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I. INTRODUCTION

1. The industrial property system and its role in the transfer of technology and,
in general, in the development process of developing countries has constituted an
important item in the discussions on the establishment of a new international
economic order.

2. In 1961 the General Assembly of the United Nations requested the
Secretary-General to prepare a study of the effects of patents on the economy of
under-developed countries and also to recommend on the advisability of holding an
international conference in order to examine +the problems regarding the granting,
protection and use of ratents, taking into consideration the provisions of existing
international conventions and the special needs of developing countries

3. Paragraph 64 of the International Development Strategy for the Second

United Nations Development Decade called for "the review of international
conventions on patents".

4. At the third session of the United Nations Conference on Trade and Development,
the Conference unanimously adopted resolution 39 (I11) which, in paragraph 10,
called for a study on the role of the patent system in the transfer of technology
to developing countries and invited the Secretary-General of UNCTAD "to devote
special consideration in this study to the role of the international patent system
in such transfer [of technology], with a view to providing a better understanding
of this role in the context of a future revision of the system",

5. In July 1974 the UNCTAD Intergovernmental Group on Transfer of Technology, at
its third session, adopted resolution 2 (III) vhich noted with appreciation the
report prepared jointly by the United Nations Department of Economic and Social
Affairs, the UNCTAD secretariat and the International Bureau of the World
Intellectual Property Organization (WIPO) entitled TherRole of the patent system

in the fransfer of technology to developing countries.é/ That resolution invited

the Secretary~General of UNCTAD to convene a group of experts to study all relevant
agpects of the international patent system that have a bearing on the development
process of developing countries with a view to providing a better understanding of
the role of that system in the context of its possible future revision aimed at

reflecting the special needs of the developing countries and to make recommendations

thereon,

l/ See General Assembly resolution 1713 (XVI) of 19 December 1961,
2/ TD/B/AC.11/19/Rev.1l (United Nations publication, Sales No. E.75.II.D.6).
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6., In September 1975 a Croup of Governmental Experts on the role of the patent
system in the transfer of technology to developing countries met in Geneva under

the auspices of UNCTAD, The agreed conclusions and recommendations of that Group
of Experts considered that patent legislation can be an important instrument for
the economic development of the developing countries, if it is designed to serve the
public interest, i.e. the development needs, regional or subregional plans, policies
and priorities, The Group was also of the opinion that it is desirable to sirike
an equitable balance between the public interest and the private interest involved,
Furthermore, the Group considered it important that national legislation of
developing countries on inventions, where it existed, should ensure that the
granting of property rights between States is accompanied by corresponding
obligations on the part of the patentee., The Group further agreed that the
adecuate exploitation of the patents granted would contribute towaxds fulfilling
the development needs stated above, The Group also indicated the main
considerations that should guide the process of revision of the Paris Convention,

as well as of the Model Law for Developing Countries on Inventions,

T, Experts from developing countries who participated in the meeting of the

CGroup of Experts in 1975 had the opportunity to exchange among themselves the
experience of their own countries concerning the international patent system and
its administration and, in ‘the light of that experience, they issued their

conclusions on the role of the patent system in the transfer of technology to

developing countries. The main purpose of those conclusions was to identify the

central issues of concern to developing countries and to facilitate the fufure
work to be carried out for the revision of the industrial property system.p
8. The meeting of the Group of Governmental Experts on the Role of the

Industrial Property System in the Transfer of Technology (October 1977) gives the
experts from developing countries a new opportunity to make an assessment of the
on-going process of revision of the industrial property system and its impact on

developing countries. At the same time, this meeting enables them to state their

positions regarding the further work to be carried out for the revision of the

industrial property system.
9. It is important to note that in the last two years some positive developments

have taken place.

é/ See the report of the Committee on Transfer of Technology on its fi;st
session: Official Records of the Trade and Development Board, Seventh Special

Session, Supplement o, 4 (ID/B/593), annex IIL.
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10. At its seventh special session the General Assembly adopted

resolution 3362 (S—VII) on development and international economic co~operation,
Section III, paragraph 3, of that resoclution provides that "international
conventions on patents and trade marks should be reviewed and revised to meet, in
parsicular, the special needs of the developing countries, in oxrder that these
conventions may become more satisfactory instruments for aiding developing
countries in the transfer and development of technology. DNational systems should,
vithout delay, Te brought into line with the international vatent system in its
revised form",

11, The Committee on Transfer of Technology at its first session (November/
December 1975) endorsed the agreed conclusions and recommendations of the Group of
Governmental Ixperts on the Role of the Patent System in the Transfer of Technology
(see para, 6 above),

