they are constantly in danger
of not be:ng protectec¢ under national laws,
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* Finally, the dispute settlement and enforcement mechanisms
of existing conventions are ineffective,

THE ADMINISTRATION'S AGENDA

The Administration's strategy to pursue vigorously the strength-
ening of intellectual property protection involves using existing
intellectual property conventions and organizations (for example
the World Intellectual Property Organization), improving them
by amplifying other international agreements to cover jintel-
lectual property concerns {(for example, the General Agreement
on Tariffs and Trade) and using bilateral and domestic policy
instruments.

A. INTERNATIONAL INITIATIVES
Multilateral actions
The Administration will:

(1) seek to conclude, in the new GATT round of multilateral
trade negotiations, an enforceable multilateral trade agreement
against trade-distorting practices arising from inadequate
national protection of intellectual property. We will
examine and discuss with our trading partners the possibility
of incorporating into such an agreement the guaranteed
or minimum protections contained in existing international
intellectual property conventions where they are adequate.
Where the guaranteed or minimum protections are inadequate,
we will seek to include provisions for greater protection.
In this connection, we will seek to develop trade-based
dispute settlement procedures that would draw on the trade
expertise of the General Agreement on Tariffs and Trade
ané the intellectual property expertise of the World Intel-
lectual Property Organization.

(2) work to resolve the persistent problems of counterfeiting
by seeking the early adoption of a GATT Anti-Counterfeiting
Code and to strengthen existing standards through the World
Intellectual Property Organization,

(3) seek commitments by adherents to existing jinternational
intellectual property agreements to provide -- through
trade-based agreements where appropriate -- adeqguate en~
forcement, transparency of governmental actions and regu-
lations and a commitment not to use jintellectual property
lawe to distort internationzl trade.

(4) work for increasec protecticn under the Paris Convention
and vigorously pursiue U'.§, accession to the Berne Convention.
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(6)

(7)

(8)
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L)

improve protection for new and evolving technologies such
as biotechnclogy and semiconductor-chip designs.

oppose erosion of protection under existing international
treaties and agreements.

pursue greater adherence to agreements to reduce the burden

.and expense to U.S. intellectual property owners of filing

for protection in a large number of countries.

engage our trading partners in discussing the idea of esta-
blishing a multilateral or regional patent office. Such
an office could provide a higher level of common patent
protection, including coverage and terms, and establish
a more efficient syster for gaining patent protection beyond
the U.S. borders.

Bilatersl actione

The Administration will:

(1)

(2)

(3)

(5)

pursue a vigorous prograr of bilateral negotiations and
consultations to encourage development and enforcement
of adequate and effective protection for U.S. intellectual
property rights,

work to ensure that intellectual property provisons of
existing bilatera) agreements are fully observed.

make representations to countries where U.S. parties are
injured because their intellectual property rights sare
not protected in accordance with international obligations,

make vigorous use of the full array of U.S. trade and other
laws to encourage other nations to provide timely, adequate
and effective protection for intellectual property rights.

expand existing programs of seminars and technical cooperation
aimed at improving expertise and competence on technical
intellectual property issues.

B, DOMESTIC INITIATIVES

The Administration will:

(1)

work for enactrert of the Adriristration's "Intellectual
Property Pighte Improvernent Act of 1986 to strengthen and
expand the protection of U.S. intellectual property righte.

(2) cooperate with private sector representatives to establish

technical assistance programs to aid developing countries
in implementing adequate protection for intellectual property.
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STATEMENT OF JAMES MOORE, DEPUTY ASSISTANT SECRETARY
FOR INTERNATIONAL ECONOMIC POLICY, INTERNATIONAL
TRADE ADMINISTRATION, DEPARTMENT OF COMMERCE,
WASHINGTON, DC

Senator DANFORTH. Mr. Moore.

Mr. MooRre. Thank you, Mr. Chairman.

Mr. Chairman, I do have a statement that I would appreci-
ate——

Senator DANFORTH. Don'’t even have to ask.

Mr. Moore. Thank you.

Sex:iator DANFoRTH. All statements are automatically in the
record.

Mr. Moore. Thank you, Mr. Chairman.

The infringement of intellectual property is having an increas-
ingly negative impact on U.S. business. As you will hear through-
out the afternoon, U.S. industry estimates that the shortfall is
around $20 billion annually and believes that three-quarters of a
million U.S. jobs have been lost due to these violations of copy-
rights, trademarks, patents, trade secrets, and mask works.

Counterfeiting and J)iracy also result in health and safety con-
cerns and a diminished reputation for U.S. goods.

At present, Indonesia does not have a patent law. In Koreas,
American authors have no copyright protection. In the area of pat-
ents, Brazil only safeguards the process of making a chemical com-
pound. In Malaysia, penalties awarded are so small that even in
the context of that country’s income levels, infringers can simply
regard them as costs of doing business.

e uncertain legal status of emerging technologies, such as com-
puter software, semiconductor chips, and biotechnologies, also is a
matter of great concern for all of us. For example, Japan only last
year joined the international consensus that computer programs
are protected by copyright. And other important countries such as
Brazil remain undecided on the matter.

The Commerce Department has been working closely with other
agencies for some time to develop innovative programs to confront
the growth and the unauthorized use of U.S.-held patents, trade-
marks, and copyrights. Discussions with Taiwan and Korea were
started in 1983, and talks with Singapore began in 1984. We now
include the issue in most all of our bilateral discussions, such as
talks that we have recenkliy been holding with Mexico, Brazil,
India, Indonesia, Thailand, Malaysia, Canada, and Japan.

The issue is raised annually with the Caribbean countries under
the Caribbean Basin Initiative. We also are making sure that all
beneficiaries of the Generalized System of Preferences know that
we will be scrutinizing their protection of U.S.-held intellectual
g;gperty rights in deciding benefits under the CProgram. GSP has

n a particularly useful tool to gain increased intellectual prop-
erty protection because so many of the countries named as infring-
ers also are the major beneficiaries of the program.

To su;g:)lement our bilateral consultations on intellectual proper-
ty, the Commerce Department is holding training programs and
educational seminars both here in the United States and on site in
problem countries to stress the importance of strong protection and
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to provide the necessary skills to administer this protection. These
programs have been held in Malaysia, Indonesia, and Thailand in
jl}xlst the past few months and are planned for other countries later
this year.

The message is being heard loudly and clearly, I think, to our
tradin% partners. For example, Taiwan recently amended its trade-
mark law to provide up to 5-year imprisonment upon a conviction
of product counterfeiting and passed a new copyright law just last
summer that improves protection, including coverage for computer
software. It also issued an Executive order on January 8 to provide
for national treatment for U.S. works under its copyright law.

If countries do not make sufficient progress in upgrading protec-
tion for intellectual property, we will not hesitate to use all the le-
verage available to us. A section 301 case initiated against Korea
last fall by the administration is a prime example of what we are
prepared to do.

ultilaterally, the United States continues to work toward in-
cludi(r;g intellectual property rights on the agenda of the new
round.

But we cannot end there. Enactment of provisions similar to
those in title 8 of Senate bill 1860 is critical to help strengthen pro-
tection for U.S.-held intellectual property rights.

On section 337, section 801 of S. 1860, we believe that the elimi-
nation of both the requirement of showing injury and the require-
ment of demonstrating the existence of an efficient domestic indus-
try are necessary to make the provision a more effective method of
- protecting U.S. intellectual property rights. Eliminating these two
requirements will bring section 337 in line with the infringement
provisions of the U.S. patent, trademark, and copyright laws and
allow those American intellectual property owners that are not
considered domestic industries under section 337, such as universi-
ties, to use section 337 to protect their rights.

Some worry that the elimination of the domestic industry test
would allow foreign companies to use section 337 to protect their
U.S. intellectual property rights. This is actually a positive step be-
cause it will prompt other countries to develop such laws which
would protect U.S. intellectual property owners from foreign in-
fringement in their markets.

e are also concerned about a glitch in U.S. patent laws that
allows the importation of products made abroad by processes pat-
ented in the United States without the permission of the patent
owner. U.S. patent owners in this situation are dependent for pro-
tection on their ability to maintain a succuessful suit in the coun-
try where the process was actually used.

The only domestic remedy currently available is an order from
the ITC barring the inport of an unfair trade practice under sec-
tion 837. Section 802 of Senate bill 1860 will remedy this unfair sit-
uation. The administration’s bill contains a proposal similar to sec-
tion 802 to address inadequacies in U.S. protection for process
patent holders.

We support section 803 of S. 1860, which will enable owners of
patents on certain agricultural and chemical products, patents on
methods of using or manufacturing them to obtain up to 5 years of
additional patent life. This would compensate for some portion of
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the protection that was lost while the product underwent necessary
regulatory review procedures. This proposal will help to restore the
incentive for research and development that the patent system was
designed to provide.

Although not a provision contained in S. 1860, another matter of
crucial importance in the intellectual property area is the elimina-
tion of the manufacturing clause, a trade barrier that has been
part of U.S. copyright law since 1891.

That clause which requires American authors to have certain
works printed and bound in the United States or Canada in order
to receive U.S. copyright protection is scheduled to expire this July
1, and the administration is vigorously opposed to the expansion of
that law in any form.

The changes to U.S. intellectual property law proposed by legisla-
tion_along the lines of S. 1890 would make a strong contribution to
the administration’s efforts to strengthen protection for U.S. hold-
ers of intellectual property rights. The administration has intro-
duced a bill embracing many of the same changes, although with
some differences. They will considerably improve the chances of in-
novators to protect their rights in the U.S. market and encourage
greater creativity in such fields as pharmaceutical development
and biotechnology. .

Thank you, Mr. Chairman.

Senator DANFORTH. Thank you all very much.

[The prepared written statement of Mr. Moore follows:]
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1 am pleased to speak to you today on Title VIII of

S. 1860. The Administration is committed to strengthening
protection for intellectual property by making it easier for
businesses to defend their rights under J.S. law. In
particular they will streamline Section 337, close a loophole
in U.S. patent law now enjoyed by foreign manufacturers, and
compensate makers of certain agricultural and chemical products

for time lost in complicated but necessary premarketing checks.

It is no secret that the U.S. is running sustained current
account and trade deficits. U,S. industry 1s facing severe
competition across the board, in high and low technology
sectors, services and agriculture, A major objective of the
Administration is to reduce these Jdeficits by seeking a fairer
trading system. We can make progress by strengthening U.S.

intellectual property laws, the subject of today's hearing.

The Problem

The infringement of intellectual property 15 having an
increasingly negative impact on U.S. business. [llegally
traded goods are displacing U.S. production in domestic and
foreign markets. While lost sales due to the problem are

difficult to pinpoint, U.S. industry estimates the shortfall at
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about $20 billion annually., 750,000 jobs are believed to have
been eliminated as a result of infringing goods, many of them
in import-sensitive industries such as textiles, footwear,
wea~ing apparel, and automotive parts production.
Counterfeiting and piracy also result in health and safety
concerns and. a diminished reputation for U.S. goods. [In late
1984 G.D. Searle, one of our nation's leading pharmaceutical
companies, discovered that more than one million counterfeits
of their birth control pills had found their wav intn the J.S.
market, There also have been a number of reports of
counterfeit bolts intended for use on airplane wings. Thes~»
counterfeit bolts have lower tensile strength and are more~
likely to break under severe stress than the genuine products.

There are similar problems with automobile and truck parts.

Counterfeiting has grown dramatically in recent years. In the
case of some U.S. products, pirates now sell almost as manv
unauthorized copies as the Y.S. manufacturer sells of the real
article., The principal sources of pirated goods -- newlv
industrialized countries such as Taiwan, Korea, Mevico anl
Brazil -- have increasingly beccme international trade
competitors. At the same time, effective protection of
intellectual property rights in these countries lags far behind

that provided in developed countries.
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U.S. business complains that some nations have yet to pass laws
to protect intellectual property or that laws in place do not

apply to U.S. nationals. Also, these laws may not provide very
strong protection, particularly for chemical and pharmaceutical
compounds, and may allow pirates to get away with paying a very

small fine,

For instance, Indonesia does not have a patent law. 1In Korea
and Indonesia, American authors have no copvright protection
because these countries neither belong to an international
copyright convention nor have bilateral copyright relations
with the United States. Korea and Brazil, among others, only
safeguard the process of making a chemical compound, not the
resulting compound. These process patents are easy to get
around because slight changes in the process most often do not
significantly change the resulting compound. In Malaysia,
penalties awarded are so small, even in the context of income
levels, that infringers can simply regard them as costs of
doing business.

Even if adequate laws and penalties are in place, their
enforcement most often is ineffective. U.S. businessmen tell
us that in Indonesia bringing a case before the local judicial

system can be a waste of time and money.
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The uncertain legal status of emerging technologies, such as
computer software, semiconductor chips and biotechnologies,
also is a matter of great concern for the U.S. For example,
Japan only last vear joined the international consensus that
computer programs are protected by copyright and other
important countries, such as Brazil, remain undecided on the

matter.

Underlying all of these problems is the belief in many
developing and newly industrialized countries that economic
development will be‘hindered and infant industries endangered
if counterfeiting is curbed, It has been said that the theft
of foreign intellectual property is at the root of national
industrial policies designed to provide a '"short cut" to

modernization,

New Administration Program

Intellectual property has emerged as a top trade policy
priority for the Administration. On April 7 Secretary
Baldrige, Ambassador Yeutter and Attorney General Meese
announced a comprehensive program to address the growing
problem of product counterfeiting and pir;;y at home and
abroad. The President hinted at this program in his September

Trade Action Plan and in his State of the Union Address,
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The Administration's program calls for stepped up bilateral
discussions with the major infringer countries, work to have
intellectual property included in a new round of trade
negotiations, and a legislative package to address inadequacies
in U.S. laws, the "Intellectual Property Rights Improvement Act

of 1986," forwarded to Congress on May 5.

The Administration’s program is outlined in the ™Administration
Statement on the Protection for U.S. Intellectual Property
Rights Abroad,"” also announced April 7., It was recommended by
the President's Trade Strike Force, an interagency task force
established by the President last September and headed by
Secretary Baldrige, to uncover and recommend actions to counter
unfair foreign trading practices. The program builds on past
successes of the Commerce Department and other agencies and
looks to future challenges in our work to strengthen national
laws and international standards in this increasingly important

trade area.

Bilateral Efforts and Successes

The Commerce Department, through two of its primary agencies,
the International Trade Administration and the Patent and
Trademark Office, has been working closely with other agencies

for some time to develop innovative programs to confront the
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growth in the uhauthorized use of U.S. patents, trademarks and
copyrights, ITA and PTO are uniquely qualified to tackle the
problem because they combine trade expertise with technical and

legal know-how.

The greatest progress has come from our bilateral activities.
Discussions with Taiwan and Korea, often named as the principal
problem countries, were started in 1983 and talks with
Singapore, another trouble spot, began in 1984, We now include
the issue in most bilateral discussions, such as talks recently
held with Mexico, Brazil, India, indonesia, Thailand, Malaysia,

Canada and Japan.

The issue is raised annually with Caribbean countries under the
Caribbean Basin Initiative., To satisfy the eligibility
criteria of the program, the 21 beneficiaries must adequately
protect the intellectual property rights of foreign nationals.
They must also prohibit the broadcast of U.S. copyrighted

material without the consent of the owner,

In addition, we are making sure that all beneficiaries of the
Generalized System of Preferences (GSP) know that we will be
looking at how adequately they protect U.S.-held intellectual

property rights in deciding benefits under this program.
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Bilateral discussions with GSP beneficiary countries are now
taking place. The President must make an announcement about

GSP benefits before next January.

GSP is an especially useful tool to gain increased intellectual
property protection because many of the countries named as
infringers also are the major beneficiaries of the program.

For instance, Taiwan is the principal benefihiary with 24

percent of the total and Korea is second with 12 percent.

To supplement bilateral consultations on the issue, the
Commerce Department is holding training programs and
educational seminars both in the United States and on-site in
problem countries to stress the importance of stroﬁg protection
and to provide the necessary skills to administer this

protection,

[TA and PTO conducted seminars on copyright issues for
government and private sector experts in Malaysia, Indonesia
and Thailand in January 1985. A follow-up program on all
intellectual property issues (patent, trademark and copyright)
was held in Indonesia in February 1986 and similar programs
will be held in other problem countries later this year. PTO
also has held two training programs on patent law and
administration for government representatives from developing

countries,
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The message is getting across to our trading partners:

o Japan last spring decided to extend full copyright
protection to computer software rather than choosing
a much weaker form of protection which would have
set a dangerous precedent for other countries.

.

<] Taiwan recently amended its trademark law to provide
up to five years' imprisonment upon a conviction of
product counterfeiting and passed a new copyright
law last summer that improves protection, 1ncluding
coverage for computer software,. Tai@an issued an
executive order on January 8 that provides national

treatment for 1U.,S. works under its copyright law.

o Singapore is considering a new copyright law, based
on Australia's, Ehat provides for 'significantly
increased penalties for infringement (a $23,000 fine
per article infringing a copyright, up to a maximun
of $200,000 and a maximum five-year jail term for a

first offense).

o Malaysia also'is considering a new copyright law
that would provide protection for computer software

and increase penalties for copyright infringement,
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Our determination to conquer this problem is demonstrated by
our willingness to use the new tools at our disposal. The
Trade and Tariff Act of 1984 made it clear that Section 301 now
covers intellectual property related trade practices. The
Administration already has taken advantage of this change by
initiating a Section 301 case against Korea for inadequate
protection for iatellectual property rights, The 301 talks
with Korea are progressing and we are optimistic that the major
shortcomings in Korea's intellectual property laws, such as the
lack of copyright protection for foreign works and the lack of
compound protection for chemicals and pharmaceuticals under
Korea's patent law, can be resolved. We will not hesitate to
use 301 again if other countries refuse to lift intellectual

property related trade barriers.
Multilateratl

On the multilateral front, the U.S. continues to work towards
inclusion of intellectual property rights issues on the agenda
of a new round of trade negotiations. 1In this effort we are
especially encourazed that the President secured agreement at
the Tokyo Summit for including intellectual property in the new

round.
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We would like countries participating in the new round to
quickly adopt a code to address the growing problem of
trademark counterfeiting, which has been under consideration
since the end of the Tokyo Round. This could mark an important
first step toward negotiating a comprehensive agreement on
intellectual property rights under the General Agreement on

Tariffs and Trade covering all forms of protection.

The more active involvement of GATT in intellectual property
should help to clean up several practices acceptable under
existing international agreements that have significant
negative effects on U.S. business operations., These include:
unreasonably short patent terms (often not long enough to
recoup expensive research and development costs); the
unpatentability of such commercially important classes of goods
as chemical and pharmaceutical compounds; and unreasonable
compulsory licensing regulations (especially for patents). The
GATT also will improve the international outlook for
strengthening intellectual propevty protection by supplying a

much needed dispute settlement mechanism,

In developing our work program on intellectual property for the
new round we are relying heavily on the expertise and practical

experience of representatives from those U.S. industries most
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affected by inadequate protection. We are creating an Industry
Functional Advisory Committee made up of these U.S. industry
representatives to streamline this information-sharing process
as our need for advice increases with the demands of the new

round.

Title VIII of S. 1860

In order to improve the competitiveness of 1U.S. industry we
cannot only work at having others improve their laws and at
upgrading international standards. Domestic protection for
intellectual property must also be strengthened. That is why
the enactment of proposals similar to those included under
Title VIII of S. 1860 is so critical. Our commitment to these
proposals is demonstrated by the introduction of the
Administration’s own bill, which includes proposals similar to
three of the provisions in S. 1860 -- those relating to Section
337, protection for process patents and patent term restoration

for agricultural chemicals.

The Administration bill includes three other provisions which

we view as equally critical., These would:

("] improve a patentee's ability to develop innovative

arrangements with potential licensees by making it
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clear that certain licensing practices cannot render
a patent unenforceable on the ground that it has
been "misused'" unless the practice also violates the

antitrust laws,

o make it clear that licensing arrangements challenged
under the antitrust laws must be judged by their

competitive effects; and

o clarify the rights of patent licensors and licensces
with respect to royalty payments in disputes over

the patent's validity.

We hope that the appropriate Congressional committees will
realize the positive contribution these changes will make
towards strengthening intellectual property protection and that

they will act favorably on these provisions.

Section 801: Unfair Practices in Import Trade

Mr. Bale from USTR has already testified on the
Administration's bill relating to Section 337 and how it
differs from Section 801 of S, 1860 in several respects.
Therefore, I will just take a few minutes to emphasize some of

the points he raised and mention several other differences.
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Currently under Section 337, in order for the importation of an
article that infringes a valid copyright, patent or trademark
to constitute an unfair trade practice, a petitioner must show
that therc is an efficient domestic industry, the "industry
test', and that it has been injured, the "injury test". The
Administration's bill proposes to eliminate both of these tests
in Section 337 cases based on intellectual property rights.

Section 801 of S. 1860 is ambiguous.

In our opinion it ts important to clearly remove both tests.
The elimination of both these requirements will make Section
337 a more effective method of protecting U.S. intellectual
property rights, It will bring Section 337 in line with the
infringement provisions of the U.S, patent, trademark and
copyright laws and allow those American intellectual property
owners that are not domestic 'industries', such as
universities, accounting firms, and research and development
institutions, the opportun}ty to use Section 337 to protect

their rights.

The elimination of the domestic industry test would allow
foreign companies the oppoftunity to use Section 337 to protect
their U.S. intellectual property rights. While at first glance
this may appear worrisome, it should actually improve the

situation for U.S. holders of intellectual property., By
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strengthening enforcement of the U.S. 1ntellectual property
rights of foreign nationals, the United States may cause other
countries to develop laws which will better protect U.S,
intellectual property owners from foreign infringement in other
markets, Past 1J.S. enactment of legislation giving stronger
protection to intellectual property rights (for example,
copyright protection for computer software and the recently
enacted Semiconductor Chip Protection Act) has spurred other
countries to enact laws better protecting intellectual

property, thereby benefitting ".S. industry.

Two further differences between S. 1860 and the
Administration's bill should be noted. The Administration's
bill reflects the principle now embodied in Section 337 that
all federally registered trademark owners be treated equally.
S. 1860 would require some trademark owners to show injury in
order to assert their rights before the International Trade
Commission while other trademark owners would not have to show
injury. Playing favorites among classes of trademark owners is

inconsistent with the Administration's position.

S. 1860 also provides for forfeiture of articles imported in
violation of Section 337, Our preference is not to add a
forfeiture provision. The remedies in 337 should not go

signficiantly beyond what is already afforded in intellectual



property law. Patent law, the primary kind of infringement for

which 337 1s used, does not provide for forfeiture.

Section B02. Process Patent Amendments

A particularly poignant example of unfair trade 1s that which
occurs when the owner of a U.S. process patent discovers that
somebody has used his or her process abroad to manufacture
products that «ere subseguently shipped to the United States.
The sai fatt is that due to a glitch in current J.S. patent
law, no "infringement” has occurred hecause the use of the
process occurred abroad. These patentees are dependent for
protection on their ability to maintain a successful suit tn
the countrv where the process was used. This 1s certainly an
expensive proposition 1f not a pointless one since enforcement
of intellectual property laws 1n many other countries is

woefully 1nadequate.

The only domestic remedy currently available ;s an order from
the International Trade Commission barring the import as an
unfair trade practice under Section 337, This affords the
patentee no monetary damages for goods already sold.

Section 802 will remedy this unfair situation by allowing the
process patentee to sue for patent infringement in federal
district courts in such cases in addition to a Section 337

administrative proceeding.
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The Administration supports moves to correct this anonalv 1n
U.S. patent law, In fact the Administration's bili als»
contains a proposal to address inadequacies in U.S. proteitiun
for process patent holders. Our proposal is similar to that

contained in Section 802, with some Jdifferences.

The Administration proposal establishes a rebuttable
presumption that goods that could have been made using 1
certain process were in fact made by using it, To take
advantage of this provisien, the patentee would have tH <how
that there was a substantial likelihood that the Jouds wer-
manufactured using the process and that he made a good tfartn

effort to find out precisely what process was used,

This approach is fair to innocent importers as well as t
patentees, The patentee gets no presumption unless he has
overcome these Jdifficult hurdles. Once he has satisfiel then,
the burden of proof proof shifts to the 1mporter who 1s in
much better position to provide the facts about how the proty

was really made.

Another difference between the Administration propcsal and
Section 802 is that our provision would apply onlv to products
directly made by the patented process. The Administration's

provision would act as less of a trade barrier than Section 84!
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because it exempts those products where an infringing process
was used early in production but was not used in the final
stages. The Administration proposal also has a different

approach to the grandfather issue addressed in Section 802(e).

The Administration's proposal would align U},S. patent law with
that of most of our major trading partners, while closing the
loophole that allows foreign manufacturers to avoid liability

for damages under U.S. law,

Section 803: Agricultural Patent Reform

In some cases our laws, seeking to protect perfectly valid
social interests, have placed unnecessary restrictions on the
ability of an inventor to derive the full benefit of an
invention. When they do this, they can Jdiscourage research and
development and slow the introduction of new technologvy just as

effectively as piracy.

Products which may be harmful to the public cannot, and should
not, be marketed until they have been reviewed by proper
authorities, Nevertheless, we have to recognize that this
reduces the patent life and makes it harder for innovators to
recoup their substantial investments when the product is
finally approved. The interests of the patent owner and the

general public can be accommodated,
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Section 803 will enable owners of patents on certain
agricultural and chemical products, such as animal drugs or
pesticides, or patents on methods of using or manufacturing any
of them to obtain up to Eive years of additional patent life to
compensate for some portion of the patent life that was lost
while the product underwent these regulatory review

procedures. This proposal will help to restore the incentive
for research and development that the patent system was
designed to provide. This should stimulate the introduction of
new agricultural and chemical products and methods of making or
using them. This proposal has the support of the

Administration and also is included in our bill.

Additional Legislative Concern

Although not a provision contained in S. 1860, another matter
of crucial importance in the intellectual property area is the
elimination of the manufacturing clause, a trade barrier that
has been part of U.S. copyright law since 1891. The clause,
which requires American authors to have certain works printed
and bound in the United States or Canada in order to receive

U.S. copyright protection, is scheduled to expire on July 1.

The Administration is vigorously opposed to extension of the

clause in any form. In 1984 the GATT Council ruled that the
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clause violates our international obligations, giving member
countries the authority to retaliate against U.S. exports. The
EC has already targetted U.S. paper, chemical, tobacco and
industrial machinery for damages in the range of $300 million
to $500 million, and other GATT members are expected to follow

suit.

In addition to harming American exporters and workers, the
clause is (1) not needed by the U.S. printing industry, since
careful studies show no long-term economy-wide job losses; (2)
undermines the U,S, position in opposing unfair and
discriminatory trade practices by foreign countries towards
U.S. intellectual property holders; (3) seriously undercuts our
goal in strengthening the GATT dispute settlement mechanism and
bringing intellectual property matters into the new GATT round;
and (4) impedes our efforts to adhere to the Berne Convention,

which prohibits conditioning a copyright on "formalities'".

As we work to establish a stricter international regimen for
intellectual property, we must recognize that our own laws
currently contain indefensible barriers and we must move
quickly to do away with them. We must be able to face the
world community in the new round with the the strongest
possible position, If, Mr. Chairman, we fail to eliminate our
own shortcomings in the intellectual property area, we
increasingly will impair our ability to make progress on this

issue internationally,
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Conclusion

The changes to U.S. intellectual property law proposed by
legislation along the lines of S. 1860 would make a strong
contribution to Administration efforts to strengthen protection
for U.S. holders of intellectual property rights, The
Administration has introduced a bill embracing these same
changes, although with some differences. They will
considerably improve the chances of innovators to protect their
rights in the U.S., market and encourage greater creativity in

such fields as pharmaceutical development and biotechnology.
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Senator DANFORTH. Is it your opinion that this provision would
be GATT legal?

Dr. BALE. The 337?

Senator DANFORTH. Yes.

Dr. BALE. Yes, it would be.

Senator DANFORTH. Mr. Moore, you nod your head in agreement?

Mr. Moore. I do, sir.

Senator DANFORTH. Do you have an opinion?

Chairwoman STerRN. I would like to reserve a response because
we do have questions about the GATT legality. And if I could
elaborate on it in a followup, I would like to.

Senator DANFORTH. Fine.

Chairwoman STERN. I think it is an important concern.

Senator DANFORTH. Fine.

If this were enacted, do you think that the role of the ITC would
be superfluous with respect to 337 cases? And do you think that it
could be fairly usefully supplanted by the courts?

Chairwoman STerRN. Well, I think logically it would make sense
for the courts to do this entirely. But as it is written now, the ITC
would very much have a role. In effect, we would have a competing
role with the courts. And you could find a situation where you
would have forum shopping. If you would get a decision from us
which might be different from what you get in the courts, and if
you lost with us, you would go to the court and vice versa. So I
think it would certainly have redundancy if not superfluousness.

Senator DANFORTH. Do you think, therefore, that if we were to
pass this section that we should put it in the courts and remove it
from the ITC?

Chairwoman SterN. I think that is the logical conclusion. It no
longer becomes a trade statute. It becomes a purely intellectual
property protection statute, and that is an important objective.
And the courts have that responsibility now.

Senator DANFORTH. Do you have an opinion on this, Mr. Bale?

Dr. BaLE. Well, I think you have to distinguish between the
injury test and the industry test. I think the injury test has impli-
cations both domestically and internationally.

Senator DANFORTH. I am sairing if we enact this provision and
repeal the test then is it still an ITC matter or should it be a
matter that would be enforced in court?

Dr. BALE. If you repeal both, there is a legitimate question. If you
repeal only the injury test, I think it is arguable it is still an ITC
matter.

Senator DANFORTH. Mr. Moore, what is your opinion?

Mr. Moore. Mr. Chairman, I believe, quite frankly, the workload
of the ITC would increase as a result of all this, and both with the
injury and with the industry tests eliminated.

Senator DANFORTH. How s0?

Mr. Moorek. It would not be superfluous.

Senator DANFORTH. How would it possibly be increased?

Mr. Moore. By virtue of the fact that by giving greater protec-
tion in terms of intellectual property rights that the cases them-
selves would become more prevalent.

62-510 0 - 86 - 5
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Senator DANFORTH. Yes. But the question is: Why not let this be
enforced in court rather than before the ITC, since the traditional
function of the ITC wouldn’t exist anymore in a section 337 case?

Mr. Moore. I understand. But the only point I am making, Mr.
Chairman, is the fact that by increasing the workload that certain-
}%‘Ca petitioner would have the option of both the courts and the

Senator DANFORTH. Why let them do that?

Mr. MooRe. Beg your pardon?