12, 1In December 1975 the WIPO Ad Hoc Group of Governmental Experts on the Revision
of the Paris Convention adopted the Declaration on the Objectives of the Revision
of the Paris Convention, underlining that '"the revision of the Paris Convention
should aim at contributing to the establishment of a new economic order in the
world in which social justice prevails and economic inequalities between nations
are reduced",

13. The Third lMinisterisl Meeting of the Group of 77 held in Manila (January/
February 1976) stressed in the lManila Declaration and Programme of Action that
"the economic, trade and development interests of the developing countries should
be fully reflected in the revision of the international system of industrial
property and, in particular, in the revised Paris Convention”.A The Manila
Declaration also provided that the conclusions reached by the experts from
developing countries who participated in the meeting of the Group of Governmental
Experts on the Role of the Patent System in the Transfer of Technology to
Developing Countries should be one of the bases for subsequent negotiations

(see para. 7 above).

14, At its fourth session, the United Nations Conference on Trade and Development

adopted resolution 88 (IV) which, inter alia, affirmed that any new orientation in

ﬁ/ Document TD/195. See Proceedings of the United Nations Conferegce on Trade
and Development, Fourth session, vol, I, Report and Anneges (United Nations
publication, Sales No, £.76.11.D,10), annex V, section five, para. 18.
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the industrial property field should give full recognition to the needs of economic
development, particularly of developing countries, and should ensure an equitable
balance between these needs and the rights granted by industrial property. The
Conference reaffirmed the conclusions of the Intergovernmental CGroup of Experts on
the Role of the Patent System in the Transfer of Technology, It recommended that
the conclusions of experts from developing countries on the role of the patent
system in the transfer of technology to developing countries should be taken into
consideration by all States and organizations concerned during the process of the
revision of the Paris Convention,
15. It is also encouraging to note some new developments at the national level
concerning the implementation of new policies and the establishment of new
institutions in the field of industrial property.
16. The international commmity is at present committed to working out and
establishing an international code of conduct on transfer of technology which
should take into account the interest of developing countries,
17. The experts from the developing countries reaffirm the conclusions reached in

September 1975 (see para., 7 above).

II. REVISION OF THE PARIS CONVENTION FOR THE PROTECTION OF
THDUSTRIAL PHOEERIY: PATENTS

1. In the conclusions they adopted in 1975 the experts from developing countries

stated that the process of revision of the Paris Convention must fulfil, as a
minimum, three basic objectives:

(a) The industrial property system can serve as a useful tool for facilitating
the transfer of technology to developing countries if the international
standards are adapted to the economic, social and political conditions
and national development objectives of developing countries and if they
do not constrain in any way the flexibility of each country to adapt its
laws and practices to ils own needs;

(b) The immediate and continuing task of the system should be to provide in
the shortest possible time the broadest possible technical assistance
to help developing countries strengthen their scientific and
technological infrastructures and to train their specialists;

(¢c) The international standards should reflect the historical and economic
changes which have talken place, and the new trends in national

legislation and practices of developing countries (whether members or not

of the Paris Union),
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2. The actual process of revising the Paris Convention is taking place in the
World Intellectual Property Organization. A Preparatory Intergovernmental Committee
has been established and has held two sessions, the last one in July 1977. It is
the first time in the history of the Paris Convention that the developing countries
are playing a significant and leading role in its revision. For the first time, tﬁe
interests of the developing countries are being expressed and attention is directed
towards exploring solutions appropriate to the needs of their development. This is
particularly important since developing countries played a marginal role in the six
previous revisions of the Paris Convention. The result of the six previous
revisions was basically a strengthening of the position of the patent holders. 1In
the present revision, and in accordance with paragraph 1 (a) above, developing
countries are attempting to establish a fair balance between the public interest
and the broader needs of development, on one side, and the patent holders rights

on the other,

3. The evidence shows that (a) nationals of the developing countries hold a bare
one per cent of the world total of patent grants; (b) foreigners own in the
developing countries six times more patents than the nationals of these countries;
and (c) 90 to 95 per cent of the patents so owned by foreigners are never used in
the production process in these countries, This evidence suggests that the present
patent system, as embodied in the Paris Convention and in national legislation, has
had a negative effect on the economic and technological development of developing
countries. The large majority of vatents in developing countries are held by
non-residents and few of them are actually applied in the manufacturing process.