Senator DANFORTH. Why let them do that? I mean all you have
said is that if you leave a shell of ITC function and it is still in
tact, people will use it. But I am talking about a matter of policy. If
we were to re&eal these tests what would be the appropriate rqle
for the ITC? Why couldn’t this role be performed just as well by
the court? Are ‘}'ou in basic agreement?

Mr. MooRE. Yes, sir.

Senator DaNForTH. What fraction, rou"ghly, Madam Chairman, of
the workload of the ITC is consumed by 377 cases?

Chairwoman STERN. Well, Art Weinberger, who is sitting behind
me, would tell you that it is 100 percent. But we have had about—
since 1974 when the law was changed substantially, we have had, 1
think, 208 cases involving patents, trademarks, cut register trade-
marks, cop¥n'a§ht infringements, and in total 240 investigations.

Our caselofid has been pretty much steady at about 30 a year,
Art? Forty a year for the last couple of years. We have increased
our administrative law judges to deal with the problem. While the
numbers have stayed, as I said, rather steady, it has becoming in-
creasingly complex. These patent cases are very complex. And I
think you should know that even if you took out the injury and in-
dustr&r criteria with all the policy confusion which would entail, it
would not eliminate our workload. We would continue because of
this forum shopping to get more cases. “

Senator DANFORTH. All I am saying is let us sulppose that we
were to enact—I don’t think I phrased my question clearly.

Chairwoman STerN. Would it reduce our workload?

Senator DANPORTH. If we decide that as a matter of policy the
injury test and the industry test don’t make any sense and that
they should be repealed, then should we take a further step and
8%)('}, therefore, this is no longer appropriate subject matter for the
ITC and it should be placed in the courts, thereby foreclosing the
forum shopgin and making clear that the case could not be
brought in the ITC but could only be brought in the court?

Chairwoman STERN. It would remove a chunk of about 40 cases a
year.

Senator DANFORTH. Would that be as a percent of your total
workload, would you say?

Chairwoman STeErN. Well, it——

Senator DANFORTH. I mean would it be a major development——

Chairwoman STERN. No. _

Senator DANFORTH [continuing]. In the ITC or would it——

Chairwoman SterN. Oh, I—yes.

Senator DANFORTH [continuing]. Be 5 percent of your workload,
95 percent?

hairwoman STERN. No, no. I would say about a quarter.
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Senator DANFORTH. Quarter?

Chairwoman STERN. Yes, sir.

But I just want to let you know just for the record that if you
took out the criteria and kept it at the ITC, not only would you
have these forum shopping problems, which you understand very
clearly, but it would not help us in terms of our workload because
most of our man hours and women hours go into the patent issues,
which still would remain.

Senator DANFORTH. I still don’t think I made it clear what my
question was.

Chairwoman STerN. No, I understand your question. We would
haveed a quarter of our cases and our workload, I would say, re-
moved.

I would like to go back and look at the exact figures because we
have about—we have about 300 cases a year, but the patent is just
much more complicated so it takes more man hours.

Senator DANFORTH. My understanding of the position of all pan-
elists is that if the tests were removed as a matter of policy, then it
would make sense for Congress to go the further step and tell
people that if they wanted relief under 337 they should proceed in
court rather than before the ITC. That is my understanding of the
testimonies. Am I wrong on that?

Dr. BALE. I disagree s 'ghtly, Mr. Chairman.

Senator DANFORTH. Tell me what your view is.

Dr. BALE. My view is that there is still a potential role for the
ITC. And I don’t think it is conclusive that if you take the industry
and injury test out that the ITC is not the forum in which to
review the cases.

Senator DANFORTH. All right.

Dr. BALE. That in particular with the proposals such as they are
formulated in a couple of bills that I have seen in the Congress,
and S. 1860 is a bit vague on this because it is unclear whether the
industry test is being taken out or not—but, particularly, if you
retain the industry test, there is a clear ITC role. And that is prob-
ably, I would imagine, the main threat to Commissioner Stern, who
is concerned about increased workload under the modification.

Senator DANFORTH. You are saying that if these various tests are
re%ealed, then there still is a role, should be a role, for the ITC?

r. BALE. I would say there could be because you have a time
limitation on the ITC proceedings that you do not have in courts.
The court proceedings can take 3 to 4 to 5 years as opposed to an
ITC proceeding which takes 1 year.

And if one is interested in rapid exclusion orders to deal with the
problem and the problem is prlmarilg' imports as opposed to—well,
in the courts, of course, one can go after the damages except in the
case of 1processed patents which is why you are considering that
proposal.

Senator DANFORTH. I want to make clear that I haven’t really
thought it out. And I am certainly not su‘ggesting removing huﬁe
chunks of the workload from the ITC out of dissatisfaction with the
ITC. Quite the contrary. As 1you know, just recently as yesterday I
stated my confidence in the ITC. I am just sort of thinking out loud
that if we really are changing the rules, does it make sense for the
ITC to retain a role in 337 cases?



128

Chairwoman STERN. Senator Danforth, I want you to know that I
am not here in order to protect turf.

Senator DANFORTH. Oh, I haven’t said that.

Chairwoman STERN. And I know. I am really concerned about
the trade implications of this proposal, And I think you could, if
you wanted—the logical conclusion is that you could just attach
our administrative law judges over to the Customs Service, if you
wanted to make things taster in these revised 337 procedures. That
might be a logical conclusion.

The ITC’s genius, which is to see whether an industry is being
hurt by imports, is no longer there. We would become just referees
between importers.

Senator DANFORTH. But it really should be a policy question. My
own view is that—and I am a cosponsor of the bill—if counterfeited
material is being shipped into the United States it should be very
easy to get relief. I view that as really a per se type violation of
fundamental standards of how we want to do business in this coun-
trg, and that it should not be a lengthy process of trying to prove
whether you are injured and whether your industry is operating ef-
ficiently and whether your industry is impacted.

It seems to me if you have basic standing to pursue a claim, you
?hol:{ld be able to pursue the claim and get relief in a very simple
ashion.

Chairwoman STerN. Of course, you have that in both the Cus-
toms procedures now. They can seize goods right at the border.
And we also have provisions for temporary relief and also for de-
faulting parties. And I think in the long statement that I gave you
there are ways to make sure that our procedures, as they exist
now, are better interpreted by our administrative law judges to get
even greater speed. And [ think that there is flexibility in the ex-
isting statute to achieve that speed.

Senator DANFORTH. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

I am, frankly, trying to understand what section 337 should or
should not provide. I am also trying to determine the degree to
which different remedies should be available in different forums.
Could you please, all three of you, tell me your views on what rem-
edies should be available and in which forum? Generally, just as a
matter of policy. To what degree should exclusion orders, cease and
desist orders, damages, forfeitures be available in the Federal dis-
trict court for violations of intellectual property rights? To what
degree should they be available before the ITC in general?

Dr. BALE. Senator, I guess they point at me to just take a crack.
Paula is very happy with the way things are so she is not anxious
to speak up on this issue, perhaps.

From our point of view, the courts serve a major role in the area
of damage claims. This is one of the chief deficiencies of the cur-
rent patent law that it doesn’t cover processed patents and allow
processed patent owners to take care of imports—imported prod-
ucts. It may violate——

Senator Baucus. You think the courts are better suited to pro-
vide for damages?

Dr. BALE [continuing]. Damages.



129

The exclusion order gets at the issue of what do you do with
products that are coming in now damaging the industry and you
need to act quickly, whether through a temporary exclusion order
or through a final disposition of this case. That is an ITC issue.

_ Senator Baucus. That should be, and that should remain an ITC
issue.

Dr. BaLe. Well, it is an import action so the ITC is in a good posi-
tion, we believe, to make a determination as to-whether or not im-
ports should be blocked and to what extent they should be.

That, basically, is the distinction in my mind. And I think this
generally reflects the view of the administration. One of the keys
to this issue is the impediment that now exists in getting such an
exclusion order, leaving aside the question of damages, in the
irgjury test, which can be a very costly and uncertain element in
this.

Senator Baucus. Maybe I am approaching this backward. Let us
get just to remedies first and then we will discuss standards.

You think that damages should be available only in the Federal
district courts?

Dr. BALE. That is right.

Senator Baucus. Why should that be a Federal district court
action and not a remedy that is available in the ITC?

Dr. BALE. Well, because you are going well beyond the question
of whether or not a patent is infringed and whether imports should
be blocked to relieve the industry. You are getting into questions of
damage and material damage and the amount of funds that should

Senator BAucus. Are you saying courts are better suited to deter-
mine whether there is a violation and the degree of damages?

Dr. BaLe. Well, I think it is a question of the damages rather
than the violation. The ITC makes the determination on the ex-
pende;die Lnfringement itself with regard to these products that are
im .

nator BAucus. Why do think the ITC is better suited to pro-
vide for an exclusion order?

Dr. BALE. Because we are dealing with imports.

Senator Baucus. All right. Why is the ITC better suited? Even
though you are dealing with imports, why? What is the public
policy rationale behind that?

Dr. BaLE. They are independently commissioned, specifically de-
signed to adjudicate these types of activities.

Senator Baucus. Do any of you have any other points you want
_ to make? :

Chairwoman STERN. Senator Baucus, the ITC has in rem power
80 it cannot award damages as the courts can. But with the courts,
there is a question whether it can reach foreigners. And that power
has been given to the ITC. And that is the reason why we can
issue, have the power to issue, cease and desist orders not only
against domestic respondents but against foreign respondents,
though it is hard to reach them.

And, also, that is why we have the power to exclude goods at
ev:ry pgg throughout the country instead of having to go to differ-
ent courts.
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Senator Baucus. Is there is a need for an additional remedy- of
forfeiture or not? ’

Chairwoman STerN. I would like to think about it and come back
to you on the record on that. I have not considered the possibility
of expanding our powers to forfeiture. If I may, I would like to
come back with you on that answer.

Senator Baucus. Mr. Moore?

Mr. MooRE. Senator, I think the shopping around remains in the
petitioner’s discretion. If it was a matter of damages, he would look
toward the courts. If it was a matter of timeliness and if there was
a concern about exclusion, that would be taken up with the ITC.
And I think that is how this——

Senator Baucus. What if there is both a need for timely relief
from imports and significant damage?

Mr. Moork. The petitioner is going to have——

Senator Baucus. Sorry?

l\;l(r. Moore. The petitioner is going to have a tough decision to
make.

Senator Baucus. Are they exclusive remedies?

Mr. Mooge. Exclusive from one another?

Senator Baucus. Yes.

Mr. Moore. I would have to seriously consider that. I am not
quite sure.

_Seg)lator Baucus. Should they be mutually exclusive in your
view?

Mr. MooRre. Again, Senator, I am not quite sure. I would have to
think that through.

Senator Baucus. What about the degree to which you feel we
should eliminate both the injury and the industry tests? I under-
stand the administration wants both those tests eliminated. This
would allow the intellectual property rights of other countries to be
protected in this country. Is that the basic rationale for advocating
elimination of both the industry and the injury test in 337?

Dr. BALE. Yes, Mr. Senator. The reason for—and, again, a posi-
tion like this is a matter of discussion amongst various agencies
and the administration with a number of different perspectives on
the issue. We come at it as a trade agency with a trade position
which looks primarily at the question of the injury test. But other
agencies—and we all have an interest in this in any case. From an
intellectual property perspective and legal perspective, have an in-
terest in generally providing a stronger international framework
for intellectual property protection.

By eliminating that industry test, you provide for more potential
Erotection in the United States, such institutions that may not

ave yet established an industry or are just about to establish an
industry. But you also do admittedly provide additional protection
for those abroad, which I know some feel is a drawback.

But if in doing that you can also encourage other countries to
enact similar legislation which would allow our industries in the
United States to pursue vigorously intellectual property protection
remedies in foreign countries, without regard to their having an in-
dustry there but simply have a patent there or a copyright, we
think that that is worthwhile.
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That is the perspective that the administration has taken in de-
veloping a position that the industry test as well as the injury test
should be eliminated.

Senator Baucus. I am sorry if I am redundant, but could you
answer the question whether eliminating the economic tests would
change the nature of the ITC to more of a patent court? Is that a
concern or is that not a legitimate concern?

Dr. BaLE. It is certainly—certainly, it runs the risk of adding to
the caseload of the ITC because you are expanding the scope of eli-
gible petitioners for 337 relief. Does that bother us? It is certainly a
matter that has been given consideration, but it is not a concern
that overrides, in our view, the general desire to enhance intellec-
tual property protection in which we have a major stake.

hairwornan STERN. Senator Baucus, if I might answer.

Senator Baucus. Yes.

Chairwoman STeErN. I am glad to see that it is recognized that it
will expand the scope of those who are eligible to come to the ITC
for refereeing and arbitrating. But I have to state, again, the pro-
tection—and this is a trade statute, and we are here to protect do-
mestic industries. And I would hope that we would use our re-
sources first to protect our domestic industries and try to ensure
jobs that would come from the entrepreneurial commercialization
of patents and trademarks and copyrights.

he law today as it exists unchanged will and does, as we admin-
ister it, protect industries not only who feel that they have been
ing'lured by the violation of their intellectual property rights, but
who are threatened. The law says “tendency” to injure, which we
interpret as a future orientation. So we are already looking at in-
dustries who feel that they, in the future, will be injured by impor-
tation of infringing goods.

So you don’t have to change the law to get to these incipiently
injured industries. I would say that if the Congress wants to be
more specific as to what the industry is and who it is that they
want us to be protecting at the ITC, you might simply provide us
with a change in the law that says that we would have a finding of
an industry based on the nature and significance of the activities
in the United States of the complainant, and its licensees in ex-
ploiting the intellectual property right which is at issue.

And then you could put in legislative history, delineate what
t of activities would normally be considered of such a nature
that would support a domestic industry, activities that range from
everything from manufacturing to distribution to sales, et cetera,

I think that if you want to give us a clear delineation of what it
is you want us to protect, if it includes the domestic industry, there
is ahway of going at that. And I would be happy to work that out
with you.

1 am concerned about our going the way of Great Britain where
they have wonderful patents. They didn’t commercialize on them.
We are supposed to be here to encourage the commercialization of
those patents. .

Senator Baucus. One more question, Mr. Chairman, very briefly.

Why shouldn’t the United States be a signatory to the Berne
Convention? As I understand it, one of the reasons we are not has
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to do with the “manufacturing clause.” 1 understand that it is
GATT illegal.

Dr. BaLE. Yes, it is.

Senator Baucus. If it is GATT illegal, how can we trade it away?

Dr. BALE. That is one significant obstacle. To answer your first
question which was why shouldn’t we be, we should be. We get
more protection. There are more signatories to the Berne Conven-
tion. It provides a higher level of protection int®rnationally.

One of the reasons why we have some difficulties in getting into
the Berne Convention, aside from several which some well-trained
copyright lawyers could explain better than I having to do with
moral rights and other issues, is the manufacturing clause of the
U.S. copyright law which does require a local ;;rinting of books
published in the United States, which is a very old provision. And
as you alluded to, Mr. Senator, it violates our international obliga-
tions under the General Agreement of Tariffs and Trade. So that is
a major problem.

Senator Baucus. When is the administration going to recom-
mend that we sign the convention?

Mr. MooRE. Senator, one of the things this administration has
done is to hit a couple of home runs, most recently, in the OECD
Ministerial as well as the Tokyo Summit. That makes a strong
statement on intellectual property rights generally, as well as in-
tellectual property rights more specifically as a part of the new
round of multilateral trade negotiations. It is awfully difficult to
face a manufacturing clause problem, and have statutes on the
books which prevent you from being less sinful than the next
person.

The question on the health of the domestic industry is very much
on the minds of the administration. But, ultimately, it is the cli-
mate by which intellectual property rights is being infringed or not
being infringed that is uppermost in the minds of the administra-
tion. That is how domestic industry can best be served.

And certainly the Berne Convention and some of the problems
we have been faced with such as this question of the manufactur-
ing clause in which we have to do something by July 1 will be one
stelg in that direction.

r. BALE. Senator, the administration is on record supporting ac-
cession to the Berne Convention. Some hearings have been held
here in the Senate on this question. And the State Department,
which has been leading the internal analysis of the necessary
changes in U.S. laws from an administration ;ierspective, is review-
ing that. And I thinkthey may have a report. I don’t know whether
it 18 available right now. But if and when it is available, we would
be happy to submit a copy of that to you.

Senator BAaucus. The problem, then, with the Berne Convention
is the Congress more than it is the administration.

I am happy to hear the administration has hit two home runs. It
reminds me of Yogi Berra's day that it is not over until it is over.
And I just hope that you keep hitting more home runs so we can
run up that score.

Thank you.

Senator DANFORTH. I thank each of you for your testimonies.

Chairwoman STeERN. Thank you.
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[Answer to questions from Senator Danforth:]

Senator DANFORTH. Next we have a panel consisting of: Mr. Jack
Valenti, Motion Picture Association of America, Inc.,, Washington,
DC; and Ambassador Nicholas A. Veliotes, president, Association of
American Publishers on behalf of the International Intellectual
Property Alliance.

Mr. Valenti, your name is first on the list presumably for alpha-
betical reasons. Would you like to proceed?

Mr. VALENTI | will take that as a clarion call to begin.

STATEMENT OF JACK VALENTI, PRESIDENT, MOTION PICTURE
ASSOCIATION OF AMERICA, INC., WASHINGTON, DC

Mr. VALENTI. Thank you, Mr.-Chairman and Senator Baucus.

The theme of my brief remarks here today are taken from that
great Hollywood script writer, William Shakespeare, who, in his
Richard II, had the king cry out in anguish, “Come, let us sit upon
the ground and tell sad stories of the death of kings. Let us talk of
graves and worms and epitaphs.”

I know I have been around this town a long time. Issues ricochet
around the Halls of Congress, and most of them leave about as du-
rable an impression as dry leaves in the wind.
~ But there is one issue which I think can claim legitimate urgen-
. ¢y, and that issue is fair trade or the lack of it. Mr. Chairman, you
* have been in the forefront planting your banner down on this issue
as wgll as Senator Baucus. I am delighted to support you in all that
you do.

I believe unless the Congress shoves some steel in its resolve to
strengthen our trade laws one day we will, like Richard II, be sit-
ting around telling sad stories of the death of our export trade and
composing our own epitaphs. Maybe I sound a little apocalyptic,
but if I do, it is only because the facts compel it. Now some of the
things that I want to bring to your attention today. First, I want to
warrant to you that the American film, television and home video
industry is a precious, indispensable, irreplaceable trade asset.
What we do is shielded neither by patent nor secrecy or anything
else. We just happen to tell stories on film and tape better than
any other people in the world. Therefore, billions of people all over
the world say that what we produce is America’s most wanted
asset. We bring back to this country some $1 billion plus in surplus
balance of trade even as our Nation is drowning in a pool of trade
deficit blood that is about $150 billion a year.

Our industry even have a trade surplus with Japan. How many
industries in America can say that?

As a matter of fact, we are the dominant visual force in this
world. I tell you Mikhail Gorbachev would probably give up his
Baltic fleet and five dozen SS-99’s if he could have the Russians
claim the kind of visual dominance that we enjoy ourselves.

But there is a problem. Even as foreign businessmen roam our
own markets with total, unrestricted freedom and great hospitality,
their markets are locked out to ours. We find in too many coun-
tries no such hospitality that we grant to others in this country.
We are confronted with unscaleable trade walls. We are exiled
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many times from the marketplace. We are hobbled. We are caged
and confined and not allowed to compete with the native industry.

I report to you that the most ingenius Machiavellian bureaucrats
to be found anywhere are those who inhabit foreign chancellors sit-
ting around devising antitrade laws, nontariff trade barriers, any-
thing to foil our access to the marketplace and easy movement
within that marketplace.

Pirates are rampant all over this world, stealing what we own.
They have conspired to rob U.S. copyright owners of their rightful
compensation even as their own government turns away. And
sometimes we find that people close to governments are those who
are involved in the actual piracy itself.

Or, too many countries have such loose fibered copyright laws or
they have no laws at all that it makes it impossible or us to say
‘“‘please help us.”

Let me cite you two examples. I don’t want to make this too long
because you will see a grown man cry if I keep on this too much.

Two of our allies, our friends, even our neighbors, as an example
of this. Brazil—the regulatory body for the film industry in that
country has for all intents and purposes taken a brass-knuckled ap-
proach to us with an avalanche of restrictions. Most notably and
most recently is the virtual exile of U.S. home video material from
that marketplace. We can only operate there as a nonprofit organi-
zation and we weren'’t corporately born to do that.

We can'’t accept this kind of abandonment of a semblance of fair
trade. That is why we are here today. I think just the other day
Ambassador Yeutter, before the Appropriations Committee, said
that the only country, where negotiations are utterly failing, in the
intellectual property area particularly, is Brazil.

In Canada, our great neighbor to the North. They are contem-
plating the most draconian restrictions in the known world, where
they are literally going to say that an American company cannot
exhibit and distribute its rogucts in that country. You must turn
your material over to a Canadian company. Even at this moment
they are disallowing some American companies to even open offices
there. Yet Canadian businessmen are having a high old time in the
American marketplace, without restrictions of any kind, invading
every area of our Nation.

They do this under a term you will hear more and more. It is the
canopy called cultural sovereignty. I'm not sure what that means
except that in Canada it means they will allow our merchandise to
come in, but it must be distributed by Canadians. Some culture,
some sovereignty.

Moreover, Canadian cable companies fetch from the skies Ameri-
can television signals, bring them into their head end, sell them to
subscribers on which they make a profit and pay not one penny,
not one cent, to the owners of that property here in this country.

So we have come forward to try to plead, Senator Baucus, with
this committee to support Senator Pete Wilson’s international in-
tellectual propert);frotection and market access bill. Very simply,
it is a three-pronged measure.

No. 1, it would say that there would be compiled within the
USTR a list of priority foreign countries. Listing in that catalog all
the dreary outlines of what they are doing to inhibit the free move-
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ment of U.S. intellectual property, and the protection, or lack of it,
of intellectual property in those countries.

Second, the USTR would be given 2 years to negotiate a fair
trade agreement.

And, three, if that agreement was not forthcoming within 2
years, the President would be required to take some kind of firm
response. Because I think without the prospect of pain, I don’t be-
lieve we are going to get anywhere. We certainly haven’t in the
past.

So that is the essence of this measure. And what it says essen-
tially is: You folks in the other countries are going to have to let us
move freely in your markets as you do here. None of this cultural
sovereignty hogwash. It is going to be a two-way street.

I think that too many countries, Senator, feel about fair trade as
if they were holding a wolf by the ears. We would like to change
that attitude.

I salute the administration, too, for its clear call to arms on the
intellectual property front, and I certainly say the USTR's office
has been most helpful with the meager weaponry they have some-
time to give us what aid they can.

I am done. I just want you to know, Senator Baucus, that we are
not here asking for any special favors or any special privileges. We
don’t want you to erect any sandbags of protection for us. We only
want the right to compete fairly with other countries in their mar-
ketplaces with the same kind of hospitable entry as they find so
seductive and so alluring in ours. No more, no less. End of state-
ment.

Senator Baucus. Thank you, Jack.

[The prepared written statement of Mr. Valenti follows:]

-
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Testimony of Jack Valenti
President
Motion Picture Association of America, Inc.

Mr. Chairman, Members of the Committee, my name 1s Jack Valent:.
I am President of the Motion Pictu;e Association of America, Inc.,
whose members are producers and distributors of video entertainment
material for theatrical, television and home video exhibition. The
MPAA member companies distribute feature films, television pro-
grams and home video materials in the United States and some 80
foreign countries. The foreign export activities of the U.S. motion
picture industry as a whole contribute over $2 billion annually
to this country's foreign exchange earnings. Attached to my state-
ment is a lisc of MPAA members.

These hearings are extremely important given the acute trade
problems faced by the motion picture industry and the entire American
economy.

The U.S. film and television industry yearns to compete fairly
and equitably 1n every market on every continent in the world.

We ask for no special treatment from our government. But we
ask our government to assist our industry in combatting unfair treat-
ment from other countries in their markets.

The American motion picture industry is robust, competitive
and has a product which is in demand around the world. People thréuqh-
out the world want to see and enjoy American films and television
programs more than any other county;'s similar creative material.
Perhaps because of our success, American motion picture companies
have become the victims of extensive foreign unfair trade practices.
These practices essentially fall into two categories: market access

barriers and infringements on intellectual property rights.
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U.S. motion pictures, books, music, records, computer software
and other forms of intellectual property are subject to widespread
piracy around the world. Piracy of U.S. works i1s frequently aided
by foreign governments that refuse to praovide adequate intellectual
property protection or fail to enforce their intellectual property
statutes effectively. A recent study by the International Intellec-
tual Property Alliance, of which MPAA is a founding member, deter-
mined that 1in ten countries alone, the U.S. film, record, book and
software industries suffered over S1.3 billion in piracy losses.

In addition to inadequate and ineffective intellectual property
protection abroad, U.S. motion pictures frequently confront serious
market access barriers. Often behind the cover of "cultural sover-
eignty"” foreign governments have erected restrictions and prohibi-
tions against American motion pictures. Let me give you two examples
of such barriers in both a developing and an industrialized country.

In Brazil, the official requlatory body of the film industry
limits the exhibition of U.S. films through screen quotas, imposes
burdenscme local printing requirements, and effectively excludes
U.S. companies from the home video market. Exclusion from the home
video market is accomplished through quotas which require that 25%
of all home video titles and 25% of all copies be Brazilian films.
These requirements act as an import quota as well as an import tax.

In Canada, the government has imposed severe restrictions and
requirements on American film companies, and has refused to provide
adequate protection of intellectual property rights. <Canadian copy-

right law permits Canadian cable television companies to retransmit
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U.S, television programming without author:ization by or compensation
to U.S. program owners. Canadian firms essentially pirate the pro-
gramming of American companies without paying for i1t. In add:it:on,
the Quebec Parliament has enacted legislation which, among other
things, will require foreign distributors to i1nvest up to 10% of
revenues in local production and will reserve minimum percentages
on gross box office revenues for local exhibitors and distributors.
Such requirements are baldly protectionist and infringe the rights
of American motion picture companies to do business in Canada.

These impediments to fair and open trade between countries
which share a common border are in danger of being exacerbated.
A recent report on film and video policy, completed under the auspice
of the Canadian Department of Communications, recommends the nationa!l
ization of all motion picture distribution to theaters, television
stations, and home video stores. The report does not endorse restric
tions on foreign films. Instead, it advocates the creation of a
system which will reserve for Canadians the financial return from
the distribution of our films. We have a right to control and par-
ticipate financially in the distribution of our products -- this
is a well recognized right under international copyright standards.
It should not be denied under the guise of preserving "cultural

identity."

These problems have been the topic of extensive diplomatic
consultations. Unfortunately, however, diplomatic efforts frequently
produce meager results. That is why we need Congressional action.

Our trade negotiators, as capable as they are, cannot deliver results
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if they are unarmed. You must give them the ammunition they need

to open foreign markets and to enforce international norms of 1intel-
lectual property protection. Unless this is done, cur motion picture
and television production industries will be throttled at the starting
gate.

First, the U.S. must set an example by assuring foreign intel-
lectual property owners of adequate and effective protection within
our borders and access to our markets. The U.S. should join the
Berne Copyright Convention which provides a higher level of protec-
tion than the International Copyright Convention presently adhered
to by the U.S. In addition, Congress should aot renew the protec-
tionist manufacturing clause of our copyright act. This measure
prohibits the importation of certain printed material from foreign
nations in violation of our obligations under the General Agreement
on Tariff and Trade. It is frequently cited by foreign countries
as a reason not to extend copyright protection and market access
to U.S. citizens.

Second, our trade laws must be bolstered and reinforced if
we are to succeed in forging a more effective trade policy. We
need comprehensive legislation to address the unique problems of
United States companies that rely upon intellectual property protec-
tion. Current U.S. trade law is inadequate to deal with the inter-
national piracy of our intellectual property -- our copyrights,
patents and trademarks are being wantonly infringed around the world

-- and they are inadequate to open foreign markets for our companies.
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Our trade problems have become so acute, and the foreign resis-
tance to solving ;hem has become so entrenched, that we need new
provisions in U.S. trade law to deal with them. For this reason,

I heartily endorse the legislation introduced this past Monday by
Senator Wilson. This new legislation would form the basis for a

new and effective trade policy -- one that would force foreign govern-
ments to come to grips with the serious problems of intellectual
property protection and market access.

In the House, Congressman Downey introduced a provision similar
to the market access title in the Wilson bill. With the support
and leadership of Committee Chairman Rostenkovsk; and--Subcommittee
Chairman Gibbons, this provision was incorporated into thg,;mnibus
trade bill recently reported by the Ways and Means Commxtéee.

The Wilson bill would create a new three-part mechanism to
address the problems of intellectual property protection and foreign
market access. Each year, after conducting his study of foreign
trade barriers and intellectual property violations under section
181 of the 1974 Act, the Trade Representative would select "priority
foreign countries” that do not adequately protect our intellectual
property and keep their markets closed to cur exports. Second,
the Trade Representative would be given two years to neqgotiate agree-
ments with these "priority foreign countries.” Finally, the Presi-
dent would be required to respond in some way against any "pri-
ority foreign country” that refuses to enter into an agreement or

otherwise cease its guilty practices within those two years.
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Qur companies that rel{ upon intellectual property protection
require such a mechanism -- we need this in order to keep many of
our most competitive industries from falling prey to unfair trade
practices. We cannot simply rely on the traditional tools of U.S.
trade policy.

Many of these industries are classified as "cultural” and foreign
governments therefore refuse to even discuss trade barriers directed
at these iédustries -- unlike other American industries that can
simply rely on the traditional process of trade negotiations. "Cul-
tural sovereignty" has become a smoke screen used to hide the most
insidious restrictions on trade and investment. In addition, many
of these industries have extremely short product life-cycles and
cannot wait for the outcome of traditional multilateral trade nego-
tiations.

Section 101 of the Trade Act of 1974 is inadequate to address
the unique market access dilemma confronted by American companies
that rely upon intellectual property protection. Section 301 1s
intended to deal with specific trade problems in specific foreign
countries. These American companies need a comprehensive provision
in U.S. trade law mandating immediate and expeditious trade negotia-
tions with the many foreign governments that now either refuse to
discuss theso.'cultural' problems or find it easy to engage in de-
laying tactics.

The Wilson bill would also amend the Generalized System of
Preferences and the Caribbean Basin Iniative legislation in order

to induce countries that benefit from our preferential trade pro-



grams to halt their piracy of our intellectual property and open
their markets to our exports. These programs provide important
leverage to our trade negotiators and I believe that these amend-
ments would greatly enhance the value of these programs as induce-
ments to encourage fair trade. By allowing the President to par-
tially reduce CBI benefits, instead of terminating all benefits,
he will use this sanction more readily.

As our government seeks to redress our many trade problems,
our trade agencies have found themselves stretched to a breaking
point. In particular, the Office of the U.S. Trade Representative
is doing a valiant job, but simply does not have the resources to
attack the vast array of foreign unfair trade practices. In order
to carry out the provisions of the Wilson bill, and to administer
section 301, the Wilson bill would establish an Office of Enforce-~
ment in USTR. Funding for the office would also be included.

Finally, section 337 of the Tariff Act of 1930 is in desperate
need of revision. The Wilson bill would amend section 337 to permit
speedier and more successful International Trade Commission actions
against the importation of infringing copies of copyrighted works,
including counterfeit video product. Specifically, the bill would
eliminate the need to prove injury: all that would be required is
a showing that the importation of an article constitutes an infringe-
ment in order for the ITC to take action.

These new procedures do not replace a policy of agressively
pursuing trade agreements in a New Round of GATT negotiations.

The upcoming New Round provides an important forum in which interna-
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tivnal intellectual property protection and foreign market access

can be enhanced. However, the problems that I have discussed here
today cannot await the outcome of the New Rouné. For this reason,

it is imperative that this forward-looking bill introduced by Senator
Wilson be taken up by this commjttee and incorporated into U.S.

trade law.

I look forward to working with you, the Members of the Finance
Committee, as well as other committees with appropriate jurisdic-
tion, in the weeks and months ahead to assist in fashioning trade
legislation. We need legislation that will provide new tools to
combat unfair trade practices -- we must properly arm our trade
negotiators -- we must give new momentum and direction to America's
trade policy =-- and we must send a clear and unambiguous message

to our trading partners: that our concerns must be taken care of

at the negotiating table.
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STATEMENT OF AMBASSADOR NICHOLAS A. VELIOTES, PRESI-
DENT, ASSOCIATION OF AMERICAN PUBLISHERS, WASHING-
TON, DC; ON BEHALF OF THE INTERNATIONAL INTELLECTUAL
PROPERTY ALLIANCE

Ambassador VELIOTES. I am the new president of the Association
of American Publishers, and I welcome the opportunity to make
my first appearance before the Congress in my new capacity here
before this distinguished committee.

I know, Senator, that you and the committee are well acquainted
with the International Intellectual Property Alliance, the umbrella
organization of trade associations representing the U.S. copyright
industries. I am here speaking on behalf of the alliance today.

The members, in addition to the book industry, include the
Motion Picture Association of America, my distinguished colleague,
Jack Valenti; the American Film Marketing Association; the com-
puter software industry; and the recording and music industry. In
keeping with the newness of my role, I will make a very brief state-
ment.

I am tempted to just simply endorse what Jack Valenti has said
and let it go at that, but I think I have to go a little beyond that.
- Mr. Chairman, the hundreds of companies, the thousands of art-
ists, editors, producers, composers, writers—in essence, the intellec-
tual genius of the country which we represent depend vitally on a
world trading environment in which our creative efforts are se-
cured through adequate and effective protection of the copyrighted
works which we create and distribute. We came together in the al-
liance in order to impress upon the Congress and the administra-
tion the fact that we were hurting, and that the actual damage was
significant, and the potential damage to the United States as a
whole through the discouragement of its creative energies was
enormous.

We called on you to help forge the necessary legal tools to enable
our trade negotiators to convince foreign nations to take action in
our own and in their interest against the massive and debilitating
piracy and counterfeiting of U.S. books, music, records, films, video
cassettes, computer software products, you name it, which repre-
sents not only the best of our creativity but the leading edge of
technological innovation, which is very important today and will be
even more important in international trade in the future.

The scope of this piracy is staggering. We estimate that U.S.
copyright industries lose over $1.3 billion a year in just 10 coun-
tries that we had identified in a report by the International Intel-
lectual Property Alliance to the U.S. Trade Representative.

Mr. Chairman, I would like, with your permission, to submit this
report for the record.

Senator DANFORTH. Fine.

Ambassador VELIOTES. It is dated August 1985; very timely and
pertinent.

[The information from Ambassador Veliotes follows:]
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PIRACY
OF
U.S. COPYRIGHTED WORKS
IN TEN SELECTED COUNTRIES

A REPORT BY THE
INTERNATIONAL INTELLECTUAL PROPERTY ALLIANCE
TO THE
UNITED STATES TRADE REPRESENTATIVE

AUGUST, 1585

The Alliance .

ADAPSO - The Computer Software and
Services Industry Association
American Film Marketing Association
Association of American Publishers
Computer and Business Equipment
Manufacturers Association
International Anticounterfeiting

Coalition
Of Counsel: Motion Picture Association of
Eric H. Smith America
Jon A, Baumgarten National Music Publishers'
william F. Patry Association
Paskus, Gordon & Mandel Recording Industry Association of
washington, D.C. America

This report has been prepared in response to the request for
public comments by the Trade Policy Staff Committee's
Subcommittee on Intellectual Property on "Country Practices
Related to Identified Trade Barriers" (50 Fed. Reg. 3853, January
28, 1985) and for consideration by the TPSC GSF Subcommittee in
particular connection with its General Review of the

U.S. Generalized System of Preferences (50 Fed. Reg. 6295,
February 14, 1985 and 50 Fed. Reg. 19513, May 8, 1985).
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EXECUTIVE SUMMARY

This report has two objectives. First, it attempts to
estimate the losses in revenue to the U.S, copyright industry
resulting from the failure of ten selected countries to provide
adequate and effective protection for American motion pictures,
records and tapes, books and computer software. These countries
are located in Asia - Singapore, Taiwan, Indonesia, Korea,
Philippines, Malaysia and Thailand; in Latin America - Brazil; in
the Middle East - Egypt; and in Africa - Nigeria. Second, it
summarizes four principles that should be applied in determining
whether a country accords "adequate and effective" copyright
protection to U.S, works, as required by the GSP Renewal Act and
the International Trade and Investment Act of 1984, and, in the
Appendix, applies these principles to each surveyed country.

The Table on the following page details the Alliance's
findings that in these ten countries alone trade losses to the
United States (and its copyright industries represented in the
Alliance) are estimated to be over $1.3 billion annually as a
result of failure to provide adequate and effective protection to
U.S. copyrighted works,

Estimated losses to the recording and music industry are
over $600 million annually, to book publishing, over $400
million, to the movie industry, over $130 million and to the
computer software industry, over $125%5 million. The list of
pirate countries is led by SingapQre, responsible for losses of

, followed by Indonesia, $206 million, and Taiwan,

.

These staggering losses reflect more than lost revenues from
piracy in these countries' domestic economies., Singapore, Taiwan
and Indonesia are alone responsible for the export of
approximately $480 million in pirated records and books to Asia,
Africa and Europe. .

The report and surveys contained in the Appendix detail
those provisions of each country's law and practice which are
deficient and fail to meet the new trade amendment's statutory
test of "adequate and effective"” protection.

The U.S. government must commit its full resources to
obtaining improvements in copyright protection in these, and
other, developing countries. The United States Trade
Representative should inform these countries that their requests
for competitive need waivers will rot be granted and their status
as GSP beneficiaries is in grave doubt unless immediate,
significant improvements are made.
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TABLE

ESTIMATED LOSSES FPROM PI
IN TEN SELECTED COUNTRIE
(in millions)

Records/ Motion

« Tapes Pictures _agghs_____ﬁgﬁsunxgli___."Igsal__
‘singupore $2203/ $ 11 $1073/ $ 20 " $358Y/
[ ‘aiwan $ 9 $ 25 $118Y/ $ 34 $1864/
,Tndonesia $180%/ $ 17 $ 6 s 3 $2065/
~orea $ 40 $ 16 $ 70 $ 20 $146
!’hilippines s 4 $ 19 $ 70 $ 4 s 97
Malaysia $ 33 $ 13 $ 20 s 7 $ 73
i;hanand § 13 s 12 s 7 s 2 s 34
“razil $ 19 s 13 s 8 s 35 $ 75
{u‘gypt $ 5 $ 5 $ 10 s 3 s 23
" ligeria $120 6/ s 11 6/ $131
TOTAL $643 $131 $427 §128 s 1,329/

4/ Estimated losses reflect sale of pirated works in the domestic economy,
nxcept for Singapore, Taiwan and Indonesia where the figures include losses
‘esulting from export of pirated works.,

2/ While exports of software are known to occur from some countries, we have
yeen unable to estimate such losses; these figures reflect domestic piracy
only.

v Records/Tapes: domestic $50 and export $170; Books: domestic $7 and
:xport $100; Total: domestic $88 and export $270.

4/ Books: domestic $8 and export $110; Total: domestic $76 and export $110,

b7 Records/Tapes: domestic $80 and export $100; Total: domestic $106 and
axport $100.

/ Because there are no available data on VCR penetration irn Nigeria, it is
not possible to estimate losses. No estimate is available for software
>iracy.

L/ pomestic $849 and export $480,
ii
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I. INTRODUCTION

This report is submitted to the Trade Policy Staff
Committee's Intellectual Property and GSP Subcommittees for vuce,
respectively, in connecticn with preparation of a report tyv thre
U.S. Trade Representative to the House Ways and Means Committee
and the Senate Finance Committee on trade barriers that have an
adverse impact on U.S. trade and investment and in connection
with the GSP program's general and annual review required by tre
GSP Renewal Act. The USTR report to Congress analyzing trade
barriers and estimating their trade impact is due
October 19, 1985, pursuant to Section 303 of the Trade and Tariff
Act of 1984,

The International Intellectual Property Alliance 15 an
umbrella organization representing eight trade associations, eac!
of which in turn represents a significant segment of the
copyright industry in the United States, The Alliance corsists
of ADAPSO: The Computer Software and Services Industry
Association, the American Film Marketing Association (AFMA', tie
Association of American Publishers (AAP), the Computer and
Business Equipment Manufacturers Association (CBEMA), the
International Anticounterfeiting Coalition (IACC), the ¥Mct:cr
Picture Association of America (MPAA), the National Mursic
Publishers' Association (NMPA) and the Recording Industry
Association of America (RIAA). These Associations have 3jcired
together because the viability of the thousands of ccerparies trey
represent depends on adequate and effective copyright protecticr
for the products they produce and export worldwice,.

U.S. trade in copyrighted works is, to an ever increas:inc
extent, critical to maintaining the strength and competitivenecc
of the U.S. within the world economy. The copyright and
information-related indugstries contributed over $1:3 billicn tc
the U.S., economy in 19824/, employ 2.2% of the U.S. civilian
labor foiye , and earned a trade surplus in 1982 of over $1.2
billion. While the potential for export growth in goods ard

l/ 3 C R v Y .
Final Report on Investigation No, 332-158 under Section 332(t! of
the Tariff Act of 1930, January 1984, by the U.S. Internaticnal
Trade Commission.

2/ Size of the Copyright Industries in the United .

Report of the U.S. Copyright Office to the Subcommittee on
Patents, Copyrights and Trademarks of the ccmmittee on thre
Judiciary, United States Senate, December 1984.

3/ { £f E : 3 . feiti : .
Final Report on Investigation No. 332-158 under Section 332(b! ¢!

the Tariff Act of 1930, January 1984, by the U.S. Internaticnal
Trade Commission.
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services produced by the copyright industry is likely the highest
of any sector in the U.S. economy, realization of this potential
is critically dependent on eliminating its principal non-tarift
trade barrier -- the worldwide piracy of U.S. copyrighted works
on a mammoth scale.

This report seeks to illustrate in detail the scope of
this problem. The Alliance has surveyed ten countries, nine of
which are beneficiaries under the GSP program (importing $7.2
billion of goods duty-free into the U.S.) and one other --
Nigeria -- which, because of its OPEC membership, is ineligible
for GSP beneficiary status. These countries were not selected
because they represent the most egregious pirate nations --
though some, like Singapore, Taiwan, Indonesia and Korea, meet
that test -- or necessarily are responsible for the largest
losses to the copyright industry. They do, however, represent a
broad cross-section of countries from each area of the developing
world.

The Alliance and its constituent associations have provided
and will continue to provide similar information on other problem
countries as that information becomes available and is compiled.

II. PIRACY AND OTHER TRADE BARRIERS

This report is concerned only with losses due to piracy —--
the unauthorized duplication and sale of another's creative
work. VYet there are other trade barriers which also cause
significant damage to the U.S. copyright industry, not only by
restricting trade but in creating the environment in which piracy
flourishes. These barriers include quotas, high duties, special
and discriminatory taxes, local ownership requirements, screen
and air-time restrictions, forced subsidies of local industry,
currency controls, etc. Where a U.S. company is not able, as a
result of these other barriers, to make legitimate products
available in these countries (where demand for U.S. works is
generally high), it usually finds that pirates quickly fill the
gap. Where these trade barriers are particularly onerous,
even improved intellectual property protection may only minimally
reduce losses since U.S. companies absent from the market will
have ljittle incentive to enforce their existing intellectual
property rights. This situvation pertains, for example, in Korea
for the motion picture industry, and in Brazil for the computer
software industry. 1In this respect, market access and

4/ Other developing countries where piracy is substantial include
India, Pakistan, Mainland China, Saudi Arabia, Kuwait, Turkey,
Mexico, Peru, Dominican Republic, Costa Rica, Panama, Jamaica,
Argentina, Columbia and Venezuela, among others. Mainland China,
for example, is without question the largest book pirate nation
in the world.
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intellectual property protection are closely intertwined; the
U.S. must insist on improvements in both areas.

I11. THE ECONOMICS AND TRADE IMPACT OP COPYRIGHT PIRACY:
ESTIMATES OF LOSSES TO THE U.S. COPYRIGHT INDUSTRIES

Because piracy is a clandestine activity, it is not possible
to provide exact data on lost revenues. Alliance members have
attempted, however, to estimate these losses relying on both
available data and extrapolations therefrom, and on the
considered observations of marketing and enforcement
representatives from each industry in each country or region.
Estimates have been made for the motion picture, book publishing,
computer software and recording industries. As illustrated in
the preceding Table (p. ii), individual estimates have been
combined to provide estimates in all countries for each industry
and in each country for all industries,.

- Pi

The estimate of losses due to piracy in each surveyed
country includes losses due to unauthorized reproduction, sale
and rental of videocassettes as well as reductions in theatrical
revenues which result from the release of pirated videocassettes
into the market prior to theatrical release. The estimates
do not include significant additional losses due to unauthorized
performances of motion pictures on television or in bars, clubs,
etc., or losses resulting from unauthorized interception and
retransmission of satellite signals where they occur.

In general, the estimates assume a correlation between the
number of VCRs in a given country (for which data are available)
and the revenue that would be earned if the market were free from
piracy and open to U.S. companies. From its own records and from
published estimates of industry revenues and VCR penetration,
MPAA has estimated that the§7verage revenue generated by one VCR
in "opened" or "legitimate" markets is approximately $28.30.
This estimate is derived:

1. By taking the revenues of the MPAA member
companies earned from the home video market in
all "opened" countries.

2. By adding to this figure similar revenues earned
by non-MPAA independent distributors.

3/ By "opened" or "legitimate" market, we mean a country which
provides adequate copyright protection and permits U.S. companies
to freely market their products.
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3. By adding to this composite figure an additional
30% to account for the revenues received by
pirates in "opened" markets. (This 30% figure is
again an estimated average but is believed to be
reasonably reliable because data on piracy in
"opened" markets is itself more reliable.) This
total figure then represents total revenues
which would be earned in all "opened" markets.

4, By dividing this total revenue figure by the total
number of VCRs in "opened" markets, yielding a
revenue per VCR of $28,.30.

5. By multiplying $28.30 times the number of VCRs in
that country, the result is the total estimated
revenue losses from lost videocassette sales.

6. By adding to this number an estimate for lost
theatrical revenues. Exhibitors estimate that
theatrical revenue is reduced by approximately 30%
when a title is available on cassette prior to
theatrical release and that in "unopened" or
pirate markets at least 50% of the titles are
available before theatrical release. This results
in a 15% decrease in theatrical revenue received
in each country.

It should be noted that, when applied to developing
countries where piracy is predominant, this estimate would tend
to be conservative because of the wider reliance on the VCR for
entertainment than in "opened" markets where television and
pay-TV provide considerable competition to the home video
market. For example, the lack of well-developed television
systems in the countries surveyed has spurred increased reliance
on the VCR. Countering this tendency -- tending to push the
estimate downwards -~ is the fact that the "opened" markets
(where the U.S. product has a very high share) tend to be more
receptive to movies in the English language, whereas this
receptivity is less in developing countries where the language
barrier is greater. MPAA believes that these opposing tendencies
may balance each other out.

Records and Tapes

Estimates of losses due to piracy of records and tapes have
been provided by the International Federation of Phonogram and
Videogram Producers (IFPI) and through its local
representatives. RIAA is & member of IFPI. IFPI representatives
have provided the Alliance with their estimates of the total
pirated output of international repetoire in each country. This
fiqure (i.e., number of pirated units sold in each country) is
then multiplied by the average retail price of legitimate
international product in that country (e.g., legitimate cassettes

4
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sell in the Philippines for about $2.50 and in Taiwan for about
$3.00). The resulting figure represents total "potential"

sales if piracy were not present. This estimate is then
multiplied by 70% representing the average percentage that
U.8.-owned works bear to total international works available in
that country. This estinate, of course, would be affected by the
elasticity (or inelasticity) of demand for units of legitimate
product at the legitimate price -- a factor that could be neutral
or suggest some downward revision of the estimate.

This fiqure of potential lost sales {(which is used in each
survey) assumes that it represents actual losses directly to
U.S. industry (including the record company, music publisher and
associated support industries). It should be noted, however,
that without piracy, records and tapes would often be licensed
for local manufacture in the surveyed country and the actual loss
to the U.S, industry (e.g., revenues less costs of manufacture
and local distribution which would remain in the country), would
be lower than these estimates. Because it is difficult to
provide estimates of lost "sales less local costs," we have used
the full "potential®™ sales estimate.

Books

Because of wide differences in the cost of producing {(and
therefore the price) of individual books, and the fact that
U.S. book publishers both export U.S. books directly and locally
manufacture "low cost" editions (directly and under license) in
developing countries, it was not possible to develop loss
estimates on the same basis as for movies anrd records/tapes, The
book loss estimates are, therefore, calculated at pirate prices
which are generally (but not always) below the prices which would
be charged for legitimate books. Moreover, book sales are
likely to be more sensitive to price differences than other
works. -

The book estimates have been based on information received
from the local representatives of major U.S. publishers actively
involved in the international market and from published and
unpublished reports by indigenous book publishers. They also
include very conservative estimates of losses due to unauthorized
systematic photocopying.

Computer Software

It has proved particularly difficult to estimate computer
software piracy. Because computers are relatively new in the
developing world, piracy is also recent., Yet, the industry
reports exponential increases in piratical activity as sales of
computers expand. For this reason, it is particularly urgent
that piracy be halted before it matures, The Alliance is
hopeful that improved estimates can be developed and provided

5
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separately.

To arrive at the estimates contained in the Table and
surveys, we have used industry estimates based on piracy in
Taiwan and extrapolated therefrom based on reports of the
relevant sizes of the other markets in terms of legitimate and
pirated product. In Taiwan, it is estimated that approximately
15,000 units of the 10 most popular U.S. software programs are
sold each month, only 1,000 representing sales of legitimate
product. By applying an average sales price of $200 to the
14,000 pirated units, it is estimated that losses in Taiwan are
about $2.8 million per month or approximately $34 million per
year. This figure does not include piracy of operating systems
software which is extensive in many of these countries,

Applying to these losses a ratio based on estimates of
rarket size and other subjective factors, we have estimated
losses from piracy in the other countries surveyed.

* k %

The Table (p. ii) summarizes the estimates appearing in
each country survey ~- a staggering $1.3 billion loss for the
ten countries. The three largest GSP beneficiary countries in
1984, Taiwan, Korea and Brazil, themselves account for losses of
over $400 million. The seven Asian countries surveyed, which
imported over $6 billion worth of goods duty-free under the GSP
program in 1984 {47% of the world total) reward U.S. generosity
by pirating over $1 billion in copyrighted works produced by
Alliance members.

The highest losses ($643 million), not surprisingly given
the popularity of American music worldwide, are suffered by the
American music industry. Singapore and Indonesia are the worst
offenders. U.S. book publishers suffered $427 million in losses,
led by Taiwan, Singapore, Korea and the Philippines. The motion
picture industry lost $131 million, and while less than the
losses suffered by records and books, this fiqure is likely
to grow very rapidly as VCR penetration expands in the developing
world, Computer software piracy is most advanced in Taiwan,
Brazil, Korea and Singapore and is growing rapidly there and
elsewhere. N

The most pernicious and inexcusable losses result from
exports of pirated works by Singapore, Taiwan and Indonesia.
These three countries export an estimated $480 million in pirated
works throughout the world, disrupting existing markets with
calculated efficiency.

These losses are unconscionable and in most cases the result
of deliberate national policy. These countries must be advised
that further delays and excuses in taking immediate corrective
action will no longer be tolerated.
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IV. THE GOAL OF ADEQUATE AND BFFECTIVE COPYRIGHT PROTECTION:
THE ALLIANCE'S POUR PRINCIPLES OF PROTECTION

The over $1.3 billion in losses suffered by the
U.S. copyright industry in the countries surveyed are a direct
result of the failure of these countries to provide adequate and
effective copyright protection to U.S. works. This failure not
only contributes significantly to the U.S. trade imbalance but
directly reduces employment and investment in the affected
U.S. copyright industries. Further, it damages the country
condoning piracy by creating an underground economy immune from
taxes and other regulatory controls; by damaging the investment
climate and bringing the country into international disrepute;
and by subjecting its own creators and associated publishers and
distributors to unfair competition from cheap and inferior
product.

The U.S. government's goal must be to establish an
international trading climate in which intellectual property is
respected and protected. The U.S. Trade Representative took the
lead in recognizing the importance to U.S. trade of protecting
intellectual property by supporting amendments in the law
authorizing renewal of the Generalized System of Preferences
program and in the International Trade and Investment Act. These
laws, as well as the Caribbean Basin Economic Recovery Act,
contain provisions which condition U.S, trade benefits to other
countries on

the extent to which such country provides adequate and
effective means under its laws for foreign nationals to
secure, to exercise and to enforce exclusive rights in
intellectual property including patent, trademark and
copyright rights,

By emphasizing the means "to secure, to exercise and to
enforce" such rights, these laws look to the practical, rather
than theoretical, protection which a nation affords to foreign
nationals. As detailed in the Appendix, many of the countries we
surveyed provide relatively good protection in theory but often
fail to enforce their laws to deter pirate activity in practice.

In the Appendix, the Alliance has analyzed each country's
copyright system by testing the protection it provides against
four principles which we believe define the statutory test of
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"adequate and effective" protection.ﬁ/ Congress called upon the
President to consult with the private sector, and the

U.S. Copyright Office and Patent and Trademark Office "to fashion
a set of general guidelines to be applied, consistently and
objectively.” The principles set forth below are strongly
supported by the Alliance as consistent with that mandate. They
represent a set of i i
owners which must exist if our world trading system --
increasingly reliant on trade in intellectual property -- is to
grow to the benefit of both developed and developing countries.

Wmmmm
! ¥ . Sib3 . :

Most of the countries surveyed protect works traditionally
protected by copyright. Some, however, do not clearly protect
videocassettes or sound recordings (e.g., Singapore and
Indonesia, respectively). Protection must be afforded to new
works: computer programs should be protected as a form of
literary work but, as in Taiwan's new law, should be expressly
identified as a protected work to avoid uncertainty. Efforts
must be made to make clear that computer programs are protected
regardless of the form in which they are expressed {e.g., whether
in written, digital, analog or machine readable format),
regardless of their function (e.g9., as operating or application
programs), and regardless of the medium in which they are
embodied or transmitted. Protection should be afforded to
electronic publishing: display and transmission rights should be
granted and electronic databases protected as compilations. Few
of these countries have acknowledged such express protection.

Each survey commences with a review of the critical issue of
eligibility of protection for U.S., works generally. With the
exception of Brazil and Nigeria, which are UCC members, most
countries surveyed restrict the eligibility of U.S. works. 1In
Korea, no U.S. works are eligible for protection. In Indonesia,
U.S. works are eligible only if published in Indonesia within 30
days of their first publication in the U.S. Many countries do
not clearly make U,S. sound recordings eligible for protection.

&/ Each survey represents a summary of the principal deficiencies
in each country's protection of copyrighted works. They should
not be viewed as exhaustive and, with certain exceptions, do not,
for example, take into account provisions of each country's civil
or criminal code which may contain other restrictions or
procedural and evidentiary burdens hampering effective
enforcement of copyright rights.
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The absence of clear national eligibility rules covering
U.S. works (and the absence of effective deterrent penalties) is
perhaps the most critical factor ensuring the persistence of
piracy in the countries surveyed. Such ci7rity can best be
obtained by adherence to the Conventions.

Wﬂw Yusi Rial o C Taht O B id
Protection for an Adequate Term

A. Scope of Rights

Countries must provide not only the traditional rights
of reproduction, adaptation, public performance and the right to
transfer ownership freely, but should include the right to
publicly display all works and transmit them electronically. The
term "public" ‘'should be defined in such a fashion to cover
transmission within networks and to subscribers. Retransmission
rights (via cable, from international or domestic satellite, or
by other means) should be covered. The exclusive right to
translate (e.g., entirely absent as a matter of statute in Taiwan
and in practice in the Philippines) must also be afforded. 1In
the countries surveyed, many of these rights are absent.

B. Limitations on Exclusive Rights and Compulsory

Licenses

Limited exceptions to these broad rights have been
recognized in both the Berne and Universal Copyright
Conventions. Yet many of the countries surveyed have adopted
limitations far beyond those permitted in the Conventions.
Singapore, for example, exempts the broadcasting of music by the
government and many countries have adopted compulsory licenses
which are mere cloaks for what is tantamount to piracy. For
example, the Philippines reserves the right to translate
U.S. works at confiscatory fees, and Taiwan simply discriminates
against foreign works by not affording any translation right.
In addition to being inconsistent substantively with the norms in
the Conventions, most of the compulsory licenses fail to contain
procedural safeguards -- including notification of the copyright
owner where an application for an involuntary license has been
made, provisions for appearance at a hearing, mechanisms to
ensure payment and remittance of reasonable royalties, and
workable systems to assure that exports of copies made pursuant
to such licenses will be effectively prevented.

v Though Taiwan cannot join the Conventions, eligibility issues
can be clarified in a bilateral arrangement. See survey on
Taiwan.



157

The United States should oppose the implementation of
compulsory licenses, unless the country demonstrates a clear case
that legitimate local needs have not and cannot be met by
voluntary licensing. At the very minimum, where necessary, these
licenses should be brought into conformance with international
norms.

C. Retroactivity

In the case of countries that have previously afforded
no meaningful protection to the works of foreign nationals, the
issue of retroactive protection is of crucial importance.
Countries like Korea, Indonesia and Singapore that have afforded
no protection to U.S. works in the past should provide for
retroactive application of their law. Without such provision,
the new law would result in little or no protection, as a
practical matter, for many classes of works. If there were
no retroactivity, piracy of older unprotected material would
likely continue unabated and these pirated works would unfairly
compete with trade in newer, protected works, The case of
textbooks and software are prime examples.

D. Term of Protection

With respect to the duration of protection, the
U.S. government should support the now virtually standard
international norm of "life plus 50 years" and 50 to 75 years -
after public dissemination for works made for hire, e.qg.,
motion pictures, sound recordings and similar works. Attempts to
create varying terms of protection based on the perceived social
or -scientific value of a particular work or class should be
resisted as ultimately damaging to world trade and to harmonizing
long-established copyright principles.

Brinciple 3: National Law and Regulations Should Eliminate
Onerous Substantive and Procedural Formalities That Inhibit
the Effective Exercise and Enforcement of Copyright Laws
The emerging international trend is to eliminate any
formalities. Onerous formalities, whether substantive or
procedural, can make the right "to secure, tc exercise and to
enforce” exclusive rights, as a practical mutter, illusory.
The Berne and Universal Conventi~ic deal only in general terms
with these problems., Nevertheless they remain one of the
principal hindrances to effective protection abroad.

Taiwan, for example, makes registration a condition to
protection for foreign works and imposes onerous administrative
burdens and costs on registrants. Only the pirates benefit.
Singapore requires oral as well as affidavit testimony of
ownership and of the facts showing simultaneous publication,

10

62-510 0 ~ 86 - 6



158

significantly increasing enforcement costs and delays.
Censorship requirements are often tied directly to copyright
protection (e.q., Taiwan), with ruinous consequences.

Most of these requirements are unnecessary; the
U.S. government should seek their elimination.

Virtually all countries suzveyed either have woefully
inadequate penaltxes or fail to impose those they do have. In
Singapore, the maz;mum statutory penalty for record piracy is
U.S. $900 and 1 year in prison (for other works the penalty is
even lower) and even these are rarely imposed. In Egypt, a
piracy offense carriers a maximum penalty of only $135 -- a mere
"cost of doing business" for pirates. Even repeat offenders face
only a maximum of three months in prison. The United States must
insist on a criminal penalty structure that realistically deters
piracy.

Improvements should be made to permit civil actions to
proceed efficiently. Adequate civil remedies, including punitive
damages upon proper proof, and provisions for injunctive relief,
pre-trial impoundment and ex parte seizures upon reasonable
showings should be permitted.

Governments must commit resources to fighting piracy and
publicly condemn such activity. While certain of the countries
surveyed are making headway, many are not. Training, additional
personnel and financial resources must be made available; where
they are not, piracy is too lucrative a business to be deterred.

v. CONCLUSION

When the surveyed countries' legal regimes are measured
against the statutory mandate in the 1984 Trade amendments, it is
clear that none meets the test. Unless these countries take
immediate and tangible steps to improve their system of
protection and reduce the massive and growing damage to
U.S. copyright owners, the Alliance believes the President must
consider limiting such benefits and, in appropriate cases,
suspending or terminating the beneficiary status of the offending
countries. Since the passage of the Trade and Tariff Act ten
months ago, with the exception of Taiwan, we have at the most
heard only indications that improvements will be made. Delay can
no longer be excused; the resolve of the 0U.S. to combat piracy
must be made crystal clear.

11
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Recently, many of the surveyed countries have petitioned
USTR to waive the competitive need limits on certain of their
exports to the U.S. Singapore has scught such action on 18
different products including computers and tape players. Taiwan
has sought waivers on 50 products, the Philippines 11, Korea 34
and Malaysia 16. As was stated by Townsend Hoopes, President of
AAP in testifying on behalf of the Alliance at the GSP
Subcommittee's hearings on June 25, 1985:

It is a sham for our government to strengthen the
economic benefits of the very countries most
responsible for piracy of U.S. intellectual property.

The United States Trade Representative should make it known
to these countries that such waivers will not be granted unless
immediate and significant improvements are made, and that
their GSP beneficiary status is itself in grave jeopardy.