So far, they seem to protect mostly import monopolies and to discourage the
technological development of domestic firms in developing countries, Developing
countries should continue their efforts to remove the constraints and imbalances

of the Paris Convention and to transform it into a more suitable instrument of
national industrial development,

4, The new proposal on Article 5 A of the Paris Convention, as agreed at the
second session of the Preparatory Intergovernmental Committee on the Revision of
the Paris Convention, constitutes a positive development, The acceptance of the
possibility of granting exclusive non-voluntary licenses is a step forward which
could prove to be of benefit to the developing countries, The inclusion in the
text of the recognition that importation does not constitute working of a patent is

a sound clarification. The revocation of a patent without its link with the grant



TD/B/C.6/24/hdd .1
TD/B/C.6/AC.3/4/hda.1
Annex IV
page T
of a non-voluntary licence is a positive measure to rrevent the non-working of
patents and other abuses resulting from the exercise of the rights granted by the
patent.
5e The new proposal for article 5 A would be a firmer step in the right direction
1f the time limits supported by developing countries, in connexion with paragraphs 6
and 8 of the proposed Article 5 A, are accepted.
6. Some progress is being made towvards setting up a system for exchange of
information on patent applications to avoid the problems related to the principle
of independence of patents, as embodied in article 4 bis of the Paris Convention,
However, developing countries should insist on establishing a compulsory system
of exchange of information among patent offices of all orders passed by
administrative and judicial authorities with regard to the granting and validity of
a patent concerning novelty, inventive step and industrial applicability.
7. Less encouraging is the progress made in other key areas of the DParis
Convention. Article 5 quater should be deleted to avoid the present constraint
upon national legislation in relation to the rights on importation of a process
patent, This is of particular interest for those developing countries that still
have not excluded the right of importation in their national laws,
8. Article 5 quater of the Paris Convention provides per se for a privilege of
the patentee. Control over piocess is enough to give monopoly to the importer and
thereby control the domestic market in the vatent-granting country (provided that
the privileges of the patent holder include sale and use, as is the case in some
developing countries). Therefore, this provision is in conflict with any attempt
to eliminate the exclusive right of importation on products manufactured abroad by

a patented process. Consequently, the burden of proof should rest upon the patent

holder rather than upon the importer.

9. It cen be concluded, therefore, that developing countries do not derive any
benefit from the maintenance of such a provision, and it should not, as such, have
any place in a convention which, in its revised form, is aimed at safeguarding their

5/

interests,

2/ The deletion of article 5 quater has been proposed by exverts from _
Latin American countries in the Round Table on the Revision of the Par@s ConYentlon
and its Relation to the Transfer of Technology in Latin America, held in Mexico,

in May 1976, See Industrial Property, 1976, p. 204.
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10. The principle of national treatment, as provided for in Article 2 of the
Convention, has several unfortunate consequences for the developing countries, The
principle of formal equality embodied in it operates to the mutual advantage of
parties to the Convention if they are at approximately the same level of development
and if there is genuine exchange of patent protection, When the parties are at
vastly different levels of development and technological capacity, the provision
simply gives the stronger party unlimited freedom to utilize his power at the
expense of the weaker party.

11. Thus, as far as the developing countries are concerned, the principle of
national treatment merely protects the monopolistic rights of foreign patent holders
and can be described as a reverse system of preferences in the markets of developing
countries for foreign patent holders. There would be no justification for a
national patent system if it were not to encourage inventive capacity and lead to
research, development and production. If that objective is to be achieved, rules

to favour domestic nationals and institutions may be necessaxry. The principle of
national treatment, rigidly applied, can however make it difficult to adopt a patent
policy which would answer the needs of a developing economy.

12, ILittle progress has been made in granting preferential treatment to developing
countries in relatively minor questions such as fees and length of the priority
period. This issue must be taken up in a more serious and constructive way and the
provosals made by the developing countries should find their place in the Paris
Convention., Developing countries should have non-reciprocal preferential treatment
expressly embodied in the Convention, whenever it is found necessary.

13. 0ld voting practices for the revision of the Convention are in conflict with
modern trends in international law: +the old unanimity principle should be
abandoned in the Paris Convention Union and in the other unions administered by
WIFPO,

14, An adequate revision of the Paris Convention would imply not only the removal
of the constraints and imbalance of the present text, but would also permit the
transformation of the patent system into a useful tool for the technological and
economic development of developing countries.,

15. To transform the patent system into a positive instrument of technological
development for developing countries, serious efforts should be made to use patents
and other industrial property rights, in conjunction with other policies, to

encourage domestic inventiveness.
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16.f/ Developing countries reiterate that Article 5 A of the Paris Convention, as
stated in the Declaration of the Objectives of the Paris Convention, should reflect
the main concerns particularly of developing countries, promote the actual working
of inventions in each country and enable nember countries to take all appropriate
neasures to prevent abusive practices in the field of industrial property.