The accelerated availability of medium and high technology
products -- VCRs, tape recorders, etc. -- in the developing world
has caused a massive increase in piracy in just the last 5
years. The same process occurs: the market is opened with
legitimate goods, pirated works drive out the legitimate,
domestic inventory of pirated works grows rapidly due to the high
profits involved, and then the domestic pirates become
exporters. Singapore and Taiwan are classic examples. This
process will be repeated in the other countries surveyed unless
the U.S. government makes the elimination of piracy an urgent
priority.

On the basis of the evidence contained in this regort and
from other information available to USTR, we urge that a
specialized high-level task force be commissioned to inform each
government of the seriousness of these losses and to work with
that government to adopt immediate changes in the status of
protection of U.S. works. The Alliance will provide its full
resources to the U.S. government to assist it in accomplishing
this objective.

12
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Ambassador VELIOTES. Now you have responded and so has the
administration. We very much appreciate the provisions added in
1984 to the Generalized System of Preferences Extension Program,
which conditioned benefits on protection of intellectual property,
and in the International Trade and Investment Act of 1984 that
strengthened and clarified section 301 of that act to give the Presi-
dent the additional leverage to seek adequate and effective protec-
tion for U.S. intellectual property.

In my written testimony I have detailed progress to date in
achieving elimination of piracy and counterfeiting as well as the
major offending countries and we applaud the effortsof the admin-
istration and the Congress. We understand that both are commit-
ted to seeking elimination of this problem. However, as mr col-
league rather vividly portrayed, after 2 years, there is a lot of
promise but not too much has actually been delivered. And that is
what we are here today asking—that the Congress give the admin-
istration additional tools and resources with which to contain the
piracy that exists and move ahead to eliminate it.

We are looking for some unqualified victories in this respect.
And we are convinced that our trading partners are still not con-
vinced that we really mean business. We have heard different dis-
cussions earlier today of how best to do this. We certainly support
the provisions of S. 1860 revising 337. We believe that would be an
important improvement in protecting our market. Of course, we
are just one market, the most important market. We also have the
problem of the markets overseas.

Since the submission of my written statement, we note that Sen-
ators Wilson and Lautenberg have introduced S. 2435, the Interna-
tional Intellectual Property and Market Access Act. I am not pre-
pared today to address this proposal in detail. We have not yet had
an opportunity to study it or to discuss it with the principals in the
association, or the alliance.

But I would like to take this opportunity to extend the apprecia-
tion of the entire intellectual property community to Senators
Wilson and Lautenberg for this timely and comprehensive ap-
proach designed to enhance the protection of American intellectual
property.

I would like to stress one more point, Mr. Chairman. The ques-
tion of resources. Maybe USTR needs a strike force on this subject,
a group of people dedicated to the subject. Harvey Bale and his
people are doing a terrific job, but they are working flat out. USTR
needs additional people and funding. There is no sense having
people, for example, if they can’t travel. We are talking about
international piracy. We would urge the Congress to keep this in
mind as we seek to implement and put teeth into our efforts to
eradicate this problem abroad in the interest not only of the
United States, but we are convinced, also of the creative genius of
our trading partners as well because this is going to come back and
haunt them.

Mr. Chairman, I appreciate the opportunity to be with you today.

Senator DANFORTH. Well, thank you very much.
| [Tlie prepared written statement of Ambassador Veliotes fol-
ows:
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Mr. Chairman and members of the Subcommittee, my name 1s
Nicholas Veliotes. I am President of the Association of American
Publishers which represents our nation's book publishing
industry. I also appear here today as a member of and on behalf
of the International Intellectual Property Alliance. The
Alliance was formed two years ago by most of the associations
representing our nation's copyright industries. These include,
in addition to AAP,

* ADAPSO: The Computer Software and Services Industry
Association

* AFMA, the American Film Marketing Association

* CBEMA, the Computer and Business Equipment Manufacturers
Association

* MPAA, the Motion Picture Association of America

* NMPA, the National Music Publishers Association

* RIAA, the Recording Industry Association of America

We came together in this umbrella organization to press the
Congress and the Administration first, to recognize the critical
importance to the United States of trade in goods and services
dependent upon intellectual property protection worldwide and
second, to help forge the necessary legal tools enabling éur
trade negotiators to convince foreign nations to take action
against massive and debilitating piracy and counterteiting of
U.S. books, music and recotd;, films, computer software and other
products representing the best of American creativity. With

respect to the first objective, there has been no disagreement
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over the importance of protection for intrllectual property to
the U.S. economy and to U.S. trade. Services has become the
dominant sector of our economy, within which the copyright
industries are among the fastest growing. According to the
American Copyright Council, as far back as 1982 the copyright
industries accounted for approximately 5% of the Gross National
Product and employed 2.2% of the civilian labor force. The
copyright and information-related industries contributed over
$150 billion to the GNP and these industries earned in 1982 a

trade surplus of over $1.2 billion.

At the same time, piracy of U.S. copyrighted works had
become an epidemic. In a study undertaken by the Alliance last
year, entitled "Piracy of U.S. Copyrighted Works in Ten Selected
Countries®”, we estimated that losses due to piracy in just the 10

countries selected exceeded $1.3 billion per year. These

countries include Taiwan, Singapore, Korea, Brazil and others.
Both Congress and the Administration have now come to
recognize the importance to U.$. trade of fostering protection
for U.S. intellectual property around the world. This
Subcommittee recognized this in 1984 when you considered and
passed the GSP Renewal Act and the International Trade and
‘Investment Act of 1984 both of which armed the President with the
weapons that he needed to encourage pirate countries to provide
adequate and effective protection of U.S. intellectual
property. -We have also welcomed the Administration's support of
bilateral and multilateral efforts to improve protection of

intellectual property. Only last month, the Administration
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issued a comprehensive statement on the importance of
intellectual property protection to the world economy and to U.S.
trade and on the need to pursue both multilateral and bilateral
strategie; to improve protection.

There is no longer any question that improved protection for
intellectual property is high on the U.S. government's list of
trade priorities. It remains to be seen, however, whether this
commitment can be translated into real success at the bargaining
table. About 2 years after the enactment of these new laws, we
can report significant progress but, as yet, no unqualified

victories.

[ ] Only Taiwan has passed a new copyright law. Taiwan has
finally made U.S. works unequivocally eligible for
protection and has increased criminal penalties.
However, we must await Taiwan's new enforcement
regulations to determine whether piracy in Taiwan can be
effectively halted. Meanwhile, estimates that the U.S.
loses over $180 million per year from piracy have not
changed, and piracy of U.S, works is continuing.

® In November, 1985, the Administration self-initiated a
Section 301 ihvestigation into the intellectual property
practices and laws of South Korea. This country has
never protected American works. We lose about $150
million due to piracy. After 6 months of negotiations,

while progress appears to have been made, the Koreans



have still refused to accede to some of even the most
basic concepts of eftective protection. Piracy of U.S.

works continues.

In Singapore, one of the world's worst pirate countries,
a new copyright bill has recently been intrvoduced.
While in many ways it is a significant improvement over
current law, it still offers no explicit protection to
U.S. works., While it is essential that Singapore join
the Universal Copyright Convention and the Geneva
Phonograms Convention, there is no announced

timetable. Piracy of U.S. works estimated at over $350
million per year, including exports worldwide,

continues.

Malaysia has recently introduced a new copyright bill.
It appears to be a good law which, if combined with
timely adherence to the multilateral conventions, will
be helpful. While these developments are a hopeful
sign, piracy losses of over $70 million per year

nevertheless continue.

Indonesia has done nothing to indicate any move in the
direction of improving protection of U.S. works.
Recently, pirated audio cassettes have been found in the
U.S. shipped by diplomatic pouch. Piracy continues with

losses of over $200 million per year.
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[ ] Thailand has done nothing to improve its copyright
protection of U.S. works. Piracy of over $3U million

per year is continuing.

[ Little or no progress has been made in other countries
where piracy is significant -- in the Middle East and

Latin America -- though discussions are in progress.

We can report to you that, while we see some progress and
hopeful signs that there will be more in the near future, piracy
continues on a massive scale. The Section 301 case against Korea
is now in its seventh month and the USTR GSP negotiation teams
have just this last week returned from consultations with key
pirate countries in Asia. Progress has been painfully slow and,
while we have no-reason to doubt the Administration's unflagging
commitment to improving protection, we remain concerned that our
trading partners are still not convinced that the U.S. will no
longer tolerate piracy and will take, without hesitatioan,
definitive action if the problem is not corrected. It is
absolutely essential that the U.S. make clear and creditle its
determination to require improvements in intellectual property
protection. To do this, the Administration must have not only
the legal tools but must commit AOte of its resources to these
negotiations. With the tools and the increased commitment of
resources, we believe the problem of piracy, to the extent it

rests on inadequate laws, can be solved in the next year. Unlike



167

many other of the seemingly intractable trade issues the U.S.
faces, the lack of protection for intellectual property in many
parts of the world can be remedied. It is not a question of
whether but of when -- and when will depend simply on the level
of commitment and resources devoted to solving the problem.

What we need is an Anti-Piracy Delta Force at the USTR.

With a commitment at this level, our government can solve this
problem and declare a major trade victory benefitting the entire
world. However, we are quite frankly concerned that USTR simply
does not have the resources to do the job within this time frame
at this level. We just cannot afford to have countries like
Thailand, Indonesia and others not feel the pressure that Korea
now feels.

We are also concerned that our negotiators do not always
have the leverage that is needed to convince thgse countries of
the seriousness with which we view their failure to pr;tect
intellectual property. The Alliance would support legislation
which would enhance the credibility of the U.S.'s commitment and
enlarge its resources to enable it to apply that leverage now.
These countries must be firmly convinced that unless they take
immediate action, they will face certain retaliatory action by
the United States. If this message is made clear, we believe
there will be no need to retaliate.

While the Alliance's efforts have been directed principally
at improving copyright laws and enforcement in other countries,
we support in principle those changes in Section 337 which are

contained in S. 1869 sponsored by Senator Lautenberg and in
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$.1860 sponsored by the Chairman and others. These amendments
will help deny to pirate countries and their industries an
important market =-- our own -- for their illicit wares. We must
emphasize, however, that the U.S. is only one market; pirates
sell all over the world, disrupting and even destroying existing
markets for U.S. companies. While these amendments are important
and deserve quick enactment, they would not help prevent, for
example, the export of pirated audio and video cassettes, books
and software out of Singapore to the rest of Asia, to the Middle
East and even to Europe.

We also would like to comment on a provision of S. 1860
which seeks to graduate cecrtain advanced developing countries,
including Korea, Taiwan and perhaps Singapore, from the GSP
Program. The Alliance opposes this proposal because it will
elimjnate a very important point of leverage to obtain
improvements in the protection of U.S. intellectual property by
these countries. Continued participation of these countries in
the GSP Program is a small price -~ if a price at all -- to pay
for significant improvements in protection of our intellectual
property.

Last week, we were pleased to learn that the Administration
had announced agreement to include intellectual property
protection as a topic for discussion and negotiation within a new
Multilateral Trade Round. We strongly support this effort to
include within the GATT an agreement to guarantee the fundamental
rights of owners of intellectual property and to develop

international dispute settlement mechanisms to assist in
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enforcing these rights. We would support provisions similar to
thcse appearing in H.R. 4750, the Comprehensive Trade Policy
Reform Act of 1986, which authorize such negotiations and
establish U.S. objectives for the inclusion of intellectual
property in such discussions. We view these multilateral efforts
as an important component in our overall trade strategy, which,
while aimed at the longer term, set a clear direction and
backdrop tor the bilateral discussions now underway with many
countries. However, we would urge that Executive Branch
resources not be diverted from these critical bilateral

efforts. We believe that the problem of inadequate protection of
our works can only be solved in the near term through the well-
organized and concentrated bilateral efforts we recommend.
Resources must be added to accomplish this objective and care
must be taken to ensure that those multilateral efforts, directed
to the longer term, not result in diverting energy from this
immediate and important task.

Mr. Chairman, we thank you and the Subcommittee for :he
support you have given to these efforts to stem the tide of
worldwide piracy and to establish an atmosphere in international
trade which values the products of American creativity. Wwe look
forward to working further with you to bring U.S. resources fully

to bear on resolving this problem.
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Senator DANFPORTH. Mr. Valenti, you have been at this for years.
In fact, you were one of the people who got me into this issue. I am
sure that you have about as many horror stories to tell about the
effect of piratinmn the motion picture industry as there are
motion pictures. en your industry has sought redress, when you
have sought help from the Government, how has it worked out? In
other words, is the system now working? Do you find the system
responsive to your needs? If you have a complaint, is the Govern-
ment able to step in either through section 301 or through the GSP
conditioning or the use of diplomacy or whatever? Can you get help
from Uncle Sam?

Mr. VALENTI. The overall question is: Is the system working?

Senator DANFORTH. Yes.

Mr. VALENTI. The brief answer is no. Are we getting some hel
from the Government? The answer is yes. I could not applaud wit
more passion and more gratitude Ambassador Yeutter and his
staff. They have been absolutely magnificent. But they operate on
a $13.5 million budget I\fer year, which is about what we spend on
the Army, Na\?', and Marine Bands, I would guess, and maybe the
cost of four or five good lobbyists annually in this town.

Senator DANFORTH. Is it lack of personnel and lack of budget
that is the problem, then? Or is it that the statutes are inadequate?
I mean you are here to testify on behalf of changes in the statute.

Mr. VALENTI. Yes, sir. What I am here to testify is that, first, I
believe that the USTR does need increased strength in manpower

rofessionals. But, No. 2, what we need more than an;\;thin else,

r. Ghairman, is an institutionalized process that is the will and
the resolve of the Congress, and is there in the law and in commit-
tee language, that sa{ys without any ambiguities to all the countries
all over the world: If you persist in this kind of torment to Aneri-
can businessmen in your country, you will suffer some kind of
injury.

Se?nator DanrForTH. You don't think there is a credible threat
now

Mr. VALENTI No, sir, I do not.

Senator DANFORTH. You think that the statute is too cumber-
some, there are too many hurdles that have to be jumped with re-
spect to injury and industry; just too difficult?

Mr. VALENTI. Yes, sir. I agree with what you just said.

Senator DANFORTH. Now, Mr. Secretary, the GSP, has that
proved to be a credible threat, in your opinion? Let me say that it
was kind of my baby in a way, and I argued vg;orousl%on half of
keeping GSP status for Korea and Taiwan and Hong Kong back in
1984 and before. But I have to say that I am not sure the results
have been there, and maybe we are just crying wolf by condition-
ing GSP status on intellectual property rights.

bassador VELIOTES. It is important, Mr. Chairman. And I
would like to take this opportunity to oppose any efforts to gradu-
ate certain countries—Singapore, Taiwan—from GSP, because we
believe in those instances this is an important tool.

Senator DANFORTH. Well, it hasn’t worked.

Ambassador VELIOTES. Well, we have something in Taiwan with
respect to copyright. There is even movement in Singapore in this

respect.
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Now is it the only answer? No. But we believe it is an important
tool and we should use it. Now there are other countries. I remem-
ber a country that I was closely associated with recently where
they had $11 million in GSP. That isn’t an important element in
that garticular country. But as a tool, just let me say we believe
that GSP is important as an element of an overall strategy.

Mr. VALENTI. Let me add an addendum to what the Secretary is
saying. Seventy percent of all of GSPs go to six countries. And in
Korea, where theilhave $1% billion dollars worth of GSP, there is
some pain there, Mr. Chairman. And I've just come through a long
and tortuous negotiation under a 301 filing with the Republic of
Korea. And I have to say that was not beyond their comprehension.
They understood what I was talking about.

But after you mention those six countries—and Singapore is one
of them where there has been some movement in the area of copy-
right laws, and a few other places. But after you name those six
countries, then you dribble off into kind of the price of a class D
baseball pleBrer, and that is not going to affect——

Senator DANFORTH. Yes. But those are the real basket cases,
those other countries. It is a little bit hard for us as politicians to
explain to our constituents why it is that we should grant preferen-
tial trade status to a country that has a $10 billion surplus with
the United States and still pirates U.S. products.

Mr. VALENTI. Well, my answer to that, Mr. Chairman, is very
simple, and I think it is bound up in this bill. There has to be a
stern, steady, persistent viewpoint, a declaration, if you will, on the
part of this Government as the Congress puts it in the bill, that
from here on out we are not dealing in rhetoric. We have an insti-
tutionalized process, and once you get——

Senator DANFORTH. Let us suppose we retain GSP for these
newly industrialized countries. Let's suppose we retain it and there
is still pirating. Do you think we should withdraw it? Do you think
we should say, in effect, that it is true back in 1984 we were crying
wolf, but we are not crying wolf anymore; we are actually going to
withdraw GSP status because of piracy?

Mr. VALENTI. Absolutely.

Senator DANFORTH. Why don't we get on with it now?

Mr. VALENTI I can't answer that question, Mr. Chairman. I am
no longer in power. [Laughter.)

Ambassador VELIOTES. But, Mr. Chairman, the fact that it is on
the books is important. It got a lot of attention, positively. Sure, it
hasn’t achieved everything we had hoped it would achieve. I don’t
think we really thought then that it would be the panacea, the
answer to all the questions. We believe it is important that it stay
on the books, and we think it is important that these major pirates
continue to be under that threat.

Mr. VALENTI. And, again, I think in those six coun‘ries, that you
know better than I, the threat of maybe withdrawing the GSP may
have some credibility. None of them have ever been withdrawn. At
least the only two countries we have negotiated with really serious-
l{ugatel have been Taiwan and Korea. And I have to confess to
thi y that we have done very well in both those negotiations.
Not that we have achieved everything. All we were looking for was
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equity. We didn’t want any special favors. And we are moving
toward that in those two countries.

Senator DANFORTH. Are you sure?

Mr. VarenTi. That is a very good question, Mr. Chairman.
[Laughter.]

Ambassador VELIOTES. Hopefully. :

Mr. VALENTI. As a matter of fact, I have sent a letter to the U.S.
Trade Representative saying if certain pledges are not redeemed, I
will be knocking at your door, and asking you to lock arms with us
and let us march toward the Far East.

Senator DANFORTH. Senator Baucus.

Senator Baucus. Mr. Valenti, you described the problems we
have in Canada as well as Brazil. It dawned on me that perhaps
our industries need some forum in which to get relief more quickly.
Then you moved to the Wilson-Lautenberg bill, which, as I under-
stand it, is basically a Government remedy. That is, I understand
the USTR would establish certain criteria to use in negotiations
over a couple of years with these countries. Then some action
would be taken in the event that there is no sufficient resolution of
the problems with those countries.

But intellectual property infringement is such a disastrous prob-
lem now for the industry in this country that the thought came to
me that the Wilson-Lautenberg bill, which would yield results only
after time, might not be effective.

Second, instead of relying upon the Government as 1 understand
the bill does, wonder why it wouldn’t make more sense for there to
be better private remedies available to the industri. Why not, in
addition to the Wilson-Lautenberg bill, work with the Congress to
hone better developed private remedies so that the industry itself
need not depend for relief upon the USTR and the executive
branch of whatever party might be in power? The industr{ would
be afforded not only more timely relief but more definite relief.

Mr. VALENTI. Well, Senator, the Secretary can answer for the
publishing industry. I am not sure what you mean by private reme-
dies. If you could explain that to me, then I——

Senator Baucus. I am suggesting that the industry might be
better served by more traditional remedies, rather than having the
USTR file a 301 or begin negotiations with the offending country.

Mr. VaLenTi. Well, I think unless there is some kind of peril that
is going to be visible to a foreign country we are just dealing with
dry leaves in the wind. There has got to be a certainty, a certainty
of injury if you make your case. Every day we are involved in pri-
vately sitting down with various countries. I have just come back
from France where I sat with the Minister of Communication and
Culture on some indigenous problems there. We do that all the
time.

But when you have a serious matter, such as Korea where we
were locked out of that marketplace, where we are virtually exiled
from the home video market in Brazil, a problem where Canada is
about to ‘pull down an iron trade curtain on us, then I think you
exhaust gour private remedies.” You use those, but you must
have the re of your government looming like a giant shadow
over your shoulder as you deal, and then there has to be a forum
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where we can present our case when our private remedies fall on
shallow ears.

Senator Baucus. You are saying you need the Government’s as-
sistance?

Mr. VALENTI. Absolutely.

Senator Baucus. Even if direct private extraterritorial remedies
were developed, you still think that you need the Government’s in-
volvement?

Mr. VALENTI. Well, under the Wilson-Lautenberg bill—which I
hope will be joined in by a number of your colleagues—after the
negotiations, the President, if he thinks the negotiations aren’t
going well, or the offending country will not organize a fair trade
agreement, he is mandated to respond in some way with what I
like to call a surgical trade retaliation. You don’t have to bring out
the hydrogen bombs, but you can sure send in some kind of a strike
force to pick away at that country to let them know that they can’t
escape. It is going to be an untidy future for them in the trade area
if they do not deal in equity.

Senator Baucus. Do you agree that the industry and the injury
test should be eliminated?

Mr. VALENTI. Absolutely.

Senator Baucus. Are you working with the USTR in trying to
resolve the intellectual property right problem with Canada in the
upcoming bilateral free trade agreement talks with Canada?

Mr. VALENTI. Yes, sir. The Canadians have said in public decla-
rations and reinforced in private discussions that they want to
“keep off the table” all matters pertaining to cultural sovereignty.
Our Ambassador Yeutter has made it clear, and I think Secretary
Baker has made it clear, that in no case will bilateral talks exclude
cultural sovereignty matters.

Senator Baucus. Are you in favor of the United States signing
the Berne Convention?

Mr. VALENTI. Yes, sir.

Senator Baucus. You believe that that manufacturing clause
should not be an impediment?

Mr. VALENTI. We are opposed to it.

Senator Baucus. Thank you.

Senator DaANFORTH. Gentlemen, thank you both very much for
your testimony. .

Next we have a panel consisting of Donald Swan, Monsanto Co.
and chairman of the International Anti-Counterfeiting Coalition;
Richard Witte, vice president, Intellectual Property Owners, Iac.;
David Foster, ITC Trial Lawyers Association; and Allan Men-
delowitz, National Security and International Affairs, General Ac-
counting Office.

Mr. Swan, what is wrong with the Cardinals?

Mr. Swan. They are not hitting.
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STATEMENT OF DONALD H. SWAN, CORPORATE GROUP VICE
PRESIDENT, MONSANTO CO., CHAIRMAN, INTERNATIONAL
ANTI-COUNTERFEITING COALITION; AND MEMBER, BOARD OF
NATIONAL AGRICULTURAL CHEMICAL ASSOCIATION, ST.
LOUIS, MO

Mr. SwaN. Mr. Chairman, I am Don Swan. I am chairman of the
International Anti-Counterfeiting Coalition, a broadly based coali-
tion whose common interest is the protection and enhancement of
intellectual property rights—patents, trademarks, copyrights—in
the often hostile jungle of international trade. I am also on the
board of directors of the National Agricultural Chemical Associa-
tion, and a vice president of Monsanto Agricultural Co. I am ac-
companied today by Don DeKieffer, our coalition’s counsel who is
well known to this committee for his work in the trade area.

I would like to just hit some of the highlights of my written
statement to give you my perspective as a businessman and one
whose company’s future is riding on whether the fruits of our ex-
tensive and expensive R&D efforts, our inventions, can be protected
from piracy.

The nature of U.S. trade has changed. In the Yast, our strength
has been the high volume, efficient production line. However, as
the rest of the world has developed, America’s strength has begun
to shift to higher technology, more creative products, with a higher
intellectual property content. Or you might say we have gone from
the Model T for everybody to the computer revolution.

Don't let the trade figures confuse the fact. High technology, cre-
ative U.S. products are in the lead in many areas internationally,
and they are very much in demand. From Disney movies to IB
computers, we have much of what the world wants.

But these products have a real vulnerability. They can be easily
copied, pirated, if you will, if they don’t have adequate intellectual
pr?lperty protection. While it takes the genius of Disney, a large
and creative staff and substantial investment to create a Fantasia,
a few semiskilled workers squatting over tape duplicators in a
garage in Asia can easily undercut that investment. And, thus,
steal from an important export-oriented American industry.

In the case of my own company, literally years of R&D may be
needed to bioengineer a new micro-organism which can produce a
natural pesticide in the soil and protect crops. Without adequate
patents, it would be relatively easy for a pirate to obtain the
unique micro-organism and begin brewing up large batches of our
new products, killing our entire investment. Each product we try to
develop will cost tens of millions of dollars in research, and our
entire effort in this area is in the hundreds of millions of dollars.

I know that this is not new to this trade subcommittee. This com-
mittee took a leading role in the 1984 Trade Act in recognizing the
increasing role of high technology in creative products in Ameri-
ca’s trade future.

What we are suggesting is that this committee continue this
leadership role in assuring that any major trade legislation have a
well-rounded intellectual property protection title. Such a title
would tend to round out the measures passed in 1984. Components
in such a title would fill in the gaps in our domestic intellectual
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property protection and further encourage such protection over-
seas. They would help restore the sense of fairness in our trade re-
lations, making sure that the playing field is indead level and that
others have to play by the same rules.

Among the things we have suggested are make section 337 a
more practical remedy in intellectual property cases. We strongl
approve of the amendments before the committee with two small
exce&tions. We believe that you should retain the requirement that
the U.S. industry be involved. That is, that the complainant has a
substantial investment in U.S. manufacturing, R&D, creative devel-
opment or marketing development facilities.

This would include universities and pure research facilities.
What we are saying here is that the fact that a guy merely has a
patent or has a very small sales presence in this country should
not let him have access to this extraordinary remedy.

This is not because of the principles involved but because of the
limited time of the ITC. They cannot justify spending time and
fs’tt:g:s on cases of companies with limited investment in the United

With respect to amending the patent law itself to provide ex-
tended process of manufacturing coverage, we recommend that you
gt:ongly support this measure for inclusion in any bill before the

nate.

We do, however, have two comments in proposals before Con-
gress. We take strong exception with administration proposals that
only direct products of a patented process be covered. We would be
concerned that, for example, in my area a foreign producer could
use our patented process to make an active ingredient of a pesti-
cide but then avoid infringement prosecution by a formulation

rocess. That is, mixing it with carriers and additives to produce
inished pesticide.

The administration indications that subsequent steps or process-
es would render the product immune from infringement would sig-
nificantly narrow this new protection. We think it should be
enough that there is obvious use of the innovator's patent in the
product imported.

The essence of a finished pesticide or a pharmaceutical is the
active ingredient.

Moreover, we are concerned about the grandfather clause in this
rovision as it appears in S. 1860. That is, the protection of Prior
oreign investments in facilities overseas which would literally be

isntf;'ti:sging pirate’s facilities if they were built here in the United

The coalition also strongly supports GATT-negotiating authority
for property rights. Clear, comprehensive international rules for
everyone are very desirable. We know that development will take a
long, long time. But we need to develop those rules, and we need to
stand behind them.

The coalition also urges this committee to support with your col-
leagues and on the floor inclusion of a property rights title of

atent term restoration for agricultural and chemical products.
hese innovative export-oriented industries have experienced loss
of a significant portion of their patent protection to the increasing-
ly long regulatory delays in bringing products to market. Their
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leading edge technology in world markets should be encouraged by
a reasonable patent term here in their home market.

In addition, more often than not it is a foreign producer who
takes advantage of this artificially shortened patent life, diminish-
ing our motivation to innovate and having a negative impact on
our trade balance.

We think the committee should consider some new issues such as
increase in resources to USTR and perhaps the Commerce Depart-
ment so they can carry out the very important responsibility in the
area of property rights enforcement that was given to them by this
committee.

The committee also may want to consider whether the authority
and direction given to USTR in the 1984 act is sufficient to follow-
up on those activities currently underway.

And, finally, I would just like to also express our comment that
we think that the manufacturing clause should not be continued
for the same reasons as stated earlier.

Thank you, Mr. Chairman.

Senator DANFORTH. Thank you, sir.

[The prepared written statement of Mr. Swan follows:]
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TESTIMONY OF
DONALD H. SWAN
CORPORATE GROUP VICE PRESIDENT
MONSANTO COMPANY
AND
CHAIRMAN
INTERNATIONAL ANTICOUNTERFEITING COALITION

BEFORE THE TRADE SUBCOMMITTEE
OF THE -
COMMITTEE ON FINANCE
UNITED STATES SENATE
OoN

MEASURES TO ENHANCE THE PROTECTION
OF U.S. INTELLECTUAL PROPERTY RIGHTS

IN INTERNATIONAL TRADE

May 14, 1986

The International Antficounterfeiting Coalition is an
organization of over 150 corporations, trade associations, and
practitioners with the common goal of attacking the counterfeiting
and piracy of our high technology and creative products., In the
{international trade arena, America 1is extremely competitive in
these areas, and such trade is growing {n {mportance to our country.
Computer, new pharmaceuticala, agricultural chemicals,
telecomnunications, and th. whole exciting area of biotechuology
loom large {n our trading future, Moreover America's creative
genius fn the arts -- motion pictures, publications, and recordings =--
and in high fashion and other consumer products results in a large

and growing world market opportunity for Americe.
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On the other hand, our highly competitive products are subject
to being pirated by others who have spent no time and money tn
thei{r creation. Lack of patent, trademark, copyright, and other
types of {ntellectual property protection, especially in certain
lesser developed countries, creates and nurtures the developument of
this piracy. Gaps in our own intellectual property protection
further encourages it. Not only does America lose export sales and
profits to the pirates but also a share of our own domestic
warket. Our high technology and creative industries lose return on
the{r R&D and creative investments and thus such investments in

America's trading future are discouraged.

The Coalition was pleased when Congress recognized in the 1984
Trade Act that facilitation of piracy of U.S. intellectual property
1s an unfair trade practice, and there was a need to improve our
legal framework to deal with {t. While the 1984 Act has been in
effect only a short time, it has become clear to us that certain
additional measures are necessary to improve our intellectual
property protection at home and to encourage such changes abroad.
Some of these measures are treated in pending legislation while
others are relatively new ideas. This Committee, in {ts leadership
role on trade l!egislation, should consider them all, whether they
are solely in the jurisdiction of this Committee or may involve

other Coomittees as well.
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A well balanced Intellectual Property Protection Title of e

trade b{ll should include the following..

Improvements in § 337:

We strongly support proposed improvements {in Section 337 to
make 1t more practical to bring cases in the ITC to exclude imports
which infringe U.S. patents, trademarks, and copyrights. When this
type of actionm is applied to an infringement case, as opposed to the
more usual injurfous import of goods, clearly {ssues such as whether
the complainant {s "efficiently and economically operated"” or
whether “injury" can be proven are irrelevant. Infringement is by
definition an fnjury to intellectual property rights and whether the
{innovator's operation is efficiently run is meaningless 1n an
intellectual property rights case, as opposed to a co?modlty
wanufacturing case. There are other desirable features of the
propossals before this Committee, such as shortening the period of
time for obtaining exclusion of infringing products, increasing
penalties, broadening the lands of Intellectual! products included
and the like. There are two points, however, which should be made:

It would be desirable to keep the requirement that
complainant be a "U.S. industry,"” but such requirement
could be satisfied by having a substantial investment in
the U.S. in manufacturing, research, and development or
creative development facflities. We do hot feel a

company with only sales or marketing facilities in this
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countrv should have access to the 317 process. In this
connection we recommend this Committee look to Senator
Lautenberg's introductory comments on S.1860 and to the

language in the most recent bill in the House.

We would offer a word of caution on the Administration
recommendations that 19USC13378 concerning importation of

the product of a patented process be repealed as

redundant because of the Administration proposed

amendment to the patent law., While we support such an
amendment to provide adequate process patent coverage uander
the patent law (with one fmportant exception mentioned below),
enactment is not certain. We would strongly recommend these
provisions {n Section 337 be kept. One or the other

statute could be declared invalid. Certafnly {t does no

harm.

Authority for GATT Negotiatfons on Intellectual Property:

We strongly recommend the Committee provides adequate
authorfty for the Administration to enter into GATT negotistions on
intellectual property issues. While the GATT process can take a
long period of time and difffcult negotiations, the process should
be started to develop meaningful international recognition of
fundamentals in intellectual property protection. Adoption of the
GATT Anti-counterfefting Code could be a goal, along with the

beginning of a genuine effort to obtain internationally accepted
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basic standards for national intellectual property systems. In this
connection I may note that the international patent treaty, the
Paris Convention, does not even require signators 25 have a patent
ayat;n. Finally GATT could provide the currently missing means for

dispute settlement among nations in the {ntellectual property area.

Extended Process of Manufacturing Coverage:

We strongly support and recommend that any Intellectual
Property Title of a Trade Act include the proposals in $.1860 and
the Admi{nistration recommendations on “Extended Process Coverage'.
A U.S. party with a patented process of manufacture should be abdle
to sue for infringement a foreign producer who sets up outside the
U.S, using the beneficfal patented U.S. process to make unpatented
commodities which are then shipped to our country. The sale of the
commodities reaps the real benefit of the improved process and
should be subject to attack by the developer of the patented process.
This 1s consistent with the protection afforded local nationals iq
many forefgn countries, Moreover, the existence of s number countr{es
overseas with inadequate patent systems, where U.S. inventors cannot
get protection, consistututes & vreal threat to U.S. innovators. No
real protection can be obtained locally for a new U.S. process of
manufacture so a pirate operation can set up, benefit from using the
U.S, process and then sell the goods in the U.S., immune from any
attack. It is time we protected U.S. innovators as many countries

do their own.
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We do, however, have serfous difficulty with a new approach

suggested in the Adumini{stration draft and with a provision of

$.1860.

The Adainistration draft would extend protection only
where the {mported product is the "direct" product of the
patented process, While their statement indicates that
products only altered "in shape or used without
significant change in a commercial application"” would
still be subject to infringement suit, they indfcate that
products "materially changed by subsequent steps or
processes" would not. We feel this unnecessartly
confuses snd limits the extent of protection. If the
patented process {8 to produce an active ingredlent for a
drug or agricultural chemical and the foréign producer
formulates 1t into a finished product by mixing in
carriers, adjuvants, solvents so {t comes out s pill or a
can of pesticide, 1s this infringement? Certainly the
active ingredient is the key part of the final product.‘
But a formulation step has taken place. In our vievw the
“direct" qualifier should be deleted or at the very least
it should be made clear that infringenent takes place 1f
the use of a U.S. patented process is apparent {n the
overseas manufacture of the fmported product. The key we
feel 13 the obvious use of the innovator's patent in the

product "{wported.
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We are also concerned by a provision in Sec, 802 of

S.1860 concerning process patents., Sec.801(e) provides
that proper process patent protection will not

apply where the otherwise {nfringing product is {n
production or for which substantial preparation for
production was made prior to July, 1985. First, wve see

no need to protect foreign producers who have set up in
foreign countries U.S, patented processes to take
advantage of weaknesses in the law and benefit ac the
expense of U.S. innovators. We understand that Senator
Mathias has partially limited this in his reported b{ll
S.1543 to investments "in the U.S." However, we still do
not see why the foreign copier set up {n an enclave
country where the U.S. innovator cannot receive

protection should avoid i{nfringement because he has duflt
a U.S. distribution varehouse. Moreover, the latter part
of the provisfon referring to "preparation for

production” 1is far too sweeping.

In the normal sftuatfon the U.S. innovator will patent his
valuable new process {n the U.S., and all foreign countries
where he ¢an get meaningful coverage, so use of his
process in those countries will not be a problem. The
problem will come from plants in countries with inadequate
patent systems where the U.S. innovator csannot protect
himself, Do we really vant to protect these copiers from
U.S. prosecution because of their plant planning or

investment fn the protected enclave of such a country?
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Restoratfion of Patent Term for Agricultural and Chemfcal Products:

We strongly support the provisions {n S.1860 and the
Administration proposal to restore part of the patent term lost
during health and safety review of certain agricultural chemicals,
animal health products, and other chemicals. This legtslation has
significant potential with respect to the industries' abilities in
the trade area. These innovative industries in the U.S. are world
leaders and have a positive balance of trade for our country of
several billfon dollars. However, their products unlike other
inventions which can be sold shortly after patenting, can lose ovne
third or more of their patent life because the patented product
cannot be sold until the lengthy Federal regulatory and registration
process is completed., This truncated patent term reduces the
incentives for these export oriented industries to engage {n research
and development to keep them world leaders., Patent term restoration
would prevent foreign manufacturers from taking advantage of this
short term by makfing U.S. products and shipping them into our huge
domestic market before the U.S. innovator has obtained sufficient
return on his {nvestment. Europeans have protected their own
ifndustry by going to a longer patent term. Moreover, this type

restoration was extended to pharmaceuticals in the U,S. last year.
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Technical Patent Amendments:

The Committee should also support three technical patent
amendments proposed by the Administration because of their
implications for U.S. high technology exports. These include
Technology Licensing, Patent Misuse, and Licensee Challenges to
Patent Validity, These amendments promote innovation in the U,S, by
eliminatirg technical pitfalls an innovator can encounter in
marketing his fnvention. Restricting the f{nventor from licensing
his product and obtaining a return on his investwent should only be
done for good reason, These amendments properly clarify the

groundrules under which a patent can be used.

Other Considerations:

Although formal legislative proposals are not before the
Committee, there are some other fdeas which we belfieve the

Committee should consider. These include:

. An Enforcement Office in USTR. Present efiorts of the

USTR under the intellectual property provisions of the
Trade Act of 1984 are taxing the agency's resources,
While we feel the relatively small and elite USTR staff
is doing an excellent job, they are stretched very thin

indeed.
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Inftiation of property rights based Sec. 301 actions,
combined with bilateral and multilateral negotiations
plus reporting and wvork under the GSP program will tax
the excellent existing staff. The Committee should
consfder the desirability of a modest addition to USTR
staffing and funding to take care of this additional

intellectual property protection work.

Follow-Up on 1984 Trade Act Work. The Coalition is

concerned that adequate authority and direction is
provided to USTR for follow-up after completion of the
property rights survey and GSP activities being carried
out under provisions of the 1984 Act. Undoubtedly the
world's intellectual property problems will not dbe fully
resolved after the current activities are completed.

While f{t can be argued that sufficient authority exists

to continue this wvork, the Committee may wvant to consider

giving some specific direction to the agency.
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STATEMENT OF RICHARD C. WITTE, VICE PRESIDENT,
INTELLECTUAL PROPERTY OWNERS, INC., CINCINNATI, OH

Senator Danforth. Mr. Witte.

Mr. Wrrre. Mr. Chairman, thank you for this opportunity to dis-
cuss section 337. I am appearing here on behalf of Intellectual
Property Owners. JPO members own and use patents, trademarks,
trade secrets and copyrights. [ am also chairman of the Intellectual
Property Task Force of the National Association of Manufacture /
and I am chief patent counsel to the Procter & Gamble Co~These
organizations also support legislation to improve A 37.

If U.S. corporations believe that their compétitors, particularly
foreigners, will take a free ride on_their ﬁ%zD, they will have less
incentive to invest in research-and development. But if U.S. patent
owners can be protected against foreign free-riders who have no
R&D expenses and who import into the United States, thousands of
Us. g)obs can be preserved.

IPO strongly endorses legislation to amend section 337 as in S.
1869. The most important feature of the proposed amendment in
337 is that intellectual property infringement—without more—will
be treated as injury for purposes of 337. By eliminating the require-
ment to prove injury, 337 would become a more effective remedy
for U.S. manufacturers.

It is difficult and expensive for a U.S. patentee to obtain relief
under existing 337 because of several requirements in addition to
itrlxlfrilx'lrg(:}:ment that have to be met before relief can be ordered by

e .

There is no economic or legal rationale for keeping the injury re-
quirement for intellectual property casese

Eliminating the injury requirement would not, however, trans-
form the ITC into a forum merely to litigate intellectual property
rights. The type of relief available from the ITC under 337 is differ-
ent from relief available in an infringement suit in a Federal dis-
trict court. There should be no concern over duplication of reme-
dies. The ITC has in rem jurisdiction. It can take action against im-
ported, infringing goods manufactured offshore. District courts, be-
cause of their in personam jurisdiction—you have to have someone
to sue—are often unable to enforce injunctions against goods or to
enforce dama?res against foreigners.

Another difference between district court and 337 relief is the
unavailability of money damages in the ITC. Only injunctive relief
is available under 337. If you want a jury trial, it is not available
at the ITC.

Under existing law, 337 relief is the only relief available to
owners of U.S. process patents if the manufacturing is being per-
formed abroad. Currently, it is not infringement to import products
made abroad by a patented process. We support the pending leﬁ
lation to close this looghole. For example, S. 1860. But even if thi
loophole is closed, both 337 relief and district court relief should
still be available. The magnitude and complexity of foreign patent
infringement require a variety of legal remediese

In addition to eliminating the injury requirement for intellectual
property cases, other 337 amendments are needed. We support
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eliminating completely the requiremerit that t};e ITC must find the
U.S. industry to be efficiently and economically operated.
For examplé; it may be difficult for a newly established technolo-

_-———gy based industry to show that it is efficient. However, we feel in

favor of retaining a requirement in 337 that there must be a prop-
erly defined domestic industry. S. 1869 does not yet define industry
in detail. It should be defined, however, to also include domestic or-
ganizations, university or private, whose function it is to do and li-
cense research whether or not they actually manufacture.

The definitions that are presently in H.R. 4747, we believe, are
quite appropriate. Any definition should not require an industry to
be in existence, however. Currently, 337 permits relief against im-
ports which would prevent the establishment of an industry.
Owners of patents should not be denied relief against foreign com-

tition if they are planning to establish an industry in the United

tates. Some industries built on new technologies may never be es-
tablished if patent owners cannot fend off foreign free-riders.

S. 1869 quite properly includes trade secrets. It should also be
made clear that it includes unregistered trademarks. Abuse of
trade secrets and infringement of all trademark rights need 337
remedies.

We hope an amended 337 will be included in your subcommit-
tee's trade reform legislation because it will help stop infringement
by foreign competitors who are taking a free ride on the R&D in-
vestments of U.S. companies.

Senator DANFORTH. Thank you, Mr. Witte.

[The prepared written statement of Mr. Witte follows:]
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STATEMENT OF RICHARD C. WITTE, VICE PRESIDENT
INTELLECTUAL PROPERTY OWNERS, INC.
tefore
SUBCOMMITTEE ON INTERNATIONAL TRADE

SENATE COMMITTEE ON FINANCE
on
S. 1869 AND RELATED BILLS
May l4, 1986

Mr. Chairman and members of the Subcommittee:

Thank you for this opportunity to express support for the proposed
amendments to section 337 of the Tariff Act of 1930. ~

I am appearing here on behalf of Intellectual Property Owners, Inc.
IPO is a nonprofit association whose members own patents, trademarks and
copyrights.

Although I am speaking today on behalf of IPO, I would like to note
that I am also chairman of the Task Force on Intellectual Property of the
National Association of Manufacturers and chief patent counsel at Procter
and Gamble Company. Those organizations in principle also support legisla-
tion to improve the effectiveness of section 337.

Introduction

[PO's members include large corporations, small businesses, universi-
ties and individuals. Members of IPO are rcsponsible for a significant
portion of the research and develepment conducted in the United States.
IPO believes an effective svstem for protecting patent rights and other
intellectual property rights is very important for encouraging R & D and
commercial development of new technology.

The evidence is overwhelming that the industrial competitiveness of
the United States has been slipping. Statistics relating to U.S. patents
are one measure of the slippage.

Last year three of the five corporations which received the largest
numbers of U.S. patents were foreign-controlled. Ten vears ago, none of
the top five were foreign-controlled. Last year 43.9 percent of all U.S.
patents were granted to foreign nationals, up from about 20 percent in the
late 196G's. The share going to Japanese nationals alone last year was
over 17 percent.

1255 TWENTY-THIRD STREET NW SUITE 850 WASHINGTON DC 20037 (202) 466-2336
TELECOPIER (202) 833-363b ® TELEX 248959 NSPA UR
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IPO believes this decline in American inventiveness can be attributed
in part to inadequate legal protection for inventions in this countrv. The
seventeen year exclusive patent right to manufacture, use and sell inven-
tions can give powerful incentives, but only if adequate legal remed.es are
available to enforce patents.

If companies believe their competitors are likely to take a free ride
on their investments in R&D, they have less incentive to invest in R&D. I
the owners of U.S. patents can be protected from free riders with no R & [
expenses who import into the United States, many thousands of U.S. jobs can

be preserved.
Effective patent protection in the U.S. helps U.S. companies most.

U.S. companies still own about 70 percent of unexpired U.S. patents and
U.S. companies are in the best position to exploit the U.S. market.

Eliminating The Injury Requirement

IPO strongly endorses legislation to amend section 337 of the Tar:ff
Act of 1930 along the lines proposed by S. 1869. We are also generailv :n
favor of the section 337 amendments in Title III of the Administration's
intellectual property package, but we prefer S. 1869 on certain points that
I will mention.

We believe the most important feature of S. 1869 is that intellectuai
property infringement -- without more -- would be treated as "injuryv” for
purposes of section 337. Paragraph (2) of subsection 3317(a) as amended bv
the bill would achieve that result. By eliminating the requirement t=2
prove other injury besides infringement, S. 1869 would make section 3137 a
nore effective remedy for U.S. manufacturers.

IPO's members who have had experience with proceedings under sect:on
337 involving patent infringement have found the existing law to be less
than satisfactory.

For example, a case filed by Corning Glass Works in 1984 against
Sumitomo Electric Industries, Ltd. and Sumitomo Electric U.S.A., Inc.
involved alleged infringement of patents concerned with optical waveguite
fibers. Corning has committed nearly 20 years and over $200 million in
research and development to optical waveguide fiber technology.

The complaint alleged direct infringement of Corning's U.S. produc*
patent covering certain optical waveguide fibers, and the unauthorized
importation of optical waveguide fibers manufactured abroad using Corning's
process patent covering a method for making optical waveguide fibers. The
U.S. International Trade Commission (ITC) instituted an investigation. Tc
obtain relief under section 337, Corning had to prove:

o That Sumitomo had infringed Corning's patents;

o That there was an optical fiber industry in the United States;

o That the optical fiber industry was "efficiently and economicallv
operated"; and

o That the infringement had had the effect or tendency of destroving



' . . .
. . . 1

or substantially injuring the domestic industry

“If Corning proved these elements. relief would then depend on uhether
.., - " the ITC believed imposing. restrictions on 1mports of "such 1nftingxng

if Cornxng,bad brought a suit aga@net'a U.S. manufacturer in. a federal

distrkgt court uni;;‘p‘sd patent law, it would only have had-to prove that -

ts paéents had b infringed. However, Cornisg could not have brou;ht a
<orresponding action in a federal dxstrict court because the patented . -
‘pgoce was being used outside the United States.. Corning's only qod?se *of
'ctioh on the process patent wgs under section 337.
- _1me,adm1nist:ative law judge assigned to, the case made a determination
,that precluded Corning frem obtaining reliéf. Specxfxcally, he- found that
c°rnxn5 s patents were valid and enforceable, that the product patent.was
of "pxoneer status," and that certain Sumitomo products infringed the
produet patent and were manufactured by Corning's patented process. He
alsaﬁfound that “there were two domestic industries, one under each of the '

g, the e¢ffect or tendency to substantially injure either of those industries.

lca&;i operated. - However, he found that Sumitomo's imports did not have
~. He t‘grefore found no violation of Section 337 The' Commission reviewed

: ﬁhe ITC determxned that the substant1al ‘injury’ requlrement had to be
taken as an independent-element of the law, even in intellectual

: propetty based cases. It further determined that Corning had not been
-Z substantially injured despite the findj ng of -infringement. .Corning has
appealed this detetmination to the Cofft of Appeals for the Federal Cir-
cuxt. o

In a case filed in 1983, another IPO member, Allied Signal Inc.,
sought rélxef under ‘section 337 -to stop infringing imports by ten Japanese
and West German competitors. Although Allied-Signal was successful in

A‘obtaining an exclusion order, the company has testified that proving injury ’

. it the proceeding was very burdensome ‘and expenslve‘

Allied-Signal developed and patented a process for the ménufacture of "

N 'famorphous metal strip, a thin metal film having a random structure more

' . typical of glass than metal and exhibiting extraordinary properties. The
** - company has spent. over $85 millior and 14 years developing amorphous metazls

“w,;-technology. Allied-Signal believes amorphous metals will be the key to an-
entire new industry in the United States. Thére are estimates that the
technology will support a billion doliar a year-business in the foreseeable
future. R o

B Ultimately the ITC found that,the 10 competitors had “engaged in unfair
_=, - trade practices within the meaning of section 337 as a result of their use
. . of Al{}ed Signal's patented process abroad. A general exclusion order was

% . issued’by the ITC. . . . -

et " Fortunately for™ ‘Allied- -Signal, inJury to a domestic industry was

articles was in the public interest. . .

r

2L wo- p@tents. and that both of these industries were efficiently and econom‘v.

;Lhe'aum1n1strat1ve “law judge's determ;natxon and. affirmed it. BT N SN L

determined to exist. but a slxght shift in the facts of the case could have
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precluded relxef on the basis chat'there was 30<injury to the domestic
1ndustry : ’ f;g : ’

e The fact is that it is difficult and expensive for a W.S. ‘patent

holder to obtain relief under section 337. Under existing section "337

<injury i§ one of the main conditions in \addition to infringement that has

to be met before relief can be ordered. There is no economic or legal
rationale for keeping the Ainjury requlrement in the law for intellectual
property cases. . .

Existlng patent ‘law does not requxre it in cases 1nvolv1ng 1nfringe-
ment - within the Unibed States.. Neither the General Agreement on Tariffs -

dnd Trade (GATT) ror any other international agreement requires it. A 1982 -

opxn;on by a GATT panel in the Spring Assemblies case stated:

Yo in the Panel's view, it zould,reasonably‘be_séid that in. consid-

ering what were the efsential elements in 'legislation déaling with
pateat based cases an injury criterion could only be considered
irrelevént“.(emphasis added)‘ . . . s

o

We therefore strongly support the provxsion in S. 1869 eliminating-the
injury requirement for intellectual property cases. :

Differences Betueen Section 337 and District Court Proceedings

E11m1nat1ng the’ 1nJury requirement would no¥ transform the ITC into a

‘forum.merely to litigate intellectual property rights. aectxon 33: would

still be a trade statute. -
“Unless''the industry requirement-is eliminated too, which we do not
recommend, intellectual property owners would 'still have tqQ show the

.existence-of an industry in the United States in order to obtain an exclu-
~sion order from the ITC. The ITC also would still be required to consider-

the so-called "public interest" factors, before excluding infringing imports

-- specifxcally, the Commission would still have Lo consider '"the effect of
such' exclusion_upon the public health and welfare, competitive conditions
in the United States economy, the production of like or directly competx-
_tive articles  in the United States, and United States consumers...'.
"Exclusion orders issued by the ITC would still be subJect to disapproval by
the President of the United States for policy reasons.

aAlSD, the type of relief available from the ITC under section 337 is
different in several respects from relief available to a patent owner in a
patent infringement suit in a Federal district court, .so there should be no
concern over duplication of legal remedies.. The ITC has in rem jurisdic-
tion. .It can ‘take actlon against all imported goods manufactured offshore
in violation of a U.S. patent. Such action against goods can be enforced
by-the. Custom Service at the border, thereby securing effective enforce-
ment.

\ ‘
5

It segme—to us that section 337 can still be justified as compatible
with GATT if the injury-requirement is eliminated. Section 337 is ''neces-

sary" to secure enforcement of ‘patent, trademark and copyright, laws within’
the meaning of Article XX(d) of GATT. It is needed to gecufe “the -
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enforcement of judgments against persons engaged in practices offshore .
resulting in piracy and .infringement. The district courts, by virtue of o R
their in personam jurisdiction, often are unable to enforce’injun€tions and _ -7
damages against foreign persons. -
- ' N _'_,_/

Another dxfference between district court. relief and section 337
relief is the. unavailability of monetary damages in ITC proceedings. Only
injunctive relief preventing future activxty is available under section’
337. In addition, attorney fees are not ava1lab1e _under section 337, nor
.are jury trials available at the: ITC.~~W~~;;” ) L .- ..

Temporary‘relxef is not avaxlable as quickly- from the ITC as it can be
in 4. Federa;wdisgg;qg court. Moreover, a patent suit in a district court
could be less expensive for a patent owner, -evén if- the‘amendments to
section 337 are enacted where . there are only-a few xnfringers. s

. S;ill'anothér difference is that segtion 337 relief often is the only
relief available-to owrfers of patents covering manufacturing processes.
Currently, it is not patent infringement to import products into this
countty made abroad by a patented process, although legislation is pending
to close’ th1s loophole in U.S. patent law.

\

: Defxnlng,"Industry

“

~-We favor retaining a requ1remenb in sectxon 337 for an 1ndustry ‘in the
United Statés. Although the text of 5. 1869 does not detln? ‘industry",
Senator Lautenberg-noted in the Congressional Record when 1ntroduc1ng S.
1869 that he plans to formulate a definition.

-

we believe 1f an 1rtellectual property owner has made a. sign1t1cant
investment in the United States, that should satisfy'the industry require-
‘ment. Slgnlfxcant investments in research and development should qualify.
It should be made clear also that universities and other intellectual .
property owners who license their rights to manufacturers are eligible to -
obtain relief. - - ) . -

We' suggest a definition along the lines of the one adopted recently by
the House Ways and Means Committee (H R. 4750) and the House -Judiciary
Sybcommittee on Courts (H.R. 4747). That def1n1t10n reads as follows:

...an industry in the United States shall be considered to exist, or ~

to be in the process of being established, as the case may be, if

. there is, with respect to the articles, patent. copyrxght trademark,
* or mask work concerned--
(A) significant investment in plant:and equxpment°
"(B) significant employment of labor or ‘tapital; or
.{C) substantial inveéstment in its exploitation, including
engineering, research and development, or 11censing,
in’ the United States. -t

Any . defin1t10n of industry for purposes of section 337 should nop
require an industry in the United States to be already in existence. B
Currently, section 337 permits relief against imports which would "prevent
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" the establlshment” of an, industry. Owners of patents in rapidly changxng.

" Page 6

hxgh technology" 1ndustr1es should not be denied relief against -foreign
competition if steps are being taken to establish ai 1ndustry “in the U!.S. . D
Some industries in the U.S. built on-new technologies may never come xnto_ L

‘existence if. patent ownersicannot fend off free riders.

’

Defining "In'ellectuai Property' -

e Coa - .

Thé 1nJury requxrement should be elimxnated for all of the categories

of intellectual property rights which are enumerated in $. 1869: -patents, -
‘trademarks, copyrights, semiconductor chip mask works, and trade secrets.
S. 1869 is superior on this point to the Administration's bill and bills

periding in the House, because those bills fail to eliminate the injury
requ;rement for cases 1nvolving trade secrets and unregxstered trademarks

The 1nJury requirement of sectxon 337 makes no more sense for trade
secret cases than ‘for patent, copyright, trademark or mask work cases. The

_ITC has granted relief for misappropriation of trade secrets in cases undér
‘existing section 337. In re Certain Processes for the Manufacture of i

Skinless Sausage Casings and Resulting Product, No. 337-TA-169 (1984); I
re Certain Apparatus . for the Continuous Productxon of Copper Rod No.
337-TA-52 (1979) R . [ -

—

‘Theft and other misappropriatian of trade secrets is a growing eroblem

- for U.S. companies. Last week's issue of Business Week magazine, for

example, includes an article entitled "Information Thiéves Are Now Corpo-.
rate Enemy No. 1." Competitdors who mxsapproprlate trade secrets through
theft or breacﬁ of. con;;dgntial1ty should be' subject to.sectiop. 337 tq the

.same extent as 'other pirates and infringers. ‘We hope that any bill ap-

" proved by the Subcommittee wiil include a subparagrapn reterrxng to trade

‘Other Changgs in Section 337 g T .

secret rights similar to subparagraph 337(a?(2)(F) of S. 1869, - - R

We note that the language in subparaéraph ‘(F) referring to trade
secrets needs some refinement. 'Misappropriated” is a more ‘apt term.than
"1nfringed" for trade secret rights. We suggest revising subparagraph: (F)-
to refer: to "unauthorized 1mportat10n of an article manufactured by misag;

" propriating a trade secret valid and enforceable in the Unxted States -

With regard to trademark rxghts, which are covered by subparagraph (D)
in S. 1869, we suggest clarifying the scope of the term 'United States
trademark". Although the Administration's bill clarifies it by~ referring

.to "a valid and enforceable United States registered trademark'', it would °

be better to cover all trademarks enforceable in the United States, whether .
or not- registered.- The ’TC in several -section 337 cases has given réliet
to owners of unregistered, ''common law'.tfademarks. We see no reason: to

v eliminate the injury requirement for some trademarks and retain it for

others.

We 'support ellminating the requirement that the ITC must find the U.S.
tndqstry to be "efficiently and economically operated”. It may be

«
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dlffiCblt for a newly establxshed.,technolog§~besed industry to show that -
it is effxcxent. - N . . . :

[ . - .o o
. .

- 8. 1869 strikes. the phrase “effi01ently and economically operated" for .
all sectidd 337 cases. The Administration's bill'eliminates it only for
lntfllectual property cases. He support exther approach

We dlsagree with the idea, howevet, that it is adequate metely to move

“the efficient and economic operation. requirement to-a different part of

section 337, so that the requirement would become one of the,"public
interest' factors to be considered by the ITC when deciding whether to
grant relief. - The burden and expense to intellectual property owners of
litigating over this requirement should be eliminated. Unnpecessary re-
quirements can deter patent, trademark and copyrxght ownérs from flling
cqmplaxnts

. We favor shortening the time period for determinations by the ITC on
whether to issue temporary exclusion orders. A provision in section 2(b)
of S. 1869 would set -a deadline of 90 days. The Administration's bill sets
a deadline of 90 days with a possible.extension for complicated cases. We.
betieve the deaaIfHE'should be as short as practical. Eliminating the
injury requxrement should facilitate earlier determinations by the "ITC on
temporary exclu51on orders, because 1nvestxgations would be simpler‘

We, also favor the other amendments of section 337 ‘which are proposed
in S. 1869, some of which are also intluded in thé Administration's bill. -

_ While perhaps "less important than eiiminating the injuty requirement, these

amendments should help make relief under section 337 more e(fect1ve The -
amendments are 'as follows-

o Amendment of suosecnxon 337({)(1) to make.it clear that “the ITC can .
. issue both an exclusion order.and a cease and desist ordet; .
o Amendment of subsection 337(f)(2) to increase the maximum civil
' penalty;
o Additicdn of a new subsectidn 337(g) which-would add seizure and
* forfeiture to the remedies available {We note that -the forfeiture
provisions in S. 1869 seem to duplicate forfeiture provisions that
. already exist for trademark and copyright cases);
o Addition of a new subsection 337(h) to facilitate the issuance of
‘relief directed against defaulting respondents; ~~ .
o_An amendment to existing subsection 337(h), relettnred as subsection
"7 (3), to ensure the"finality of ITC determinations by confirming that
the burden of proof is on'the petitioner in any further proceeding
to modify or rescind an order or determine that there is no longer a
violation, and that relief can’'be grarited only on the basis of new
evidence or evidence whxch could, not have’ been presented 1n the

s prior ptoceeding.

We urgé the" subcommittee to include ‘section 337 amendmenCS‘in its
trade reform legislation, Amenﬂment of section 337 is an urgent matter
because it will help stop piracy and infringement by foreign competitors

who are taking a free ride on the investments of - U.S. companies.

Other Intellectual Property issues', ’ - - : ‘; _i

)
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L - We also strongly support &@ction 802 of s, 1860, the 'Process Patent -
*  Amendment of 1985." This, legxslation would ‘tlose ‘a loophole in the patent "
* code which today allows1competitors of patent owners to manufacture off- .
shore and import into the United States with impunity if the patent covers
"a manufacturing process instead of,a product. - e .

This legxslation. like tha amendments to section 337, u111 help create
_jobs in the Unifed States by putting a stop.to offshore- manufacturing.by °~
.competitors who are taking a free ride on U.S. R&D investments. U.S.

companies own patents on manufacturing processes which are-important to new
billion-dollar industries. Examples.include biotechnology, fiber" optics,
and amorphous metals. The Corning Glass and Allied-Signal cases mentioned
earlier 'in my statement 1nvolved process patents as well as product
patents .

The process patent legislation complements the legislation to amend
section 337.. Both measures are rieeded. The process patent legislation
gives a new remedy in Federal district courts for process patents analogous

- _to the remedy which already exists for product patents, The section 337
amendments reduce.the burden and expense of existing ITC proceed1ngs for
both process patent owners and pgoduct patent owners. Substantidl dxffer-
ences exist between section 337 proceedings and district court proceedings.
“Which remedy. is- best for patent owners depends on the particular situation..

'rThe magnitude of the problem with infrxnging imports calls fpr a varlety of
legal temedies . R

RN . . Our maJor tradxng partners, 1nc1ud1ng Japan, West Germany, France, and . .

the United Kingdom, have provisions in their ‘laws similar to the process"
patent amendment in S. 1860. We should provide at least as much protecticn
_‘ for manufacturing processes as other countries provide. ~
We support the version of the process patent amendment in S 1860; and
also support certain-other versions of this legislation being which are now
being considered in thé Senateé and House Judiciary Committees.