17.f/ In order to serve as a useful tool for facilitating the transfer of
technology to developing countries and the development of indigenous technology and
to respond to the historical and economic changes which have been taking place in
the last few decades, the current revision of the Paris Convention should recognize
that all rights granted by a patent should be related to the working of the patent
and guided by the following conciderations:

(a) The deletion of Article 5 quater, at least as it concerns the developing
countries;

(b) Particular attention should be given to efforts to improve the quality
of patent disclosure for granting patents in order to fulfil its basic
development function and facilitate adequate diffusion of patent
documentation and information among potential users, particularly in
developing countries;

(¢) The revision of Article 4 bis of the Convention, in order to incorporate
the concept of compulsory exchange of information by patent officcs of
all orders passed by administrative and judicial authorities with regard
to the validity of a patent concerning novelty, inventive step and
industrial applicability;

() The principle of national treatment contained in Article 2 should not be
in conflict with efforts by certain developing countries %o design in
their national laws types of patents or other industricl property rights
whoge purpose could be to foster inventive capacity, the diffusion of
inventions and their effective use in local manufacture:

(¢) The Convention should rccognize effective measures for granting
preferential treatment to developing countries in some of the areas
covered by the Convention, cuch as fees, right of priority, etc.;

(f) In the revision process, the unanimity practice should be abandoned,

%/  Paragraphs 16 and 17 vere originally paragraphs 2 and 3 of )
™/1/C.6/AC.3/CRP.2 submitted o the CGroup of Ixperts by Cuba on behall of the

Group of 77.
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III. TRADE INARKS I DEVELOPING COUNTRIES

1, Trade marks are widely used in developing countries and the proliferation of
brands is quite impressive, particularly in some consumer goods industries. Vhile
developing countries have about 7 per cent of world industrial production, trade
marks in force in those countries account for 27 per cent of the world total, These
trade marks are brought to the market-place at the cost of an enormous exnenditure
in advertising - twice as much as the expenditure vhich the developing countries
devote to research and development, Tour billion United States dollars were
devoted to advertising in developing countries in 1973, About half of these trade
maxks are ovmed by foreigners, regardless of the level of international trade.

They are propagated in developing countries through the mass media with the heln

of transnational advertising agencies and to benefit foreigners,

2. In many developing countries, foreign trade marks have played a role in
creating a situation of cultural and commercial dependence in which foreign products
are regarded as "good" while domestic ones are regarded as "bad". This is achieved
directly to the extent that the products bearing the trade marks are often symbols
of foreign influence in developing countries, and indirectly, because of the key
role that trade-mark owmers play in financing advertising campalgns and mass media
programmes. Trade marks create a particular sort of goodwill in developing
countries, not simply in favour of advertised goods but in the sensc ol a
fundamental bias towards foreign products, names, symbols, values and cultures.

3. The benefits derived from the existence of trade marks, and particularly of
foreign-ovmed trade marks, are outweighed by the costs imposed on individuals and
on the society as a vhole., In addition to the higher prices paid by consumers for
trade-marked goods, consumption patterns are distorted in favour of branded products
which leads %o a misallocation of resources in the production of gocds and gervicen
that do not satisfy the basic needs of the population. In the case of foreign-
ovmed trade marks, this misallocation not only has a harmful effect on the balence
of payments in many developing countries but also plays against the competitive
position of nationally-ovned enterprisec,

4. This situation is of great concern fto developing countries and some initiatives
at the national and regional levels have already been taken to modify the current
situation. New laws and policies on trade marks in Mexico, Brazil and the Andean
Pact are a case in point, as are initiatives to shift from brand names to generic

names in the pharmaceutical industry as actually applied in Cuba and proposed in
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some Asian countries, These measures should have the full sunport of the
developing countries and are an important basis on which to modify the present
situation.
5. Substantial modifications of traditional trade~mark lawvs and policies are
called for in order to counter the negative impact of trade marks in the development
process of most developing countries. Some of the initiatives can be taken at the
international level in the process of revision of the Perlis Convention and in the
preparation of an initernational code of conduct on transfer of technology. Other
initiatives will find appropriate place in revising model regulations for developing
countries and restructuring the national framework vhich so far has permitted the
proliferation of trade marks in general and of foreign-owned trade marks in
particular.
€, f/ The process of revision of the Paris Convention should be guided by the
Declaration of Objectives of the Revision of the Paris Convention (December 1975),
giving "full recognition to the need for economic and social development of
countries" to redress the present imbalance between rights and obligations of
trade-mark owners, and by the following considerations:

(a) The Convention should explicitly recognize member countries' rights for
revocation or forfeiture of trade marks for reasons of public interest;

(b) The Convention should explicitly recognize meuber countries! rights for
revocation or forfeiture of trade marks vhen the owner oxr licensee of
the mark has speculated or misused price-~wvise ox guality-wise a product
protected by the trade mark to the detriment of the public or the
national economy of a member country;

(¢) Article 7 of the Convention should be deleted because it may be used
against national policies on trade marks in particular sectors of the
economy ;