Finally, we recommend that protection’ of 1ngg}4ettual property rights
.be covered in'any-tist of trade negotiating“o jegtives that your subcommit-
- tee may include-in the trade legislation. “ﬂ’hﬁelxeve it is important for
the United States to take aggressivé action, both in bilateral-and ‘multi- .
lateral negotiations, to obtain more effective intellectual-property laws .

in foreign countries for the benefit of U.S. intellectual property.owhers. .,

bh ~ .

x %%

‘This concludes’ my prepared remarks. I woulé_be‘pleased to respond to
“any questions. ’
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STATEMENT OF R. DAVID FOSTER, LEGISLATION COMMITTEE,

, ", ITC TRIAL LAWYERS ASSOCIATION, WASHINGTON DC )

Senator DANFORTH. Mr. Foster, welcome back. .
__Mr. Foster. Thank you, Mr. Chairman. 1 wish 1 ¥re back before
the committee with more apparent support for th position I ani.
going to espouse. But, anyway, let me.say that I'am vice chairman -
of the Legislation Commlttee of theag/TrIal Lawyers Association

- and appear today on behalf of the association. We appreciate very

much the opportunity to appear and Aestify. »
Before addressing the substance of some' of- the amendments to

" * section 3317, I would like just to give you a little background about

the “Association. It is a national professional association of more’

- than 300 lawyers who practice before the U. S; International Trade

Commission.

The ‘main purpose of the association-is 1mprovement of the oper*
ation of section 337 of the Tariff Act-of 1930. The association mem-
bers are attorneys, probably a majerity of .whom are intellectual

-property attomeys e represent U.S:Tanufacturers and indus-
.tries as well as foreign manufacturers and importers of foreign ar-
_ticles, and include outside counsel to corporations as well as in-

- house counsel. In other words, the association represents the full

spectrum of business interests Wthh are mvolved m section 337 -

proceedings. - ,
While. we agree with the objectlve of many of the proposed

amendments to section 337 to make it more effective” and efficient,

~ we believe that some of the specific amendments wou]d in fact not .

-accomplish this ob;ectwe

The association’s purpose is to ensure that section 337 remains af- N

‘strong, effective tool in protecting U.S. intellectual property inter-

ests. It is because of this the association specifically opposes the -

- elimination of the requirement in section 837 that some economic -
. harm be demonstrated to a U.S. industry, in patent, trademark, .
_ copyright, trade secret and mask works cases.

I just want to make a few points with respect.to thls Flrst 3317
has worked well in protecting U.S.- intellectual property rlghts in

- its present form with the injury test, and does not need to be

amended. The injury test has rarely been dispositive of cases under -
section 337. And if relief is not available under section 337, relief
usually is available in most other casges in other forums

-Also, and most importantly, ehmmatmg the injury requirement

‘would subject 337 to needless opposition because of its asserted in-
‘consistency with U.S. international trade obligations, particularly
- the GATT. We beheve there would be increased challenges in sec--

tion 337.-And, in fact, right now. the European Community is con- -
templating such an action as a result of the Aramld Fiber’s case -

- decided by the Commission recently.

" It would lead to retaliations against U.S. exports and ultimately
increase disapproval of relief by the President following ITC deci-
sions. Thls would make relief under section 337 unpredlctable and o

‘hence, 1 ess useful to ?roperty owners.

The elimination of the injury requirement would also interject .

/837 into the upcoming multilateral trade negotiatioris and likely
: mterfere wnth -or prevent accompllshmg other U S mtellectual



‘arguments made by proponents who- wis

pxlo‘ K ogjébtf%?es. We 'understaﬁdf that either formally, or"infor-
mally the European Commiunities has recently- notified the admin-
istration that they would intend to raise the issiie of gsection 337 in

Rl}e upcoming negotiations on intellectual property in the upcoming .

Mr. Chairmian, I would like to address gast a couple of the main

g%g?t from ta,mong‘ the criteria for establishing a_violation of section

to eliminate the injury -

. Some_have argued “that doix;‘g ‘this is ai)propfiate ‘because it ~
" merely removes criteria under_section 337 which-are not required

under domestic intellectual property laws. This argument ignores
the totally different procedures and remedies available under-those

two laws. -~ . _

- 'Persons wh’,o/nowuch'oosAe to. pi'oceed_against ff‘)réigﬁ ‘producers :
and U.S. importers-under section 337 in the ITC do so because .of
. :the extraordinary remedies that can be obtained under section 337,

-which is not available under the domestic laws. The ITC can issue

"_an order that bars not only goods of the defendants before it but

also of those who never participated in~the-proceeding and those

. who produce goods long after the decision is rendered. Thig is truly

“an’extraordinary remedy jurisdiction. The ‘jurigdiction of an inter-

- national tradétaw‘.is much broader than that that can be obtained
t

‘. 337 because they justify the broad remedy available under section
337 and not available under domestic law and justify the different -
forum and procedures. They make section 337 a trade statute and

in Federal dis

_ _ ict court where a court case must be proved against -
_ . each party one by one. : - :

‘Indeed, it is difficult for me to ima;\gine that Congress would even -

permit the remedy available under section 337 to be applied to
U.S.-produced ood‘; as it would give rise to outcrys of lack of due
process and unfairness. T " ) L

The injury and industry criteria are appropriate under section:

" . justify thie trade-type remedy available under:it.

Finally, with respect to.thé injury requirements, Mr. Ché.irm_an‘,

R

we have heard some statements.that the cost of satisfying the eco--

nomic criteria, which would include industry and injury, are equal

_ to more than half the total of the li’tliﬁation expenses in section 337.

Such assertions are simply wrong.
that percentage in a typical case.

.

" -1 say this based on my own experience, having :represenéed bth,

domestic industries and foreign companies ar well as the.experi-

mestic industry as well as foreign companies. Indeed, I would say.
that the attorneys in our association have been involved in prob-

e expenses are nowhere near .

-ences of many of-the’attorneys in our association who represent do-

ably better than 95 percent of every section 337 case ever litigated.
I know I hav: run out of time, Mr. Chairman, and I focused on -
the injury issue because I think there are a number of people that
‘ arehbe?.inning to understand the problems that we have pointed out
1 eli

wit minating the industry requirement. I haven’t had a chance
to address that, but I would be happy to try to respond to any ques-
tions that the Committee may have. - ST S
Senator DANFORTH. All right. . . ‘ :
[The prepared written statement.of Mr. Foster follows:]

-%
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* --The ITC Trial. Lawyers Association -
("Association"} 'is a professional . . 3
organization of more than. 340 lawyers who : .

-"practice before the U.S. International Trade -

f ) . Commission., The Association has as its’ '

Lo © . “purpose 'thé adVancement and improvement of
B " the operation of the intérnational trade -~
- . laws, and, in particular, section 337 of the
: ‘Tariff Act of 1930 (19 U.S.C. 1337} °

. - : .a law which permits the exclusion from

) ) .entry-into the United States of articles

: which are urfairly traded and which injure a
- - U.S. industry. The Association is a national

ot professional association whose members are

. -attorneys, including a large number of patent

C ' - attorneys, representing U.S. manufacturers

' ' and industries, as well as foreign. o ‘o

manufacturers and importers of foreign -

articles, and which includes outside counsel R

to. corporations as well-as in-house’counsel? . | R

R Amonq‘sdfﬂ bills are S.1869, principally
sponsored by Senators Lautenberg and Roth,

2a




LN

Associatxon has studied aand anaLyzed the amendments proposed

these bills and"proposal and oppoaes enactment’ of . certaxn of
ey
key amendments as now drafted.

i

in o a0
the . .

- . s C

whxle the Assocxatxon agrees thh the apparent ob)ectxve -

of these bxlls and proposal to make Sectxon 337 more effectxve

and- effquent, and Lndeed agrePs with many of the speclfr Sl

provxsxoné, the Assocxatxon belxevea that the bills and prqposal

.as a whqle do not accomplish théir)dbiective. To the conT?ary,

some of the amendmenté, it adopfpd, would severely interfere with’

_the effectlvenoos of Section 337 and ‘make xt Tess useful in

protect1ng u. S. xntellectual property xnterests. The As sogxatx%n - .

-

bellevef strongly that before any anwndments are made to Section L

s
337 affectxng 1t°,use for yea:s to come, the approprxate

leg\sxatxve commrttees of the,Congress should‘thoroughly consider A ~ e

whether the purported gaxn from certain proposcd amendments is -

worth rquxng the future effectxveness of the statute as well as -

other adverse effects on U.S. AntellectualAproperLy rights,

~ - -

T : . . . .. IR

The Association épecifiqally'épposes the elimination of

.= tHe requirement in Section 337 ‘that some economic hdrm be

demonstrated to a U.S. industry in pdtent, trademark, copyright,

s trade secret and”maskyork‘cases.A

- ' Thé injury requirement has ‘rdrely been deteiminative of
: ) N o -

whether relief will be provided under Section 337 (in only 1

B

- - el

o



contested case_ in 221 invqstigations insti{utbd and completed). -

- : 9 N .
Eliminating the injury fquirement:

- . - - --

e 1. would .subject Section -337 to.needless.opposition... ..l ... ... ...

- 5ecauseA6f its_inqbnéistency }ith gui’internagional.
‘trade ob}tqalxons tpartlcularly the Generai
Agreemnnt on Tarxffs and Trade (“GATT")), resultlng .
in 1ncrnajéu ohallenges to Qgctxon 337 actxonsf
- . retalzltlon agaln st U S. exports, and 1nqreased
disapproval of _relief by the PiesidenthﬁTlowing
affirmative 17C decnaxons, thus makxng relxef under
’Sectxon 337 unpre dxctable and 1955 usgfulA

2, - would inferject Section 337.into the upcoming. ~ -

. o . B
multilateral trade negotiations and interfere with
© - - rd .
- t B . <
or prevent accomplishment of U.S. intellectual

properiy goals for such"négotiaiions; such™as

conclg ion of an an;lcounturfextxng code; " - ' i . -
~ [ M- 4 - . - . LY

"3 would increasc duplxcatlnq litigation by - TT e s

< “©

encouraging un%ucc9>nfu1 parties beorv thw ITC to

retry the issues in thg Eederal courts or,” having -

failed in the courts, retry the -issues at the 1TC.




¢ v - ) 3

N B and, -as noted by«Cnaurwoman Stera of ‘the U.S.. - =
L Intornatlonal Trade Commmsxon (KTC) ‘in her . tecent
testxmony betore the Housepdudzclatvy Commnttee,

B . . -~ g . °

would (along wsrh the el1m1nat10n of the domestfc'e—-r . C.

mdust ry reqquemeo('as proposed in the bnl)

To— . - = e e S \ :

LS Y - . . . WL ©o ) ..

Based on the forpgomg, ‘the ‘Assccidtion believes the  _ —"

- a . N X .
adverse effects of elxmlnatln‘q the injury requirements.in Section.
337-outweigh the supposed benefits. T _ o Lt

- The Assqciation l K oposps the el imination of the need N

to demonstrate’ the - exxstence of a domestu. mdustry under Sectxon

. 337 in patent, trademark, copyrxght, trade spcret and’ maskwork

cases. Section 317 Was'ena‘cted to protect- an cstabl-xshedr or . <

about to be ﬁestablxshed,‘ljmted States industry Erom unfalr trade

practxces. Remot’zal of the domestic industry requxrement in,
.

pa’ent, tpademark and copyr ight cases would haze the anomalcus

result of_permxttlnq foreign compame., with no economic stake in ke T~
. - .

plants or.:equi'pmént ‘in the Udited States to g.et".ition the ITC to - N

. pr_ev'er'\'t g.s. companm";'trom lmporung a component of a product .
- for “assembly in the.Unifed Statee' ’ -Indeed. “Che~ proposec:f T ,.,
ot amendments would also permxt a fore‘ﬁ;\ company with. no et;onomxc
presence in ‘the Unxted~$tates to use the ITC t_o:»prev{ent another

EAN




‘_ﬂStSfZSJErom Jmportxng an artxcle. - r’f‘*—"”

persons- who dxd not start to produce the artxcles until wexl

forexgn company whxch also has no economxc presence in the Unxted
- &

. OVERVIEW QF-THE CURRENT LAW  °
. ,' ) o /

Lo - "

Section 337 of the Tarxff Act of 1930 has not chanqed in .

substance since its enactment. It declares unlawful unfal:

methods of competltxon dﬂd unqur acts 1n‘the=1mportatxon oE

- at{:cies 1nto the United Sfﬁbes or in the sal? of an 1mported

g L
article in the Unxted States, the effect or tendency ‘of which is

substantxally to xn)ure an effxcnently and’: economxcally ope?ated

United States xhdustry, or to’ rgstraxn or monopolxze trade orr'

.o

- commerce 1n the United- Stutes. A violatxon of thigd’ tew—u&gqlly

s

1eads to exclusion from entry into the Un\ted States of the -

artxeles connected with the unfair trade practxce‘ Such an
- . : —\___;-= L]

exclus;on order normally covers: not ‘only articles oE persons over
whom pe(sonal ]urxsdxctxon exxsted and’ who partxcxpated in &he
N

prqceedanS'to determinie violations, but also articles pf‘ p
A e ] o N - . " - - A
importers and foreign manufacturers who never participated in the

-proceedings énd over whom no personal—jurisdiéildn ekxisted in the

unxted States.r Such an order can app ly to the articles of

after thb order was xssued As such. Lt is an extranrdxnaty
remedy whlch/allows exlremely broad relief to 3 holder of,

rn(ellectual property rights or- some other 1nd1v1dual harmed by

" an unfair trade practice.

Lot
.
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VSéctioq'337 has operated satxsfactortly in the past
decade to accomplish the intent..of qugness " There have been

over 240 cases instituted under Sectxon 337 since Lts amendment

ih 1974. The vast majority®of these cases have® been based on :

allegations of infringement by imports of'U.S.:ipte1lectuai ,
property rights, i g;'“paténtél tradémarks of cop}riqhts.
sovvﬂty percpnt of the completed canes wore Fesolved Ln favor of
the domestic comp}a1n1ng party by virtue of the entry of an
exclusian crder, a consent ordet or_g septlement agreement. The

PO \ . .

foreqoan is the case despite the fact that .the law now,reqUités - ,\

1Avjury to a U.S.’industry by the offending‘imporéations. In_ .
fact, this requirement has existed in Section 337 since the - -
adoption of its p?ecqpsor statute 1n 1922. In ogly one (1)
Y contested case out-;f 221 completed cases under Seétion7337 since ’
i ‘ the 1974 amendmehts has the complaiqinq pargy been unsuéc;ssfpl )

. - i . s
by Teison of the injury requirement. This is not an indication

C -

of a major impediment to relief. : ' -
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| THE PROPOSED AMENDMENTS

<E. ©*- THE INDUSTRY REQUIREMENT

s
N

The bills seek to amend Section: 337 by eliminating the
tequiremént that an industry seeking Epliéf for unfair trgde
practices involving infringement of a patﬂnt,‘trademark, - N
copyright, trade secret 6; maskwdrk be efficiently and

economically operateéd in the United States. ‘bnder‘the amendments

. .
the existence of the domestic industry would be established

simply by ownership ot a valid United Sii'es‘patent,vqop}riqht,

trademark,; trade secret or maskworx., The Associdt:i:on opposes
’ ' - - :

.this provision. - . i
. : . -

These amendments, along with the amendment eliminating
/ - .

the injury test, provide that all one would have to show to . [

.

establish a violation of Section 337 15 that the unauthorized

imported article infringes an intellectual property right. This-

must be viewed against the fact that exclusive jurisdiction for

- ° . . A} B
. “the determination of patent and ccpyright cases resides in the . .

Unitealst;t?§ District Courts pursuant to 28 Uts:C. §‘1138(§).
bLegislagion<which amended Seétion jj] in 1974 clarified the ITC's
-jurisdictiona}l posxtidh';n its consideration'oérﬁnfaif'trade
practices invdlbinq infringement AE_a U.S. patent. The .

legislative history makes it cléar that patent validity ..



determxnatxons of the ITC are properly not accorded res judicata

‘effect becauqo the ITC has no jurisdict

valxdxty, except to the lxmlted extent necessary to decide a case

‘1974 U.S. Code Cong. & Ad. News at 7329

Under Eurron; law in _gorder for

xon to determxne patent

.btherwxse properly before it. '§gqr§z§bp. No.-93-1298, supra,

a‘case. to be properly

before the ITC it is necessafy to'esrabligﬁ that there is an

efficiently and economitally optrated domestlc 1ndustry facing

unfair acts of importation which have the effegt or tendency to

substantially injure that industry. Tne proposed amendments, by

removing this requirement, will effectxvely destroy the- exclusive

At

jurisdiction of the United States Dwstr

matteur affectlng palont and copyrtht

ict Courts to detérmine

16E£ingement and validity

and ﬁurn the ITC 1nto an, 1ntnrna110na1 paten‘ court wheré‘Lhe

only requlrement for ]urxsdxutxon will be cwnershxp of a’United

States patent jor copyriqht and an dct of importation which is an

infringement thereof.

Tkt

.r
B

The proposed aﬂﬂndmﬂnt" wxll open the floodgates of

lxtxgatlon before the lTC by, 1ntor alia

£limination of the requirement of an ef

Operated*xndustry.xn the United htates would

allegatlon that a valid United States patent, trademark,

copyright, trade secret or maskwork has been 1nfringed.
. . : e .

, foreign companies.

fxcxenily and economxcall

ean that an -
]

~investiqation by the ITC could be initiated up ,receipt of an

—a,

The ITC

v

.

Y
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would become available not only-to substaﬁtiall{ injured or

threatened United States 1ndu§f??és but_ to any owner of United

:Stateq xn[ellectual propor{y rights without regard to whether it

nas~an establlshed industry in the United States or is’ about to

establtsh %p industry in the United States. Accordlngly. a

forﬂxgn company who e only nexus to the United States is

owners hxp of a valxd U.S. intellectual property rxght could sue a
Unxted States company which was 1mportan a component of a ’
prbduc ,for assemb‘y in the Unxted Stétes or'the complete product
itself. Por anmpler a Japanoqe company which owns a Unxted
Statﬂs patent could compla\n of unfair trade practices before the
ITC if a U. S. Lompany m;nufactures products in Hong Kong and.then

1mports them xnto tho Unxted States, e&ven though that Japanese .

company has no, eqtabllshed 1ndustry Ain the Unxted States,’

Consxder the even more anomalou Sxtuatlon in which~ a Japanese

company wlth no economic presence xn the Un;ted ‘States seéks to

“have- the products of a Geriman coppauny, which also has no ecoénomic
A ’ .. | . -

presence in the United States, excluded... - iR '

‘Since forean companxes have expressed an, lnterest ‘in

o,

using Sectxon 337 in the past, an influx of complaints on bohalf

of forelgn 1nterests_can be expected. With these chanqes in

Section,337,-foreiqn concerns -would not only'habe an ‘incentive to

burden the .U.S. administrative process‘to their ecohonic

advantage, but they would be given ihg‘téolé'qo do so. Consider

that, of.the eleven companies naving=the most -U.S. patents

¢ ' . . -

Ly



. . T Ly

& ) ) - . .
iigr;nted in 1954, seven were Poreign. - In a@dition,_forgy-two
Eer¢entipf all U.S..pateﬁts‘iséﬁear;n 1984 were issued to fbfeign‘.
éompqnies. (ggAﬂTﬁday,‘Mpney; p:©1, Sept. 14, 1985; N.Y. Times,
sépt. 24, 1985). . ) ! -, ’ ) )
. : - - LR -}

.

o . ''If the propgsed amendments were to become law,
T [N ’ ’

gpvest}gations wauld no longer involve the reconomic expertise of

the ITC 'which. is centrals to its présent jurisdictibn 5ver trade .~
‘cases. There would no longer be a pee& to determine yhéther an '

b {nddﬁg;;‘exiét§, ahd‘nq longer -be a need to determine whet;;r thL

. ecls:of importation havg an ef;eét or tendeﬂéy éo cause hatm to-a

domestic industry. The only -issues to be.decided by the ITC

would be’'validity and infringement of ;he'int@lléetual property
right owncd-by the éomplaiqant. The ITC has no special expertise

- L N -

to handle such .judicial issues. 1In fact, only one-of the present
- - . . . °
Commiss'ioners is a lawyer, and in recent history the Commission

v

has been compf;sed of a majority of non-lawyers. The increased

case load will require major increases in the staff of the ITC

and larger appropriations. . The case load in the federal courts

will not be réduced b; reason of the prépésed,amendment to

Section 337. T . .

°

. Persons wpo now chogse‘to proééed against foreign
;dimpo}ters in the ITC do so because of the extraordinary remedy
;hich can be Sbtained. The ITC can issue a&icrde( that bars not
only ;he‘goqqs of a respon@ent; bpt of those whq never

» PO

- 10 -
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f

participated in the proceedings and even those who first produce

. the goods long after the decision was fenderéd. This in i%ﬂ

‘jucxsdictioﬁ i's much broader than'thétwﬁﬁich can be, obtained in a

 Federal District Court.

. a
' : Lot a
- . - i

One 1mportant erfeﬁt of the proposed amendments wxll be

to ‘deny rPspondents accaas td an Afticle IIT court which

. Lurrent y have excluarve )urxsdlctzon ovér-issues 1nvolv1ng

‘patent and Copyrxghr pursuant‘to 28 U S C. § 1338(a). o

. seek relief only in a federal district:¢ourt while the"

pOndents before the Commxbsxon arw den\ed the rlght to a ]ury .

trial and may not counterclaxm for 1nfr1nqempnt of any of thelr

patents which are bexng infringed by the complalnant. Thu“ the»

espondent whose patent is being infringéd'by a complainant can

compldinant obtains _an exclusion order on an abbreviated time
. . . - e .
schedule, removing tne réspondent as a conpetitor in the United

Stateg’market. . R o

\

I'n conclusxon,-thereyxs serious'dou B concerning the

value of "having the XTC --‘an ddmlnxstratxve agency- not equxpped
r -
with any Speu)flc expertise in the area of .intellectual property

Arlghts -- invest .valuable time and resources into 1nvestxgatxons

whose.sole purpos e wxll be determlnatlon o@-lntellnctual property
issues. By proposan to eliminate Lhn requltement of -injury to
o~

an operating 1ndustry in the United States, the amendments seek

-~

to fundamentally alter the‘purposehfor which Section 337 was



-~

.
\

.. enacted, namely, as an international trade statute to protect an

established or about to be estahiished United States industry

from harm. e
)
STrS - THE _INJURY REQUIREMENT ~ ‘ B
R :
T . Greneral . oL T
L Tne propgsed amendments woiald eliminate the injury
rﬁquirqmnn¢ from Sectioa 337 in patent, trademark, copyright, L

trade secret and maskwork cares. The Association opposes such
: - i

amendment 5. [t {s the Asspciation!s position that a test-of

econum:c harm shonld remain’in Secticn 337,

Thxa proposod change in the statute would raige

1

- ) . .
anew quegstions of . whethur Sechxon 337 15 consistent witn Knited

States Dblxqatxons under 1nLeJnatlonal agreements,-and in

. .“Tparticular thé-G&IT._ The status of Section 337 under the GATT is -

not- secure as i% now Jtands. Little comfort can be derxved from
any paﬂt conqnderatxon of"Section 337 by the GATT Qq§@ract1nq
parties, The znhenl{y instituted Aramid Fxber xnve&;}gstlon by
the Luropoxn CDhuUnlt\U’ ,h;::—that our tradxng partners are
concerned about %ectxon 337 Further, these renewed questxon;
would u.cur in the context of the‘Unibed States no longer L

. A ; ) .

énjoy%nq "Grandfather" immunity.
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_Any rénéwed focus on Séétioﬁ”3]1 acfions taken
Aégainst other countries' exports to the United Stafes'ﬁikl{tiégly
rg;u}t in depands for retaliation ;gdfnst U.S, exports. This is
;Qdeedzthe cru; of the éﬁgqggnéigég investjgation no; before the
European Communities. Barrowinq on U.S. practice und;r‘Sectlon‘ -
.- 301 ofAthe Trade Act of i974, if countgi&s find Section i37
incénéistent with U.5. GATT obligations, retallation aqaxnst Lhe

. Uoited States is certalnly a real alternative. '

-

. . . s

. Renewed consideration of Section 337 result:ng from

“the pioposéq amendment wiil also interject-sécti;n-337 into the
upcéﬁiﬁg‘trade neq&txatjoné, whxgh are lxkely to xnclude b?!lOUS
‘consjderqtion of,importgnt 1nrellectua1 property 1ssues.
Cganfriés not interested in ach:evinq positlve rgsults will use
the ;mendments,to Section 337 to delay and obfuscate. '
Particularfy vulnerable tb:this sbéi of Eagtic gill be the
anticounterfeiting code. Develoﬁiné‘countf§e§.can bé expected-to
‘use an amendment, to Sect}on 337 as avfoilﬁagaiﬁst consideration ’
of the code and use it to influence evan, developed countries to
postpone consideration.” The chances for ‘an intlcounterfextxng

,code would accordxngly be substantially dxmlnlshed.

. ~4~- .- N - .
Furthér, the question of injury will be and should
be considered in Sectjon 337 cases éven if the ITC does not

consider injury in its violation investigation. There is no .



’ opportunxty for ]udxcxal revxnw. wxll be made behind closed

‘doors, with no revxew of the Presxdent's

exxstxng law.‘ The Jfesult wzll be increasdd uncertaxnty as to

Lc.-;:

diminish its effectiveness. ’ '

doubt that the extent of 1n)ury belng experlenced by those

parsons, firms or 1ndustr1es ineluded in the amendment will - ’ .
- . .

become an important Ffactor in the Commission's determ:nat:on bf-»
-whethér it 'is in the U.S: public interest to grant reli&f. This’
: : ‘ ) , i

mandated considératicn, is not subject to ad'ddicator ' ' ,
| ratich is ngt suby 3 LA

proégedings, sp the opportunity will exist for relatively .
untested arguments~on iﬁjury to bé _made; argumentsswhich now are

made Jub)ect te cross examxnatxon and dlscovery, with an

doors. - Furtherv there xs no doubt that forelgn governmentq and

companxes wxll argue that the President should dlsapprove an . .

"actlon of the CommszLOn becau e the 1ntellectual property owner

has not been Lnjﬁfga and has relxef available xn the dxstrlct

,courLs and that, if the United States takos actxon, it will be

faced 'with an lnternatxonal “challenge under GATT and be subject R

- to retaliation. Such challenges may interfere with general trade ' )

° . o - -
relations without benefxtan any xndustry in the United States.
These are’powerful arguments which can be ma behind closed sl

dcision possible under

- " . .

'whether re11ef w111 be provxded under Section- 337 ‘and greatly



B. International Agreehents“ . .

e
<

As.set forth avae. Section 337 substantive,

]urxsdxctxon has remained unchanged Eor over fifty- E;ve years.

u_-

In 1973 the Congresa cons;dered the elxmxnatxon of the xn)ury

tetaxned the, hxctorxcai

* retained

<

the section.under GATT;

requxtement from Seprf"n 337..

However, the T:adé Act of 1974

1nJury requxrement. The zequxrement was

for two xmpoxtant reafonst

3

To leave the substjnce of Section 337

oty
- S L )
unchanged and therefore not disturb the “Grandfather" status of
. ; } - . i
and—= =TT . =
N ) %

by
(2) To make sure ghsg Section 337 remained a t;;de

>l‘sﬁathte-a§ intended and nét be injected into the then’pending
. . )

Multilateral Trade Negotiations by djstgrbihg-the uneasy

acceptance accorded Section 337 internationally.

changes

In the half céntury since its enactment, the only®

in Sectlon 337 wete procedural . Indeed, the Senate-

in addressing the amendments to Section

‘Beport on the 1974 Act, 1

337, stated:

-"No change has been made in the substance of
the ]urlsdxctxon conferred under Section
337(a) with respect to unfair meghods of

- 15 -

- T



. . competxtxon or unfaxr acts ‘in the import
trade.ﬁr {S.Rept. No. 93-1293, 93rd Cong., 2nd--
Sess., p.194 (Nov. 26, 1974)). o
- o By pfeEctuing its substance, thé section contihued’
to be consistent witﬁ GATT by virtue of‘the "Grandfather Cléﬁse"
‘of the Protocol. of Provisional Application (Y 1(b)). The
Prot6c01 insulatés leqiqlat}on invexistence on Ociober 30, 1947,

which is 1nuons1stent wlth ‘GATT oblxgatxons, from-the’ requx(ement

that it tonform to such oblxgatnpns and 1n efféct permxts

z(amendments to such legislation only xf_such.amendments do not.

change the substance of the existing statute. It was in

recognition ‘of the necessity of insuring that the proposed

on October 30, 1947, that the injury requxrement was retained
Such a precaution was responsxve to the Interim Commxssxon for

Athe Internatxonal Trade Organlzatlon statement that the

Contracting Part;es to GATT ate " . . . expected not to enact any °

new législation that is inconsistent with it," (GATT Rebqrts 8

(Jan. 1948-Aug. 1949)). X _ f:'

C.  The Spring Assemblies Case s

—— C

) -Some proponents of the efiminition”pf the injury

crxterxon argue that Sectlon 337 is safe from a;tacks as . %1

R

inconsistent with U.S. GATT obligations based upon the GATT pane

ot

‘x

\

. amendments were substantively the same as the provisidns existing
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J decision referred to as the Spring Assembiies case. THey assert
that Sgrggg\\ssemblxes held that Article XX(d) of.the GATT

/
- exempted Secfion 337 actions from the requxrement that it be’

' consxsteht with qhe provxsxons of GATT. Such. assertzons are ill-

founded. i - ’ .
o B - . ‘ i
- The panel decision:in épring Asébﬁﬁi?ésjwas o

- s

'referred to the GATT Counc11 for consideration. Absent adoption
of a paneI report by the Councxl. the report does not constitute
bATT precedent. In the initial consideration of th\s decxsxon,'

4;,£anadé" the European Comyun1t1es and the Nordic countries all

expresqed dxsapproval of the panel report and urged its

rejectlon, and we:;§73}ﬂed in part by Japan. The oan countries

qupportan approval of the .report wete the United States and .
Australxa.' No Elnal actlon was takgu at the. first consxderatxon.
e

. . . - - i L
i . - ; ) ) e
The p{/g&’report was again considered by the

”ouncil -at its May 1983 meetxng. .A decision was-made td'édopt

T
the panel (eﬁort, but only after it was agreed that the report

wouldy; in effect, not be a precedent. As descrxbed by the

fficial publication oh GATT affairs, i ’

- . when the' Council adopted the' report it

- did .so on the understanding that it did

o o not foreclose 'future examinatlon of the ~ -

use of Section 337 to deal with patent

o

- e e .
- 17 . .
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pfohibits application to imported products of laws and

Natxonal Treatment clause ‘could arise.