(d) In spite of the validity of the principle of national treatment, such
principle should not constitute an obstacle to the adoption of policies
aimed at reducing the harmful effects of foreign-oimed trade marks in
developing countries;

(e) Non-reciprocal preferentisl treatment should be granted to nationals

residing in developing countries, particularly in the matter of fees;

%/ Paragroph 6 was originally the text of m™/B/C.6/4C,5/CRP,1 submitted to
the Group of Ixperts by Cuba on behall of the Croup of 77.
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(£) Article 6(2) should contain the possibility for developing countries to
refuse the regisiration or to invalidate a registered trade mark when it
has not been effected or it has been revoked in the country of origin,
wnenever the reasons for this revocation are acceptable to the national
authorities of developing counirics;

(g) Any industrial property office will be obliged to provide, on reguest,
information concerning frade marks directly to the industrisl property
office of the country reguiring the information;

(h) Trade marks may be revoked within a concrete and definite term because of
non-use (article 5C (1) of the Convention);

(1) Articles 5 ouinguies and G sexies should be deleted;

(j) The period of five years for the cancellation of well-known marks should
be reduced to three years (article 6 bis (2) of the Convention);

() Article 6 quinquies should be clarified and redrafted according to the
present needs of developing countries;

(1) Appellations of origin are the sole and intransferable propexrty of the
country or State where they exist and they should prevail
over trade marks;

(m) Trade marks containing geographical indications could be registered by
member countries only when such marks are their own appellations of
origin or can be interpreted as an indication of source;

(n) Industrial property offices should be the competent authorities on all
questions related to appellations of origin and indications of source,

7. In the context of the draft international code of conduct on transfer of
technology, restrictive practices in trade-mark licensing should be especially
regulated as provided for in the draft code prepared by the Group of 77. The right
of the licensee, if he so vishes, to use a trade mark of the licensor should be
recognized in a transfer of technology transaction.

8. In the revision and implementation of national laws and policies, as well as
in the drafting of the model law for developing countries on trade marks and
related matters, special consideration should be given, inter alia, to the
following aspects:

(a) Trade-mark protection should be granted only for those products in which

the trade-mark owner has actual industrial or commercial activities;
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Fee policies should be modified by applying economic eriteria; fox
example, higher renewal fees could be charged according to the increment
in sales obtained as a consequence of the use of the trade mark and/or
according to the advertising expenditures;
Special consideration should be given in taxation policies to the
possibility of establishing a tax on the market value of trade marks,
using criferia such as the increment in sales obtained as a consequence
of the use of the trade mark and/or advertising expenditures;
The right of the owner of a trade mark to its exclusive use shall be
deemed not to be infringed by a person vho legally imports, sells,
distributes or advertises goods bearing the same trade mark, provided
that they are genuine goods;
The relevant information on any measure taken in the country of origin
in respect of the trade mark or of the product to which the trade maxk
is affixed should be provided by the applicant when filing, registering
or renewing the trade mark, The information should be duly certified
by the industrial property office in the country of origin;
Revocation or compulsory licensing for reasons of public interest
(i.e. abuse of merket power) (cf. para. 6 (a));
Aholition and/br reduction of trade-mark protection in sectors of special
public concern (for example, pharmaceuticals);
The promotion of combined trade-marks, i.e, the use of a foreign-owned
trade mark together with a nationally originated trade mark, both in
internal and external markets and for a limited duration;
Regulation of the licensing of foreign~owned trade merks for export
markets in order to obtain a long-term benefit for developing countries
out of this activity;
Promotion of the use of developing countries! own national trade marks

in the exports of those countries;
Regulation of licensing agreements in vhich trade marks are included,
aimed at reducing or eliminating royalties and other payments, and

controlling restrictive practices, including duration, in trade-merk

arrangements,

Tn contrast with the enormous expenditures devoted to advertising in developing

countries, relatively little has been done to build up an adequate system of quality
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control independently of the trade-mark system - especially, but not exclusively,
in consumer goods industries., It is of great importance to undertake a programme
of activities in that area including, inter alia, the following:

(a) Institutions to regulate and control quality and standards should be
created or reinforced in developing countries, at the national or
regional level, in certain vital sectors of the economy such as
rharmaceuticals, food, pesticides, cosmetics and capital goods;

(b) The experience of similar institutions dealing vith quality control and
standards in developed countriecs should be put at the disposal of
developing countries through technical co-operation, information and
training of personnel;

(¢) In the activities and programmes of regional and national centres for the
transfer and development of technology the guestion of quality and
standards should be especially considered;

(d) An efficient system should be established to permit developing countries
to have full access to information on measures taken in connexion with
particular products in developed countries;

(e) &Special consideration should be given to the taxation of advertising
expenditures made in developing countries in order to finance cuality
control institutions.

10, Vhile action in the field of trade marlis and quality control is meost important
in order to change the existing situation, action on a number of related issues is
also rclevant. Thus developing countries should consider the posgsibility of
regulating, inter alia, the following:

() Price and non-price competition in consumer goods industries as well as
overpricing;

() The activities of transnational advertising agencies;

(¢) Advertising expenditures, which should be especially taxed to finance
national research and development as well as cultural activities in
developing countries, according to their national interests;

(d) The content of advertising messages, especially in their use of foreign

names and symbols;
(e) The use of advertising time and space in the mass media,
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Annex V
U STATES OF AMERTCA: PRELTMIMARY COMENTS Oil THE REPORT BY TID
UIICTAD SECRETARTAT ENTTTLID "TIE TiITSRHATIONAL DATSNT 5YSTEI:
T REVISTON OF TIE PARLS CONVLUTTON FOR THE ¢ROTBCIICH OF
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I. GCUERAL COMVENTS

o . ; . s u L
1. Tac United Stotes Government has approached the entire subject of revising

the Poris Convention for the Protection of Indust—ial Property, as well as the
notionel industrial property laws ol devcloning countries, vish the viey of
scarching for accommodations and changes vhich vould benefit these countries
vithout unduly upsetting the present satisfociory relotions emong indusirialized
freec nmarlket—-economy counirics. Ve have repeatedly expressed sympathy with the
desives of developing countries to improve their economic and socisl condition
throuzh meeningful changes in the Paris Convention which would accelerate the
trangrer and diffusion of needed technolozy to these countries, Regretiully,
the report by the seeretariat of UNUTAD on revigion of the Paris Convention
(T0/B/C.6/AC.3/2) does not contribute constructively to this goal.

2. The UNCTAD report evilences muci of the semc “ias ageinst inducitrial nronerty

systems that suirfaced in the carlier report entitled The role of the patent

"
system in the {transfcx of technoloay to developins countr;gggﬁ/ Rather thon

analysing in depth the problems faced by developing countries and offering
constructive guggestions for thelr correcticon, the current report nerely
criticizes the Paris Convention ond the protection of industrial property by
provlens and

&

celective use of euperi's commentary and rosort to lympoinetical
ebatract situations of unrealistic signiiicance.

T Tor example, it is suggested in paragraph 7 of the report that the case for
o patent system is far lrom clear—-cut or universally acknovledged, referring in
o footnote to a comment made by economist Fritz Ilachlup in a gtudy prepared for
the United Staten Senate Subcommiiiee on Datents, Trademaris and Copyricnts.
liochlup's study vas only one (Uo. 15) of thirty preparced for the Senate
Subcommitiee, and yos clearly not expressing the general opinion of the ofihor

cuthors, In Study Ho. 1, prepared by Dr. Vannevar Bush, on Proposals for

Tmprovins the Totent System, Dr. Dush ciated "... great care must he telten lest;

g/ Report prepared jointly by the United llotions Depariment of IDconemic and
Social Affairs, the UNCTAD secretariat end the Tnternational Durcau of the Vorld
Intellectusl Property Orgonizetion (TD/D/AC.ll/lS/Rcv.l) (United 1lations
publicotion, Sales Uo. D.75.II.0.64).
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in the effort to modernize the patent system, we destroy it and thus decrease the
distinguishing vigour it has brought to us as an industrial nation."  Arsaoin, in
Study Ilo. 2, the author, George Froct, assert:d "It ousht not to be necessory
cndlessly to defend the patent gystem against the stigma of o 'monopoly! vihen it
is in fact a source of competition ...'". In Study Ho. 5, by Raymond Vernon, an
crpert in foreign trade, it is stated that "the great achicevement of the treaty
[i.c., the Paric Convention] from the point of viev of inventors ond investors is
he fact that its simmoatories have agreed to grant patent treatment to nationals
or residents of other signatory countries equal to the treatment they grent their
ovm nationalgs', ke Vernon also referred to the MIisdom of avoiding discrimination
in cconomic bergaining. Victor Abramson, an economist, in his Study llo. 26
suomitted to the same Subcommittee, discgreed fundamentally with Frivz Ilachlup,
staving "It may be concluded that o patent system in some form is the most
nracticable means under a system of privote enterprise to provide a socially
adequate supply of ncu industrial technology™. In Study Ho. 28, C.D. Tuska, long
experienced as a Direcior of Patent Operations for a major laboratory, amassed
cubstantial dota supporting his view that "The present study eppears to shou that
the Americen patent system continucs to wor't for the independent inventor,
relatively small business, ond the public".