216 .

N -
K >

infrlngémeni'éase;'frﬁm the pointléf view:

of consxstency thh Artxcle III and XX oEA
= - the Gernéral Agreement. GATT Actxvxtles

in 1984, at .44-55/(_1564).—

il

Based upon the for6901ng, if a vote were held in [

the Couneil today, it appears lxkgly that Sectien 337, as it _now

stands, .may be considered inconsistent with the GATT, given the :

positions of the Council members on Qheir first consideration‘agg

.. their acquxescence in the report only. when it was rendered - . .

meanxngless as a ppecedent. : N s

D. National Treatment

-

\ IE Sectxon 337 is not exempted under Article-xX(dy
(GATT) as necessary to the protectxon of U.S. 1ntellectua£
property r{ghts, then c0951deratjon of national treatment
obliqa;ions would‘occur.. The GATT's National Treatment clause
regulations which are less favofable than those“applied to
domestié préduéts: Because of the greater dlfflcultxes that
would be encountered by Eorexgn parties in Sectxon 337

’

proceedlngs than in Eederal district court proceedxngs, and .

'becausp of the dual proceedlngs which xmports face while domestic

products are sub]ect to -only one ptoceedlng, a violation of the
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. . ' ) . 2

B -

. o Mény of thoses whr refy inappropriately on the GATT
R

panel report in Spring Assemblzes also assert that even if the L

Article XX(d) exemptxon were not avallable. there is nothing
inconmsistent wlthxn pbe operation of section 337 and“with the

‘requxrement under Article III of the GATT for "natxonal

treatment." The Assoc;atxon belxeves there is at least serious
doubt as to the‘corrgctness of this assertion, . and certaanly;many ,

of our major trading partners do not agree'with this proposition. -

b
.

Some persons have Srqued that the Seg@ibn 337 a@end@ents’
on industry and injuty are appropriate because it.is merely -
removing criteria under Section-337 which are not ‘required under

the domestic intellectpal property laws. whiie/jt’is true Ehat‘./>
proof of an industry’ and distinct economic harm are not requxted
by- domestic law, domestlc law proceedlngs are of'a Eundamentally

dxfferent nature than Section 337 procqedxngs. Domestxq law -
proceedxngs are on a party- by party basis, involving private
rights, and areonot part of the 1nternat1onal trade laws of the'
lUnxted States. Persons who now choose to proceed agaxnst foreign
producérs and U.S. importers under Sectxon 337 inw the ITC do so
becausg oE.tEe eitraoidinérg remedy which can beiaptaihed u&der
thisllaw, which is‘qot available under domestic laws. . The ITC

can issue an drder that bars not only gouds of the defendant

before it, but éiso of those who never partiﬁiéated in the

A prdcéé&;ng and even those'who'first-prodgded thelqpodsféong after



RETES ) ) R : .
v . 7 the decision Qas rendered. This extraordinary jurisdiction,:the o N
jur}édictionvof ancinternational tradg law, is much broader than
that which can be oBtained in a federal.distsict cour£7under
dcomestic iaw, where a case muét be prdved,aéainst each party. i o
. fﬁdeed,;it is difficult to‘imagiﬂe éhat tne Congress would even ;
pefmit the femedy under SECin;‘337 to be applied to U.S.
prbduced goods, as it wculd give rise to outcries of lack of due
process and unfairness. The injury-and industry crite}ia‘are
appropriate under. Section 337 because tﬁeﬁ justify the broad in
»gggirelief évailabl? under Section 337 and not under.doméstic v

law, and justify the different forum and procedures. They make .

Section 337 a trade statute, and justify the trade statute ,
2o T romedy. .
3
: S OTHER_THANGES
N .
The Association also opposes any change in the parity . . .

that now exists under Section 337 with respect to the treatment
V e

~of process and product patents., While the bills are not intended .

to change the protection afforded process patents under Section

) ! 337a, theylanggage‘is unclear and may well be interpreted as
s changing this important right. ’ . R
' The Association supports the apparent idtent in amending
2o the temporary reli;} p;ovisi;ns of Section 337, but notes that T
i; o the‘time limit provided in the bilis and proposal for decisions
. ) . ) .
e .20 -
- o - -
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advisory opinion from the ITC or a modification or rescission of

219 U

on temporary relief may be too brief to'éccomplish the objective

e

of provxddng more effectxve and timely relief’ for complalnants.

The Association supports the default provisions of the’

‘bills, which permit the u.s. International Trade Commission {ITC). !

.

to presume facts alleged in the complalnt thhout further ' .o -

evidence,; for the purpose of 1ssu1ng relxef limited to a ' ' . .

defau]txng party afte. consideration of the publlc interest.’

. The .Association endorses the provisions'of the bills

. . L3 - L. B
which place the burden of propf upon a petitioner seeking an S '
_ . i L

an existing order issued under Section:337,’but opposes the
{

provxszon which attemptc to lngquate the standard of evidence .
which may be consxdered by the ITC in connection with such an
advisory opnnxon, modification or rescission actxon- . o
5 N A petition for an advisory Qprnion‘as to whether ~
certain activities on the pazt of the petitioner will not be

violative of an existing order or a petition requesting : S0

modlflcaLLon or rescission of an order will, in almost every
. N ]

instance, be a totally new proceedingein which the issues are
different from those before the ITC in the prior Section 337

proceeding. However, it is entirely possible that.evidence

" presented to the ITC in the prior Sgction jd?.proceeding may be

.



i

3

,proceedxng o : &

1 i ,

i-relevant for wholly dxfferent purposes in the later petxtxon

-

2. A question ari'ses as to what 1s the meaning of the

words "evidence Which could not héve been presented at the prior
‘ Ahieh, : p ted p

; 4 . - . - . . '
proceeding.“ as used in some bills. Dgces it medn that it did not
exiét?‘ Does ,it mean that it'co%)ﬁ/zgngave been pfeéen(ed ’

! because 1t was erelevgnt 'to the ‘issues bofore the ITC 1n that

proceeding? If it could have been<presnnted in the prior

proceeding but is now being used oﬁ‘quferent issues from those

{in the prior proceeding, is its use now barred? Any proposed .

legislation which raises so many questions as to its meaning is . _
Pl g

best eliminated if it has little .to commend it. - .

3. -The questxon of what evxdence can be used to enable

_ the, petlt\oner to carry its burden when seeklnq an aduxsory

opinion.or rESstsxon or modxflcatxon of an exlstxng order shduld
be developed on a case by-case basxs by the ITC and should not be
legxslated by Conqress. Accordanly, the Associatlon does not
endor&p that portxdn of the proposed amendment which 1egxs1ates
what evidence .may be oonszdered by the ITC irt COanCLlOH with a
petition for an advisory opxnxon or modxfxcatxon or rescission of
‘an existing order. . . .

Finally, the.Associatién“opposes the enactment of, ghe

provisions providing for forfeiture of imported praducts covered
. - . v 30 | ! ¢

Py



‘by an exclusion order. _It is an unnecessary and overreaching = !’

penalty. These'provisions would ‘treat impoxte;s'diffe:ently from . _

domestic producers ‘who infringe Lntellectual property rLghfs, and

' create an applxcatlon of the U.S. patent and intellectual

property laws beyond the intended scope of.such laws. - '
K . . *

. N VT . N . .

The As SOLlatlon would be ‘pleased to prov1de any - .

addii;nnal xnformatxon which may be requested. o

- . . ‘Execut.ive Committee

ITC Trial Lawyers -Association V )

62-510 0 - 86 - 8 , o .
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. STATEMENT OF- ALLAN MENDELOWITZ, ‘ ASSOCIATE DIRECTOR,

- NATIONAL SECURITY AND INTERNATIONAL AFFAIRS DIVISION;
GENERAL ‘ACCOUNTING OFFICE, WASHING'I‘ON DC .

"~ Senator DANFORTH Mrr‘lgendelothz
Myr. MenpELowITZ. Thank you, Mr. Chairman.

I hiave submitted my full statement for-the record and w111 read |

- an abbreviated statement.

o f

I am honored to appear before you today to discuss GAO’s recent ‘

“work on ways to strengthen 'Igroteétlon of intellectual ‘property
nghts under section 337 of the

..to deliver to you today the first of what will be three reports on the
subject entitled “U.S. Firms' Views on Customs” Protection of In-
..tellectual Property nghts ” It will be available for distribution to

T the general publlc after the hearing.

Experience since passage of the 1974 ’I‘rade Act whlch strength-
ened section 337, shows that this provision has become an 1mpor—

%ﬁt means to stop imports of goods that counterfeit and. infringe
S. intellectual property rights. Our work, which began in Janu- .

ary- 1985, shiows that section 337 protection of intellectual property

‘rights can be made more effectwe, and we are proposing ways to do .

- just that. .
In the course of our work, so. that you will understand the

- breadth and the extensiveness of our investigation, we reviewed in
depth the legislative history of section 337 and ITC impléementing -
. regulations, carefully reviewed the files and case histories and the .
‘judicial precedents created under the statute, looked ‘at Customs

régulations, and .reviewed numerous legal and other. academxc stud-
ies regardmg section 337.

We interviewed officials involved in.administering sectlon 33‘7

~including each of the ITC commissioners, the administrative law

) Ju\dges, and representatives of ITC’s Office of Unfair Import Investi-

gations and General Counsel; Customs_Service officials at head-
quarters and at its regional office in Chicago; attorne 7ys who repre-

sented complainants and respondents in section 33 é)roceedmgs,
re;:':sesentatlves of the GA'I'I‘ retariat in Geneval outside ex-
We also conducted a surv questlonnaxre of all firms that have

initiated section 337 “proc
“rights starting January 1, 1975 in which all litigation was conclu
- ed as of April 1985. -

. With respect to-our: concluslons and recommendatlons, we con-

" - clude that the use of the economic tests is inappropriate in section

337 litigation. Because of these tests, some firms seeking to protect

U.S. intellectual property rights from counterfeit and mfnngmg

imports have been denied access to section 337 relief.

We support the provisions of S. 1869 that eliminate the effiment
and economic operation and domestic industry requirements and
redefine the injury test so' that ownership of a valid U.S. intellectu-

al property right and proof of mfrmgement by imports is sufﬁcnen,t .

to meet this criterion.

With respect to the temgorary exclusxon orders, many see the .
- Commission’s 7-month time '
cesswe Fn'ms that have recelvéd such relief teported in response

ranie for issuing expedited relief as ex-

\

/

":;‘(;

riff Act of 1930. I am also pleased .

‘to protect intellectual prope ({ -

e
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to our survey that sales and consumer confidence in their products .
were injured during the course of the temporary relief proceedings, .
undermining the effectiveness of such relief. s ' "
- We are proposing that, at the request of complainants, the Com-
- .--mission make temporary‘ relief efféctive at the time of an adminis-
trative law judge’s Yositive initial determination on temporary
relief, with the complainants posting-bonds. Using ‘this procedure,
temporary relief can be made effective in 4 months, and we believe
that- it will still allow the ALJ’s ,ade%uate. time to develop the
merits of the cases. This proposal would add only 1 month to the -
90-day timeframe for temporary relief provided in S. 1869.
- With respect to default proceedings, we found that the Commis-
. sion.generally takes 12 months to conclude section 337 proceedings -
when no respondents participate. Firms that have participated in -
default proceedings reported in response to our survey that sales.
- and consumer confidence in their products were injured during the
‘course of these proceedings, updermining'the,effectiveness of sec-

- tion 337 relief.

. We are‘ﬁroposing that, in-proceedings where no respondents par-
“ticipate, the Commission at the request of the complainants pre-
sume the facts in the complaint-and. issue temporary relief if the
facts 'so warrant. The Commission would then ¢ontinue with its-

. present default proceedings, which would be concluded within 6
months. If it determines that permanefit relief is warranted, the
Commission would replace-the -t’e'ﬁ\porary order-with the appropri-
ate permanent order. Qur concern' is that, without a record, section

- 337 would: be open to misuse and abuse. ’ : E

With respect to the ITC authority to simultaneously issue exclu- -
sion orders and cease and desist orders, we-gupport the provisions -
of S. 1869 that clearly authorize . the Commission to issue both ex--

"'fhtl?ibn orders and cease and desist orders to remedy the same vio-
ations. =~ .. . - -

And, finally, with respect to Customs enforcement of exclusion
orders, because Customs does not appear to be able to.seize goods

"when enforcing exclusion ‘orders, infringers can port shop. That is,
bring the infringing goods from port to port until they can gain
entry. Of the firms responding to our survey that received exclu--

' gion orders, nearly two-thirds of those that had.a ‘basis to judge re-
fqrted that infringing goods.continued to enter the country in'vio-
ation of their. exclusion orders. The majority of these firms report-
ed that these goods significantly injured sales. Company officials .

: al%:'i tb{g 'us that these imports hurt consumer confidence in their

products. ‘

" Therefore, we support legislation to authorize the Commission to
instruct the Customs Service to seize goods of predatory infringers,
that 'is, those who on more than one occasion have tried to bring
infringing goods into the country in knowing violation of an exclu-,
sion order. Seizure and forfeiture is a rather extraordinary remedy .
and should be used as such. - e ,

This concludes my summary statement and I look forward to an-

‘swering any questions you may have, such as those posed to the
first panel today, to which we have given considerable thought.

.. . Senator DANFORTH. Thank you very much. =~ |

[The prepared written statement of Mr. Mendelowitz follows:]

a

’
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Mr. Chairmar and Members—of the Subcommittee:

We are pleased to be here today to dxscuss our recent work
on ways to strengthen protection of 1ntellectual property rlghts

under, sectron 337 ‘of the Tarxff Act of 1930. Experlence since

passaoe of the 1974 Trade Act, whzch strengthened section 337\\» \\‘~1~

'shows that thlS prov1szon has become an important means to stop
lmports of "goods that counterfeit and infringe U.S. 1ntellectual
property rights. Our work, which we .began in. January 1985, shows

'-that‘sectionw337 protectlon of 1nte11ectua1 property rxghts can

b€’ made more effectrve, and we are proposxng ways to T L .
I —-1ncrea5e access to sectlon 337 rel;ef by ellmxnatlng or

redefxnxng certaln statutory tests that ‘must be met to .

obtaln relxef, C "‘v

--lmprove admlnxstratlon of.sectlon }37 procedengs elther
R

when complalnants need 1mmed1ate assistance or when no

respondents partlc;pate,- B < .

\

-—clarxfy the Internat1onal Trade Commlsslon s aut%orlty to
1ssue both exclus1on orders and cease and desist orders to
address the same unfair trade practice, and’

,d-strengthen ‘the Customs Servxce s abllzty to enforce ‘ - Co

f -,

exclusion orders. .

These proposals are lncluded in a draft report whxch we . -

ant1cxpate issuing this summer. BT P .
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JEED FOR :INCREA CESS T0 SECTION 337~  ——— -
' Althqughufsct}oo 337 relief has been available s}nce.the‘

;hat was later to become section 337), firms began usxng 1t
extens1vely only when it wvas amended’ by the Trade Act of- 1974.
The '1974 Trade Act transforhed sectxon 337 into- what one .
‘promlnent attorney has called 'the best forum wherexn to _:
@hallenge wxdespread 1n£rxngement of U.S. 1nte11ectua1 property
rxghts. As of Apr11 1985. approxxmately 95 percent of the
section 337'cases 1n1tiated,since passage of the }974 Trade Act
have‘invofved_protection of intellectual property-rlghtb,

primarily-patents.

s Section 337 was/origihilly intended as a trade statute to. -

protect U.S. firms and Qorkeregaégfhét all types—of unfair

foreign tzade practices. Therefore, the provisicn of relief is -

contxngent on complalnants' meeting certain economic teSts ’
normally not required to protect 1nte11ectual property rxghts.
These te§ts requ;re complqinants to demonstrate that they (1),
constjtuté’e‘domestic‘indu;try, 2y are efficiently a@d.
-economiceli§‘operated, end (3) are substantielly injured by the

‘'unfair trade practice.’

The Interncfional Trade Commission has iﬁterpreted these

" tests broadly. The Commission has:

. --Never denied relief on the grounds that the complaxnant .

(4

) .Tariff Act of 1922L}which contained the essential provieions of
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was not efficiently and economically operated.
--Interpreted domestﬁc indcstrf Sroadly: foryexample, the
. Commission has.issued reIief‘iq'instances where the .
domestic compcnent of the industry'did:not icvolve )
'manﬁfacturiﬁg'nperations;‘But’aistributich,.fesearcﬁ_and‘
"_‘ development, or sales and servicing. V
--Been willing to accept small showihgs of injury as.

suffzcient to meet- the statute s injury requirement.

'

Still; because of these economic tests, some holders of U.S.

Hiﬁteilectual property rights who seek relief‘from countetfeit.or

xnfrxngxng xmports are denied access to- section 337 relief.
Since the 1974 Ttade Act amendments. 11 complainants have been

unable to meet all the economic criteria and 6 of them were

;denied‘relief solely for this’reascn. However,'these 11 caseé

- ha} be ohly part of the stcry: .Our survey results indicate that-

firms have terminated tﬁeir proceedings or ecceptea settlemert

cgreements which they 5udged not in their best interests because

" they could not meet all of the statute's economic tests. In

—y

addition, other firms may be d;scouraged from even 1n1tiating

proceedxngs because ofethese tests. Boweve;, the;r number is not

known, The cost of section 337 litigatxon, whxch, according to
our survey generally ranged between $100 000 and $1 mxllifn, with
a few costing: as much as, $2.5 million, adds to-this teluctance.‘

The legal costs: attributap;eutp sa;isfyxng the economic tests can

[

<
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reportedly equal more than 50 percent of the total litjgation

expensesn

There is substantial support for elxmxnating the - requxrement
that the complaxnant demonstrate that it is efficientIy and

economxcally operated. However, objectxops have been ;axsed to
. amenaing‘tﬂg domestic iﬂdustry ;nd'injury teéts. :we-djscuss'~

_below Qhat,we considef to bé thg fou} ﬁost important objections,
~ and why wé do not agree with them. v - '

'

1. Should either or both tests be amendéd,'thé cbmmission

may no longer be the proper- forum for adjudxcatxng sectxon
337 dxsputes. : b C ‘ S

, . R
We see no compelllng reason for movxng adjudxcatxon of

sectxon 337 cases out of the Inte:natxonal Trade Commxssion
.'A should the econqm1c tests be amended. The~Comm1551on is
vgenerally viewed as doing a‘good‘job of administering
éection'337 proceedings.‘ As a non- partxsan, fact- fxnd1ng
body thh a buxlt 1n appealtlevel, the Commxssxon ‘would.

contlnue to be an approprxate forum fot ad;udxcat1ng section

R 337 disputes. It has decades ‘of exper;ence in. addressing
'unfalr trade ﬁtactices, which would contxnue to be the basis‘.
for section 337 complaxnts. The cOmmiss1on<has also-
developed expertise in adjud1cat1ng disputes 1nvolv1ng
’ intellectual property r1ghts through over a decade of
. 4 N
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- expcrxence with section- 337 11tlgat10n. Further, the‘
Commission's experxence places it 1n a strong position to
make Judggment calls™ in cases wherg overriding publzc
welfage coQ§i§ega£ibns‘require de;Ying~rélief éﬁ

complainants that otherwise warrant relief.

Coa

2. Amendxng the economic tests would make federal dist:xct
court 1nte11ectual property 11t1gatxon and sectzon 337

proceedxngs vxrtually'ldent1ca1 and dupxxcat1ve,

‘We do not, agree. fhe relative disadvéntéges ofjuSing
federal district coétt to protect intellectual property
rxghbsr~part1cularly patents, .from xnfrzngxng imports’ makes .

section 337 an 1%po€;ant alternatxve for redress.r of

i

w~—part1cnlar 1mportance& while the Commission concludes the

i

large ma]oz1ty,of sectxon 337 cases ‘within one year, e

dxsttict court patent 11tigat1on péoceedlngs often take as

long‘as 3 to S-years to conclude. Furthermore, the sectxon
‘ 337 excluéion'order is a more effective vehiéle for»
- address1ng the importation of 1n£r1ngxng goods from multiple
' ) sources. A sectxon 337 exclusion order 1s "in rem,' that
‘ " is, d1zected toward the‘counterfext or 1nft1ngxng products.

Thus, a firm need obtaxn«only one -exclusion order to»stop

‘all sqcp_iﬁpqr;sz regardless of source,,including goods

., prpddbgd and/or imported by persons that did not parffcipa;e

in the‘oriéinal proceedings. In gqnt}ast, relief. available
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in federal district>court is 'in personam, " that is,

dxrected aga;nst 1ndividuals. Consequently, to obtaxn

. relijef equal to an exclusxon order 1n d1str1ct court, patent

' 4
i

holders must often initiate 1 erous‘proceedxngs, often in
different areas of the country, to stop .several domestic &%

distributors froﬁ”@grketing the infringing goods.

3. Eliminating the "domestic industry criterion, in addition

to opening seétion 337 to U.S. ffrmé presently unable to

‘meet this test, would allow foreign concerns to use section

337 against other foreign and U.S. firms.

We do not view this as a problem. Representatives of the e
legal community with whom -we spoke believe that foreign

firms that'register"intellectual property rights in the

United States deserve full government protection. In fact, o

federal district courts have - been adjudicating patent suits
initiated by-foreign»firmS'for decados: Such an agplicétion
of section 337 would be oonsistent~with this precédent. In
a sense, the domestlc Industry requxrement of section 337 is
a dxsguxsed worklng requxrement'—-a non- tarlff trade -
barrier used by a number of developing’ countries.i This
practxce requ1res that a Eitm "work" (1 e., use in -
manufactutxng) domestxcally a patent or other xntellectual

property rxght 1n order/to use domestic mechanisms, to

protect that right. The U.S. government has spoken.out in
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>4; nmending the injury»test‘may bring new cnallenges co-éhé"

v
¢

y

multilateral'forums against the use of such trade barriers

because they stifle innovation by allowing- infringers to use’’

the research and dévelopment work of the original inventor

‘without . receiving authorization or paying compensation.

, e

" consistency of section 337 with thé General &greement on -

Tar}ffs and Trade (GATT) rules on measures-members can ﬁeke

“to p}oéect intellectual~p:operty‘righés,

-

\

We do not shaze this concern and we understand that the

Cffice of the u.s. Trade Representatxve has also rev1ewed
th;s matter and ‘found that eliminating the domestic 1ndustry‘

and 1n3ury.tests would:not give txse_to GATT;vlola:ions. We

belfe&e that such action would be éonsistent'with the

-

preotection historically afforded to reqxstered trademarks
and to- copyrxghts by the Customs Sezvxce, ‘which protects
these types of zntellectual propertv rxghts ftom counterfelt
and- 1n£rzng1ng 1mports wlthout requ1:ing owners to meet an
injury requirement. In addxtxon. the panel decxsxon in the
only GATT aispute'settlement case invoiving section 337'
indicated that the seétion’337 case dnde} cbnsideration
would have been con51stent thh GATT requlrements even
W1ghout the injury test. Although :he panel went on to

state that it could envision a situation in which use of

" section 337 to protect intellectual propeify rights may

~.




- o 232"

opnstitu:e a violation of GATT, the. situation outlined by

the panel is just as likely to occur at present as it would

. if the injury test werel amended.
- S . . . o

—~ - —
- v e

We are proposxng th\; section 337 be amended for eeses

S involving rntellectual property rrghts by (1) e11m1nat1nd.the
-~
requlrements that complaxnants constltute 3 domestic 1ndustry and -

be efﬁrc1ently .ang. g-pnomlcallyioperated and (2) redefrnrng ‘the

r -
AT et v maarem,

injdry test so ‘that swnership of a.valid U.s. intellectual

°

/property right and\proofnof infringement by imports is sufficient
“ to meet this-criterion. . o , S

S T e . PR

”% NEED TO IM ROVE ADM RATION e . . .
: 37 _BRO EE ' .

v -

~ 3 - - ¢
» ~
'Wé -Experience 51nce passage of“the Trade Act of 1974

. demonstrate: ‘that section 337 protectron ot 1ntellectual property

rxghts could be more effect;ye if the Internatronal Trade
Commié?fbn could (1) expedite tne provrsron of relief to f1rms
when they elther need expedrted rellef or when no respondents -
participate and (2) 1ssue both exclus1on orders and ceasé and

’ deszst orders to remedy the ‘same unfa1r act. c Ce

a

The Commission presently takes as much as 7 'months or ;onger

to provide expedxted relief, usually in the form of a temporary’

exclusion order. Conmlssxon regulatrons _give the admrnlstratxve
—-

o law judges 4 months to hold a hearing and make an. 1n1t1a1

-

V’v
1,
By

Y

W ‘ determination and give tge Commission one @on;h‘to decide whether

¥

. : " 8 .

A
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it will review.the initial determination and, if so, 2 months to

“ conduct the review and make a final determfnation.

Many see this txmeframe as 1nordxnate1y long, especially in
light of the one- year deadline for provadlng permanent relief.
”Dur;naﬂthxs perxod, respondents can flood the domestic market
. wzth counterfezt or 1nfr1nglng goods, thus undermining the
effectxveness ‘of the- tempotary reli¢f. Each of the fxrms

£
'-&edéiviAg—temp&r@rﬂ rblzefvthat responded to a GAO survey

reported that xnfrxngxng goods entered the country durxng Ehe
-,dourse of the temporary relief proceedings and that it was
injured by these 1mports. One f1rm reported that it lost from
$500 000 to $1 m»h!1$n in sales durlng the course of these
proceedings and that the infringing impqrts hurt consumer
confidence in its preéuct~to a very great extent. This-firm!s
comments bear notiné; '[Qur] pricing was totaily des:reyed. Our
credibility was saQerely impaired. Customers became confused,
many stopped buyingtaltogether.' o . v :Cl
We believe that this problem can be addressed in a way that

would redece by 3 months the present 7-month timeframe for =

L e

prov1d1ng relief without redu01ng the time the adm1nxstrat1ve law

'Judgés would have to hold a hearing and make a determination. We
are propqsing that, at‘the request of the complainant, the
Commission make tenporary relief effective-at the time of an

|

_administrfative law judge's positive initial determination on
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v ) L
tempOtary relief. To ensure that compla1nants do not benefit
i

should the tempo:ary reixef determination be ovetturned, the

complaxnant in such xnstances should be required to’ post a bond.

Thxs bond might- loglcally egual the estimated 1njury ‘that the

) respoqoent‘would‘1ncur from the txme-the temporary relief became

‘effective until the final determjnation. .

o,

The Cemmission generally take;fabout 12 months to conclude
section 337 p%bceedingé when rio respondents participéte,
/otherWise’kndwﬁ,as.default proceedings; "COmmissidnAdecisiqns
emphasize that a default does not establish per se a
compla;nant's right to relief. The Co@missfon requiées that the.

attorney for the complainant make a good faith effort to prbduce

’ ev1dence to establish a grxma facie case that a vxolatxon has in

fact occurred, The Comm1551on {1) wants some - factual and legal o

_basis for providing relief, (2) needs such info:mation to ensure

that the granting of relief is in the public interest, and (3)
needs to assure that its sweeping powers to exclude goods are not

being abused. o

During the course of these proceedings, however, defaulting
reséondents can continue to import counterfeit or infringing
goods, undermxnlng the effectzveness of the sectxon 337 relxef.
V1rtua11y all o£ ‘the fxrms respondxng to our survey that had

obtaxned'relxef zn‘defgult-p:oceedings zeported that their

.businé55~was injured during the course of these prbceediﬁgs.

10 .
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litigation expenses. o . e -

- develop a record to support the granting of,xelref We aré

'permenent. Thé Commission would then cantinuye with its present’

: - 2’35 ’ Do -3

About» 57 percent of those“that dndicated they. had a basis to’
judge reported that they" lost £rom $100, OUO to $1 yrllxon ih wg;
sales durzng the ‘course of the proceedings and about 36 percent

reported losses of $1 mlllxon ;o $5 mrllion. thh .one firm

~ claiming to have lost over $5 millxon in sales. of these f;rms,
. over 87 percent of those that 1nd1cated they had a- basrs to judge

_ reported that the presence oﬁzfounterfeit and/or infring1ng goods

,

hurt consumer confrdence 1n thelr products to at least some -

extent dur1n9~the course of the proceedings. - About 50 percent of.

“them reported substantial or very great'damage. Jn addxtlon to

~

‘these losses, they ifcurred - “litigation expenses o£ ag- much as SLsh\r;

7m111ron, wzth one firm reporting litigation expenses-of ouoe—$2 S

- ~ R S

million. Defaulting respondents, of course, "incurred fo
. Te

© ’ —_—

We suggest a method to’ resolve thxs problem that’would -
provxde immed1ate relref to’ complaxnants in default proceedings

while," 13 €he same time, ngxhg the Commxssxon the opportunity to

o

proposing that, in sectioh 837 cases -in. vhxch no.. respondents

/

‘participate, the Commlssron. upon the request of complaznants. \af

"presumewth facts alleged in the complaint and isSue temporary ¢

ECts-so warrant. The defaultxng respondents could

contxnue to mport goods, but only under bond and sub)ect to ¢

FEIRY

relief if th

re‘exportation or*destructlon sﬁould the temporary order be made '

T ‘(‘"frlf‘" o

¥ S o - R
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default proeeedingé, which would be cohcludea‘within‘G months

from the date All respondgnts were offﬁcially found in default,
: were ofhic :

not. to exceed 12 months ,from the date theé case wae initiated.

‘If, after these proceedxngs, the Comm1851on determznes sthat

permanent ‘relief is warranted, 1t would replace ‘the Eemporary

' order with the approprzate permanent rellef. In thxs way, “the -

deservxng complaxhant would be protected from 1nJury durxng the‘

course of the proteedangs and the Commxssxon could develop a
record to support the issuance_of relxef.

~

We also belleve that\the Commission can more effectxvely
remedy unfalr trade practlces by 1ssu1ng both exclusxon orders
and cease and deslst orders to remedy the same violation. There
may be some legal questxon regard1ng the Comm1551on s authorxty

“to issue both types of relxef s;multaneously.' Sectlon 337(f)

‘ authorxzes the COmmxsszon to issue cease and desist orders "in

lieu of" exclusxon orders. While the‘Comm1ss1on orxgxnally read

-

th1s provision as proh1b1t1ng it from 1ssu1ng both types of

rellef sxmultaneously, xt has sxnce broadened 1ts 1nterpretatxon.