da Similarly, it is arpued in paragraph %7 of the UNCTAD report that States are
cubjected to a "severe restriction" on the choice of the nature and the sequency
of the measurcs that might be needed to control abusive activitics of patent
owners (other then their failure to work the patented invention). It is stated
that "forfeiture is only permitted under the conditions specified in the Convention,
provided that a compulsory licence is granted before™, implying that a number of
additionol conditions must be satisfied before forfeiture can be ordered. In
fact, the only other condition vhich restricis a State's actions is that
procecdings for forfeiturc may not be instituted prioxr to the expiration oi two
years from the issuence of a compulsory licence., This sole condition would
certainly scem reagonable in oxder that it nicht be determined whether the
compulsory licence would be effective in remedying the abuse. In this regard,
it chould be noted that o compulsory licence could, for example, be ordered by a

court Tor an antitrust abuse end be aveilable to oll at no royalty for the balance

of the lifc of a patent.
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Ut

. Again, it is stated in pPoragraeph 99 of the veport that the Poris Convention

H

s the most significant agrecment circumseribing the capacity of countrics to
design patent statutes to match national needs and objectives. An ummentionecd
Tfect, however, is that the Paris Convention is extremely flexwible ond fhat the

Tew limiting provisions in the Conveniion ore present only to promoie orderly
relations in the industrial propexrty field. In addition, it must be remembered
that membership in the Paris Conveniion ig entirely optional and that countries
adhere to it because of expected mutual benefits rother than unilatoral detriments.,
G Iuch of the discussion in +the UNCTAD secretariat report proceeds upon the
basis of a number of invalid assumptions seemingly desigmed to discredit patent
systems and patent applicants from the more developed countries. Thus, iv is

tecitly assumed that patents usuclly block areas of technology end that patentees

<

~

frequently use their patents for this purpose. The report ighores the fact that
it is exceedingly rare vhen there arc not several clternatives availohle for eny
patented technology and that patentees are only too happy %o license their
patented technolosy for a reasonable royalty.

T It has been said in many places that industrial property systems are only one
of the eclements wvhich fit into the complex infrastructurc necessoxry for a country
to industrialize. Patent systems provide an inportont stimulus for individucls
to develop new technology and to transfer and share that techinology with othors.
Other ways to »rovide such o stimulus could no doubt be devised. o olternative
Vs
problems thon those imputed to the present patent systems A patent system has

J

tems have yet been devised, howvever, that are less costly or have fower

[ &1

many advantages. A strong patent systems

(a) Dncourages teclmology development by smaller and medium-sized
corporations, vhich need the patent cystem Lo prevent copying
Wy large competitors;

(v) Pormits and encourares disclosurc of technology by sll so that
technology is more available and is not Xept secret;

(¢) Can be used to encourage technology owmers to transfer teclmolocy
to developing nations ond others;

(&) Can be used to encourage residents of developing nations to
dovelop technology and be able to compete locally wvith lerpger

corporations from develoned nations.
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Wonetheless, without the other ingredients of a complete infrastructure for
industrialization -~ such as ckilled labour, transportation, mariiet potential, etec. -
the incentives of a patent system cannot result in the industrialization of a
country.
8, Before turning to the specific details of the UNCTAD rcport, a feow comments
should be directed towards the suggestions for guiding future efforts %o revise
indugtrial property systems, It is supgested that the success of the revision
effort should be judged by how little the Convention constrains national freedon
and how much pr.ferential treatment is granted to developing countries, At the
rislk of redundancy, the United States endorsec the goal of improving the cconomic
and social conditions in developing countries and, therefore, agrees with much of
vhat is contained in ‘the report to this effect. However, ncither zeneral
declarations nor sweeping criteris endorsing ninimum congiraints and moximum
preferences con usefully serve and aid the process of revising the Peris Convention
to truly benefit developing countries. It is hoped thot the Group of Govermmental
xperts, in reviewing the "international patent system" paper, uill concentrate
their efforts on identifying the real problems faced by developing countries and
on fashioning practical solutions to these problems.

Qe The primery purpose of the govermmental experts should be the encourcgement

Hy

of technology transfer to the developing countries in the most expeditious and
practical fashion possible. The owmers of technology should be encouraged to
tronsfer the technology to others who have a need for it, not discourcged from
malzing such transfer., Unfortunately, the UNCTAD report, vhich was apparently
prepared with little practical experience in day-to-doy technology tronsfer and
hov it actually takes place in the world, is a rather negative document vhich
wvould, if its suggestions vere implemented, have the effect of discouraging trensiecr
of %ochnology. Thus the thrust of the paper is counterproductive to the purpose
of %he meeting of the Group of Ixperts.