Vexpandxng the instances. when xt can issue both remedles.‘ Because

‘the statutory suppo:t for such actxon may be in quest1on, we. are .

prop051ng that‘sectxon 337 clearly authorxze»ghe International

et - IS BN . .
Trade Commission to issue both exclusion orders and cease and

" desist orders to remedy the same unfair trade practice.
' - ; . L : Lo o

12

—
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NEED TO STRENGTHEN BNFoizgsMENT
OF 'SECTTON 337 EXCLUSION ORDERS

Firms 1n1t1at1ng sectxon 337 proceedlnqs do so thh the

objective that, should they wxn, the exclusxon orders will

v

. effectxvely stop-the counterfelt and/or 1nfr1nglng goods from

J

,enterlng the country. The presxdent»of one firm that-xnltxqted a

sectipn 337'prbceeding chazécterized his expectatiops of an

exclusion order as "a wall around the country. of course; the

high cost of lltxgatxng a sect1on 337 case contrxbutes to this

expectation. - - o .

: . . . -

- .

Although some firms voluntazzly stop xmportxng counterfext E

' or 1nfr1ngxng goods covered by exclusxon orders, others ignore .’

’ ‘the orders, placing- the enforcement burden on the Customs S .

-

Setviqe s port xnspeptors. Because an exclusion | order authorizes B

Customs to exclude, but not seize, cqunterfext-and 1nfr1ng1ng

goods, some knowledgeable officials do not consider it to be an

effective deterrent to importation of such goods. Since Customs,

cannot seize these goods, foreign infringers who have shipments

S

_.stopped by Customs are requifed ole.tb re-export the goods an?,

thus,. lose only shxppxng charges. Indeed, foreign infringers

- have- been known to "port shop," that is, carry the qoqntg:feit or

intringing goods from port .to port uqtii<§hey gain enégy,

Of the respondents to our gurvey' that indicated Ehey'had a

) basxs to judge, nearly twg-thxrds "of the £irms that had recexved

! exclus1on orders reported that counterfe;t or infr1n91ng goods

Ean 8t

- 13 CT
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-covered by their exclusion orders contlnued to enter the country‘“'

' About 71 percent of these firms ‘saw substantxal decreases in such‘
imports after the exclusion orders were lssued. Nonetheless,
about 73 ‘percent of those that had a basis to ]udge reported thatﬁ
the counterfelt and 1nfr1n91ng 1mports hurt, thexr sales to at -
least some extent.v Over 45 percent of them reported that sales
were damaged to a moderate or substantxal extent. Further,
company off1c1als told us that ‘the continued presencé of 4
1nEr1nq1ng goods in the domestic marketplace, sometimes- in a form

-virtually- 1nd1strngu1shable from the or1q1na1, caused consumers

‘to- lose confldence in. the authentrc products.

2 /, N . .
Foy PN

~. - . S~ — . .
We believe 'steps can be taken to stréengthen the ability of
'Customs'"present,staff to enforce section 337 exclusion ordersl
‘We support initiatives to authorize.the.Commissiqn to dirett' y
QUstoms to seize goods when'enforcinq.exclusion(orders. he
_suggestvthat any. legdslation to this effect provide that the
Commission is o use this authority not as an~initialrremedy'bht
as an extraotdinary»measore to deal with‘*predatoryﬁ;infringers

¢ 2N . -'“. : .
that have tried on more than one occasion to violate-existing

N ~ - - . % T, o
exclusion orders.-- Under our propesal, before the Commission ..

could authorize Customs'to seize shipmentS‘ih'enforcing an
‘exclu51on order, Customs or the complalnant would have to present
evxdence to the Commission that a fOIEIQR firm or f1rms have on.

‘more than one oocasron attempted to bring counterfeit or

- [

.

\
. - LA
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infringing goods into the country in knowing violation of an
exclusion order. ‘

We also éuggest,thét‘Customéuinrensify ﬁts efforts\ib elicit
- the support of firms that have obtained‘exclusioﬁ orders in
1dent1£y1ng shxpments contaznrng counterfe1t or 1nfr1ngrng -goods’.
Oover 25 percent of the survey respondents that recerved exclusron
orders undertook independent xnvestrgatrons "and provided the
. results‘to Customs. Such information could include the names of
__oompanies importing counterfeit or infringing goods or - Lo
'“information on particulér shipmehts‘of éuch éoodé. Theee firms
- A were most often satxsfred WLth Customs' response to the
- 1nformatron prgvrded. Customs could elicit such 1nformatxon
S through an 1nformatxona1 brochure or similar, document tpat is
.provided to frrms before they 1n1t1ate seqtron 337 proceedxngs.
‘Under current procedures, there 1s-no formal mechanxsm‘for firms
to obtaxn such information prror to 1n1t1ating proceedangs. As a

‘restlt, they may not. have realistrc expectatrons of Customs";

ab11rt1es or apprecrate the need to provxde assrstance."y\

Mr. Chairman, .this ooncludes my stégement. I would be happy

»

: . to respbnd to any Questions you- have at this time., .
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Senabor DANFORTH. In most trade questions, there are pluses and
minuses in anything that the Governmient does, pluses and min-
uses as.to whether to grant 201 relief, 301 relief, and so on. Does ~
anyone see any lus, any countervalhn interest, in permitting
trade in counbe eit or pirated goods? You are- all shaking -your
heads or not indicating any disagreement with the proposition that
there is-no, I would think,-no countervailing good to be served by -
permitting trade. in.counterfeit products or pirated products. -
‘ r. FosTer, Mr. Chairman, I a w%;ree with that, but let me just add
' somethmg perhaps to amplify. n you are dealmg under section
337, in particular, you are essentially dealing with private rights.
Individuals have a roperty right; they come to-the Commission;
they ask for relief; the Commxssxon de01des ‘whether they meet the
criteria of the statute. y
-In 1974 and, indeed; before then, the Coniress alWES’s‘ thou ht it oo
be _appropriate that there be somebody to take a look at whether it ', 1
~ is in the national interest, if you will, that this private right, which = 7 4
" can also be enforced under the domestlc laws—exclusive remedy is
not under section 337—whether that private right is of su¢h impor-
tance and there are no countervallmg international rights or——
_ - Senator DANFORTH. All right. I understand. Let me ask you this
L questlon, ‘then. Can you conceive of any case in which it would be
in the national interest for the Government of the United States to
make a decision to allow trafficking in counterfeit goods? .
.- Mr. Foster. Well, I can see a case where it would be m the na-
tional interest, not to enforce a section 337 action.
Senator DANFORTH. Really? '
Mr. FOS'I‘ER Yes; and let me give you an exam le. Suppose you
are engaged in a negotiation with a country on telecommunication
products, and you are trying to push them to an overall agreement
~——on-telecommunications and market access. At the same time, you
. have a private-party_that seeks to use section 337 to gam rehef
.. from what it feels to be an unfair-practice.
That same private party.also has the doinesticlaws avallable to
it. If it goes into court and ?roves infringement, it need‘nobprqve
mJury, it gets complete relief, injunctive relief. - B c ey
I could see.in a sitution like that that if the forexgn government
is saying, look, the party has relief available to him, no industry is
getting urt in’ this situation; you are 'going to make it very diffi-
cuit for me to deal with my political problems back home if you
start hitting me over the head with these private rights, I can see
“then the President saying, all right, you know, you have a private
:emedy, go use that in the courts, and let us get on with this nego-
1at10n - . .
It is a judgment call.
y i Selr;amr DanrorTH. I would hope that we wouldn t smk to that
- dept
r. FOSTER. Well 1 thmk also there is the situation of whether
you feel you are in violation of an international obllgatlon if you -
enforce a particular decision of the Commlssmn :
Senator- DANFORTH. Again, I can’t imagine it. I mean I reallfv
cannot imagine the Government of the United States saying, wel
' gortotgx:; reasons, we are not going to enforce laws against counter-
- feit goods. . .
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Mr. FosTER. We}l,.ther\; have done that Mr. Chairman.. = . - -
Senator DANFORTH. There would seem to be such an outrage that
I would hope that if we would do that, we would do that openly. -
. Mr. Foster. Well, it is done openly. Right now, the President
denies the relief and he gives a reason for why he deuies the relief.
+And he has done that in several cases where he has said it would
be inconsistent with our international obligations to grant relief of
the sort ordered by the Commission. - -+ |, - ‘ :
. Senator DANFORTH. Anybody else want to comment on that? .
Mr. Swan. Well, I think it is that kind of rationalization that -
has gotten us into the position we are today. It is an inconsisteoc
of following the rules that we have that encourage piracy. I thin
if we make a lot of exceptions, and we have made a lot -of excep-
"‘'tions, that we are never going to get anywhere. And that.is why - _
- ‘this legislation is important and we put teeth behind it. -
v . *.Senator DANFORTH. Is it the judgment of this panel—Mr. Men- )
-delowitz has answered this question I think very clearly—but is it
the judgment of the panel that the present system is adequate to
_ provide relief? I mean do you think if you have a problem now
with pirating—we have section 301, we have the conditioning of
the GSP, we have people at USTR who are supposed to be watch-
ing this—do you feel now that where there are instances of pirat-
ing, Americans who are aggrieved can go to the appropriate au-
thorities and get relief? Or do you feel that under the present set of
cixl-gufr?nstances it is very difficult to get relief? Too difficult to get
relief? oo N T e
° Mr. Swan. I think this legislation certainly helps us.-As one of
the earlier speakers talked about, there is a $20 billion loss and
- 750,000 jobs. Obviously, we haven’t -solved the problem with the
" current system, We have made some progress.. But I think what
-+ you-are suggesting here would go a.long way to help reducing that
© 320 billion deficit. = - o ‘ » o
Senator DANFORTH. You are not satisfied with thé status quo? - - ‘
Mr. Swan. We are not; no, sir. - , : T
Senator DANFORTH. Mr. Witte, you are not? C :
Mr. Witre. No. And these proposed changes would speed it up -
-and make the penalties more severe and certain and remove some .
of the conditions that shouldn’t be there: ’ T
=y .. Mr. FOSTER. Mr..Chairman, I am not sure I quite follow, because
~"*Zfzour. problem is with overseas infringement, if you will, ‘c?(fring
overseas -anid-pirating overseas, section 337 doesn’t really address
- - that. As you suggest; T gc\t,ig,gﬁOl, and other laws that are avail- -

able to handle that. . R s S : ,
These amendnients deal, with the stf\ﬁ'(?ﬁiﬁﬁs-g'\ﬂ,aggxeone coming
‘into the United States. ‘ - T T

Senator DaNFORTH. Right. .. . e
* Mr. Foster. Now there we have vight now a Customs enforc
ment of the copyright and trademark law that you don’t even need
- to use section 337, 337 is available, basically, for patents. I mean
that is where you don’t-have a Customs, an-independent Customs,
authority, if you will. In that situation, our position is that what .
you might gain from making these amendments, you create a risk
of perhaps upsetting the entire statute because we believe—and.
this is our feeling—that if you start trying to having GATT deci-
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_sions against the United States saying section 337 is inconsistent
“with the GATT because you are flagging the issue to them, you are
eliminating injury and industry, then ultimate_lir the President is
going to have to deal with that. And the most likely way—either
this President or the niext President, and ‘we don’t know yet who.
" that is going to be and. what his position is going to be. But one
way that they have dealt with that-in the past is simply not to give
relief. And, indeed, that is what happened before 1974 in the .
-amendments there. You rarely got any relief under section 337.
"« And most often than not, it was because the Presiden{, was under
-+ . pressure not-to give relief. . o7 T .
Mr. DeRieFrer: Senator, if I could add for a moment. A’ little
earlier toda‘y there was discussion about the Wilson-Lautenberg bill ‘
" on behalf of the ITC. We support the general principles of-that bill- .- -
and go along with what Mr. Foster said. That bill looks more to
. overseas action than to what is coming in here. o
Lo We probably think that the bill needs some technical adjust-
.- meénts, particularly to more clearly recognized that trademarks are "
. “also intellectual property. The spirit of the bill is one that we think
- that hds recognized the real problem that most intellectual proper-
ty owners have overseas. It is not just in this country." ) T
~~ Mr. MEnDELOWITZ. Mr. Chairman, the issue of the GATT legality
of removing the economic tests under section 337 has been raised
by several witnesses today. And I would like to put that issue to
rest. We have given extensive consideration to that issue. We have -
looked at it ourselves. We have consulted with leading legal ex- -
perts in the-academic community. We have reviewed the opinion of ~ . |
Ambassador’ Yeutter that, in fact, these changes would not be in-
“consistent with the GATT’s. And we traveled to Geneva to discuss
_ this issue with officials of the GATT Secretariat. - L
We find no basis for believing that such changes -would in any
way be inconsistent with the GATT. In the one seetion 337 case
that was reviewed by a GATT panel, the Spring Assemblies case,-
the panel said explicitly that 'the injury test was.irrelevant as far
as GATT legali® was concerned. - . .
I think to use the excuse of GATT legality to limit the enforce-
ment of intellectual propert ri(g.hts in this country is inap&'opri-
- ate. There is nothing about the GATT that in anyway could be con-
. strued as supporting piracy of intellectual property rights. -
Senator DANFORTH. Mr. Mendelowitz, you said in the conclusion :
_ to your statement that you would like to answer some of the ques- o
* tions put to the first panel, and I can’t remember what the ques- o
tions were. [Laughter.] - R P
But I remember that a question was put to the first-panel with '
respect to GATT legality. Did you have anything else that you
were just dying to say? -~ o : Lo
Mr. MeENDELOWITZ. | must admit I am—— . - . RIS
Senator DANroRTH. I think you are doing great, and I just -
wanted to ask you. S , .
- . Mr. MenpELOWITZ. It is always easier to ask questions that you
T pose than pose my own. - ‘ : ~
: " ~There.were a number of questions that came up. I have to try to
‘think exactly what_they were. One of them involved the issue of.
allowing foreigners to"use-the gection 337 process. We have looked

A‘»':’-s *
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at thls issue and quite frankly, we don’t view it as a problem The
residents of the Umted States, who are the leading owners of intel- -
lectual property in the world, have the greatest stake in improving :
the worldwide system of strengthenmg intellectual property protec-- -
tion. Allowmg foreigners to protect their. patents within the United ~ -
States by _gainjng access to the section 337 process would just
-'strengthen "our hapd at improving the/ worldw1 e reglme for mtel
=== lectual property protection. LT :
- With respect to the appropnateness of ‘the Internatwnal 'I‘rade -
Commission as a forum for handling section::337.cases- if. the eco~ .
nomic tests ' were removed, we-have concluded fﬁaﬂthexe i§ no com-
‘pelling reason for moving section 337 out of the I 'he ITC does
" a reasonably good and has a loy ¢ of experience in admmlsbermg sec-
tion 337. Removing ‘the economic tests would ‘not place any new
burdens on the International Trade” Comrnission. It would.just -
. remove some of the current burden. We see no reason for, altermg ,
the process just because the economic tests are eliminated.
Having an in rem procedure in the International Trade Commis- .
sion to address mtellectual*property violations which'involve im-
ports into the United States i§ quite importanit becaqs‘e]the foreign -
violators are beyond ‘the reach of the U.S. courts. Having the ITC. -
process, the in rem exclusion order, to deal with multlple violators, .
et cetera, makes a lot of good sense. -
Senator DaANFORTH. Mr. Foster, you have t,estlﬁed that the fact
that there is an injury test has not been a bar in successfully proc-
- essing 337 cases: . - "
o Mr. FOSTER It has not been a major bar. That is right, "Mr. Chair-
" . man, .
~ Senator. DANFOMH. If it hasnt been a: ma_]or bar, why make :
people go through this? g :
Mr. Foster. We think it has- 1mp11catlons mternatlonally A decic -
FEEE=<sion to brin ’I'F a-case to challenge the United States internationally .. -
s .. under GATT is as much a political decision as it is a legal decision;
: - as you are well aware. And these sort of things, when you have a
Y - test such as an injury test, that is viewed as a different test,
- making this a trade law, then I thmk foreign governments look at
the laws differently. ..
Senator' DANFORTH. You are saymg that if we don’t roll over and
play dead other countries will get mad at us?
~Mr. ‘FosTeR. No, I am not saying that at all, Mr. Chairman. I am
o saying we have an effective tool here as it now ‘stands. And you -
~  and I both know what happens mternat;lonall when you get & -

GATT decision that goes. against . You only have to look at . = -
DISC decisions of that nature an see ultima hat happens.
The law is amended, 337 is eliminated, that- sort thing We want

. to try to avoid that."

Senator - DANFORTH. What happened with DISC is that we
" dragged it on for a long time, - o . ‘
Mr. FosteR. That is right. . R
Senator DANFORTH. And finall replaced it thh—-—
> Mr. Foster. That is right. And we got hit over the head.in every -
single international meeting that where we wanted the Europeans
- to do something, the first thmg they would say to us is, well, what
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'about DISC. And they resisted successfully many other changes for
g time.
l'le point we are making, Mr. Chairman, is you cannot in our .
inion consider these on their own. They are n t separable.from

-0 her international trade relations. / :

" " Senator DANFORTH. I _]ust really believe that if we have reached ‘
the pomt where we can’t provide adequate relie¢f—and these people - .
don’t think that it is adequate today—for intellectual property -
rights violations, we really are in very sorry shape. .

‘Mr. Foster. Well, we may have a disagreement on whether it is
. adequate or not and whether these changes add to that. That is the -
“point I am making. If people want to change the injury tést be- .

- cause they say it is a bar and yet it has been a bar in relatlvely few -

- cases, | am not sure how that can then be argued that that, is s?me- .
thing that is inadequate in today’s law.

Mr. MENDELOWITZ. Mr. Chairman, in the period January 1, 1975
to January 1986, there were 11 section 337 cases in which the com- -
plainants did not satisfy all the economic tests and lost their cases.

Senator DANFORTH. Let me ask one final question of Mr. Swan.

" Mr. Swan wants a test that would provide that the aggrieved party

- would have to have substantial manufacturing or R&D activities in

" the United States. Supposing I am the sole owner of the one with -
my spouse of the Mom and Pop Necktie Co., and’ we just have a_
little plant and we make these. It. doesn’t take a lot of capital, and
we are selling these’ thmgs right and léft. All-of a sudden crate S

~ -loads of the same ties arrive from Hong Kong or someplace. -Don't o
yo;l think I should get relief or should it should be Just for Monsan-
to

‘Mr. Swan. That is a very dlfﬁcult issue and’ one. we have talked :
about. And one of the things we have suggested is that we try to

. establish standards-because there are certain situation where the

-“aggrieved .party should have relief. ,

If you spent time and developed the tie, if you did a lot of cre-
ative design work in developing the tie, then we would include that
as the kind of party that should get relief.

Senator DANFORTH, But it may not be substantial by your stand-

-ards. ‘All I have done is design atie and manufacture it.

Mr. SwaN. Again, we would like to work with your staff to estab- -
lish the standards and come back to you on that. I hear what you -
are saying."

Mr. FosTER. Mr. Chaxrman, on that one I think you would get
relief under-the law now. There have been cases where the total -
sales of a company have been 200,000, 300,000, 400 000 over a ‘ —
petlod of years and relief has been avallable —

- Senator DANFORTH. I am just gomg to the changes—that Mr. Swan ‘
wanted ' ;

M. .FOSTER. lunderstand Right.

Senator DANFORTH Thank you all very n much for excellent testl-
mony T ’

TN [Whereupon, at 4:12 p.m., the hearmg was conecluded.}
8 [By direction of the chairman the following commumcatlons were
made a part of the hearing record ]
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With intellectual property piracy costipg‘u S. companies'an est%mated
$8 billion to $20 billion a year, the U.S. Chamber strongly supports reforming

~Section 337 of the Tariff Act of 1930, . )

+ _—

The Administration has indicated that it will support 1egis1ation to
protect U.S. intellectuatl property rights, . Tnc1udtng trademarks, patents,
copyrights, and mask work rights (computer ch\p des1gns), along the lines of
President Reagan's speech dn September ‘23, “in which he. sa1d "When governments
permii counterfeftfng or copying of ‘American products, 1t is stealing our

- w

We -endorse efforts to strengthen the rights of American inventors to -
exclude from the Americdn market products that infringe upon their
1nte11ectua| property rights, -Section 337 of the Tariff Act of 1930 presently
gfves the International Trade Comm1ss1on {FTC) the general power to exclude
1mpor;s when the importer engages in “unfair methods of competition or unfair

.acts." The law has been used to restrict importation of pirated products but

neéds to.be strengthened by eliminating the inJury test.

Section 337 requiré% a complaining party to show that the imports:
threaten an effic?eni qnd'?conomicaliy operated domestic industry with .-

*Vice President, International, Chamber of Commerce}éf the United States
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destruction or substantial injury before relief can be granted We support
the removal of these tests. ‘

In short, inté\lectual propergy“owners covered by the bill should noﬁ
‘need to prove that a wholelindustry is threatened with destruction or
.substantial 1njury. Infringement is sufficient injury.

= e also support a change in the law that would requ1re the ITC to act
R promptly on requests for relief pending the f1na1 resolution of a complaint.'
In cases when a key shipment of 1nfpfngfng goods {s en route or a critical
selling season is approaching, the failure of the ITC to act promptly inf]ic;s
" harm on the intellectual property owner that is not easfly remedied.’

. The ability of the U.S;‘to compete and trade in the global economy is
being undermined seriously by foreign violations of U.S. patents, copyrights,
tradenarks, trade secrets and other proprie%ary technical data. Improvements
in Section 337 that would be made by S. 1869 and related bills are-an
. important step towards improvrng the ability of Americans to protect the:r
- rights. :

-

= ;
& N The\most important feature of S. 1869 {3-that intellectual property
] ‘e¢ngeme t would be the sole c¢riterion of irijury for purposes of

! : 3 337, By eliminating the requirement to prove other injury besides
7“?>4ﬁ“§{ ringement, S. 1869 would make Section 337 a more effective remedy for U.S,

Buiind -

LT Y past proceedings under Section 337 involving patent infringement havé
) found the existing law to be less than satisfactory -- notably fn the 1983
o ﬂ> case filed by A1\ied Signal against ten Japanese and West German compgtltors
- »Z, arid the 1984 case f11ed by Corning Glass Works against Sumi tomo of Japan,
Allied Signal was successful in obtaining an exc1us1on order, but only at the
N cﬁézg * price of very burdensome and expensive proceedings. /Despite 3 finding of . —
infringement, Corning was unable to obtain relief fron the 1TC because
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“substantial fnjury" could not be established.'“Under the éxisting
Section 337, evidence of substantial injury is one of the
main'tonditions~-- in addition to infrindement -- that has_to be met before
relief can be ordered. There is no economic or legal rationale for keeping

the injury requirement in the 1§w,fo? intellectual property cases.

' Def{ning "Intellectual Property"

_ _ The injury requirement should be eliminated for all of the categories of
intellectual property rights which are enumerated in S.71869:, patents,
trademgrks, copyrights, §em1coﬁductorlch1p mask works, and trade secrets..

S. 1869 f1s superior on this point to the Administration's position and
H. R 4800, because those proposals fail to eliminate the injury, requirement
for cases 1nvo1v1ng trade secrets and unregistered trademarks,
e ln many cases, the ITC has granted relief for misappropriation of trade
' secrets\in cases ynder the existing Section 337 we recommend that the
v ) Yanguage in subparagraph 337 (a)(2)(F) of S. 1869 referring to trade secrets
be amended to use "misappropriated“ rather than "infringed" for trade secret’
: rights We suggest rev1sing subparagraph (F) to.refer to "unauthorized
importation of an article manufactured by misappropriating a trade sécret
tvalid and enforceable in the United States" instead of current Tanguage;'

With regard to trademark rights, which’ are covered by subparagraph (D)

- in S. 1869, we suggest clarifying the scope of the term “United States ‘
‘_trademark.“ Although the Administration's bill clarifies it by referring to a <
“"valid and enforceable United States registered trademark,” it would be better -

to include all trademarks enforceable in the United States, whether or not . -

registered. The 17C in severa1 Section 337 cases has.given relief to owners ,
.'of unregistered, "common law" trademarks. Me see no reason to eliminate the

'1njury requirement‘fbr some trademarks and retain it for others, ;

>

'

- Other Changes in Section 337

¢ -

% » Wé support e!imdna;ing‘the requirement that ‘the ITC must find theVU{S.’
industry to be "efficiently and economibaIty'operated“ as a condition for

~
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relief in 1ntellectua1 property ‘cases particuTarly since it may be difficult
for a newly estab]ished technology-based 1ndustry to show that it is
A efficient

we disagree with the {dea, however that it is adequate merely to
) 1ncorporate the efficient]y and economically operation requirément to another
part of Section 337, in order that the requ1rement would become one of the
"public interest" factors to be cons1dered by the ITC when deciding whether to
grant relief. The burden and expense to intellectual property owners of
11tigat1ng over this requirement should be eliminated, since unnecessary e
requirements can deter patent,. trademark and copyright owners from filing

1

complaints, i P . ' }

Expedited Timetables For Exclusion Orders g \'

We favor shortening the period for determinaiidn byiihe,ffc'on whether
to fssue temborary exclusion orders. A provision in section 2(b) of S: 1869:
would set a deadline of 90 days, which seems to be a workable alternative to
present procedures and-timétables, - E11m1nat1ng the injury requirement shou1d<
also facilftate earlier determ1natioﬁ?‘B?TIEE“TTC on temporary exclusion
orders, because Tnvestigations wou]d be simp1if1ed.'

1]

el

Process Patent Amendment

We also stringly support Section 802 of S. 1860, the "Process Patent
Amendment of 1985." This provision would close a loophole fn the patent code
which presently'a1lows competftor% to manufacture- offshore and then‘fmﬁert'
“into ‘the United States if thé patent covers a manufacturing process 1hstead of
a product Adoption of the new provision would stop offshore manufacturing by
competitors who are taking advantage of our research and development-
1nvestments - The progess patent provision would establish a new remedy in our
Federa1 courts. for’ process patents.cgmg_rab!ento the -remedy - for product )
patents.
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5= IR
Qur major<tradjn§ partngro; including Japan,_ﬂest.Germany, France, and-- .- :;
the United Kingdom, have pravisions in their laws similar to the process "“"“
patent amendment -in S. 1860. We should provide comparable protect1on for
manufacturing processes in our own laws,

ta

Biiateral Ard Multilateral Negotiations ‘ - . ~

The U.S.vChambef also urges the Committee to include expanded o%oégq}ion
of intellectual property rights as a negoiiatino objective-in a new round of
multilateral trade negotiations. ‘We believe it is important for' the
.United States to take aggresslve attion to obtain more éffective |nte1§gctua1
property laws in fore1gn countr1es through both bilateral and multilateral.

negotlat!ons.
- ‘ y
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" incorporate- the -substance of HRI900,. the proposed.
.amendment to the copyright law to establish a system for
_ prompt protection of industrial designs. In our -

incentives to create new designs (resulting in-fewer:- .

Tourister luggapge.subsidiary. -In the luggage business,
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:Wtjtten:StaCemenc In Support of Amending Senate
.. Bill S1869 to Include the Substance.of HR1900.
-\ . .. ) o I .

\

We suppért‘én amendment to Senate Bill 51869 ta.

'

experience, the bulk of industrial design counterfeits and
knock-of fs are inported. We support an amendment to S1869 .-
to include 'provisions.for the unique form of.protection . -
encompassed by HR1900 as applied to imported goods. ~Thig

. protection is -not now available under our federal-

inte¥llectual property_ laws and an opportunity exists to

"amend S1869 to enceutrage increase new product development

and- introduction throughout the United States.

In today's fast paced marketplace, immediate protection
for industrial designs against imported copies is sorely
needed. Without such protection, the incentive to create
new-products- with novel designs is greatly diminished. i
Frankly, it is simpler to allow another company to spend
the manpower, time and money to.develop a new-design ’
(which under current laws will probably not receive any "’
protection for at least two years after it has been o
publicly released) and then follow the trend. Copying the
designs of .qthers using inexpensive, overseas labor .
becomes the expediént ‘way.to do business. The.absence-of
products being manufactured) ‘and the shift of :
manufacturing out. of the U.S. (i.e., those new industrial .
designs that' are ,created in the U.S. are unprotected and

" are being copied ‘and imported into the. United States’

during the critical years) is unhealthy..

The need for prompt and inexpensive protection of -

_industrial designs cuts across the fabric of American
.industry. The Hillenbrand Industries companies are

exemplary. -

ems to date have affected our American

The major pro
the problem of counterfeiting and knock-offs from: imports
has reached epidemic\levels. The dynamic nature of the
luggage industry requires that.new luggage designs appear
in.rapid succession. Eveén successful lines often have an
effective’'life of only one to two years. Before any-

_ protection can be had, an army of Far East manufactured - -

copies has invaded the' 'U.S. market and undercut the demand
for the original product and design. , .

2
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“A- recent examplé of thls is enllghtenln% ép I982,
American Tourister introduced its Soft-Tech® line, a new

luggape design with .a unique séries of vertical pleats and

associated design features. ‘An application was filed for
design patent protection in 1982 but did not issue until
1985. By that time, a number of import infringérs-had *°
knocked-off the Tourister design and entered the

‘ marketplace. Photographs of some of the knock-offs,
showing the high degree of similarity of copying.‘are
attached to this testimony. Until the patent issued,

. American Tourister was .not in a pésition to take
appropriate legal action-with any assurance that. it would
be successful. Recently, Tourister filed twd suits
against cospanies which continue to manufacture copies of
this item. This pruduct has generated more copiers than
any Tourister product in recent years. »
. For the typical American Tourister groduct there may only
.be one or two copiers. ~They generally enter- the
marketplace shortly after introduction of the product by

. American Tourister and they attempt -to sell- their

knock-offs as long as the Tourister design rema1ns :
popular. This diminishes American Tourister's ability to

-maximize its sales during the limited time period when its

_ Tourister products are ‘typically found in the marketplace - ~

design is,most sought‘dfter by the marketplace.
Since Tourister introduces a sxgnificanc number of new ;.
"designs each year, several imported copxes of various.

.at any one time. Incorporation of the proposed - .
legislation set out—in HR1900 would provide American
Tourister- and other U.S. manufacturers-with an appropriate
vehicle to take prompt actiop against ‘the importation of
the various knock-offs in the marketplace immediately
after they surface.

Our concern goes beypnd American Tourister to our other
subsidiaries, ‘all of whom are market leaders -in theif -
businesses and thus likely-targets for foreign copiers.

- Only tecently. our Batesville Casket Company discoveted a

'

Korean company attempting to import a knock-off of on ofA

Batesville's popilar wood casket.models. Fortunately for . -

Batesville, the- Korean copier could not find an immediate
customer for its product. .

We  commend to your congideration the substance of HR1900
and .recommend that it be {ncorporated into the Bill under
corisideration .ag a practical and fair solution to the
present absence of adequate industrial design protection
o in the U.§. for knock- -off and counterfeit foreign,
imports Prompt action to Jdncorporate this 3111 will be
of long term benefit to the nation.

s