10. Unfortunately for developing countries, cven if the Paris Convention is
revised exactly as suggested in the UNCTAD report, transfor of technology will not
be encouraged, end the technological gap between the developed ond the developing
countries will not be reduced, unless the owners of technology heve adequate
incentives to tronsfer that technology to others. If these technology owners

feel that the patents, vhich they have obtained as o result of inventions made in
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developing their techmolocy, are weolioned or made uneniorceable vy compulsory
licensing schemeco or revocation, they will devote their energies elsevherc, and
the ultimate desire of developing countries to acquire technology and develop
their own industry and copabilities to o higher level rill, unfortunately, not bhe
attained,

11, In the morket=-cconony countrics, the owners of technology ore non-governmental
orgenizations vhich have paid congiderable amounts of money to develop their
technology. They do not hove the time, money and people available to develop all
the possible opporitunitics for the development of technology they have available,
As a result, they sclect those opnoritunitics vhich seom to them to give the best
return on their investment of time and people.

12. Congider, for evample, a licensing cxpert vho reprecents smoll and medium-sized
companics and vho recelves money from nls clients only vhen a technolopgy transfer
aorceenent is actuelly negotiated — a not uncommon arrangement. Such on expert ic
obviously going ito spend his time working in ereos vhere he feelsg people are
interested in getting technology and where he can malie appropriate business
srrangenents vithout expencive, time-consuming negotiations vhich might, in any
cvent, be upset Ly subsequent government approval problems. At the present time,
there is simply not a great deel of incentive for such an individual to expend a
great deal of effort investigating the mossibility of licensing in developing

S

countries. There simply docs not appear to be a great opportunity for him %o
receive an adequate return for his efforts in view of the rather negative outlool:
gome of the developing countrieg appear to exhibit toward the industrial property
rights vhich cover the technology, not to mention the various approvals vhich he

hos to obtain. his developing country attitude about technology, patents, and
trade marisc, vhich is perceived in developed countries to be grouing increasingly
negative, constitutes a sigmificont danger 1o the aspirations of the developing
countrics.

15. One of the major recurring themes expressed in various international forums

is that the notion of legal equality, wvhich is a corncrstone of the Paris Convention,
iz spurious because of the fact that the developing nations are at present not

equal to the developed nations, As has been mentioned, technology transfer Ifrom
4he developed morltet—cconomy countrices comes primarily from private organizations

yvhich may, or moy not, be larger oxr morc sophisticated then the developing country

A +)
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orrenizations with vhich they are dealing. It is to be noted that, even within
a developed nation cuch as the United States of America, technology transfer
betweeon large and cmall organizations occurs on a regular basis, and takes place
not only from the large organizotion to the small organization, but also from the
small orgenization to the large one. The actual negotiations are conducted by
cmall and often cqual numbers of people on each side. The relative sizes of the
organizations arc not important in the nepotiations.
14. In o developed country, if the particular organization does not feecl that it
has sufficiont expertise to conduct the cppropriate negotiations, the obvious
solution is to hire a techmology transfer negotiator or expert to worls for them
and represent them or ascist them in negotiations. Vith an eppropriate technology
trongfer expert representing them or assisting them, they become equal in the
negotiction and a business arrangement can e arrangsed vhich ig reasonable to both
cideg.
15, In faoct, pome of the moaot difficult negotiations that expericenced licensing
and technology transfer people undertoke are these vhere the other party is not
sophigticated in techmnology tronsfer agrecments and negotiations. It hags generally
been found to be much casler and more efficient to negotiate with competent experts
on Moth sides wvhere cech party Lnous vhat can be given and vhat cannot be given,
ond each knous vherce flexibility is appropricte and viherce it is not. Vith experts
on coch side, reosonable agrecments cen we reached promptly. This is done
throughiout the world vithin the developed nations and melkes technology transfer

mch easicr fox all.
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II,  SPECIFIC COMMENTS

A, Paris Convention: the backeround for its revisicn

16. Concern is expressed in paragraph 6 of the UNCTAD secretariat report about
the fact that most of the patents in developing countries are owned by foreigners.
It should be noted, however, that the vast majority of inventions in developed
countries are not patented at all in any developing country. For example, in
1975, Argentina granted a total of 1,341 patents to residents of the Federal Republic
of Germany, Japan and the United States. 1In the same year, these three countries
granted 92,672 patents to their own residents. Similar results are toc be found for
other developed and developing countries. Thus, the vast majority of inventions
which are patented in the most developed countries are already available on a
royalty-frce basis in the developing countries. No compulsory license or patent
forfeiture is necessary for any citizen or organization in the vast majority of
countries of the world to practice any of these inventions. Copics of these
patents are readily available for a relatively small fee. For example, all
United States patents are available for only 50 cents a copy. Perhaps it would be
wise to reflect on why the availability of these inventions has not provided the
development desired by the developing nations.

17. It is argued in paragraph 6 of the report that the effect of the Paris
Convention is to extend protection in developing countries to patents held by v
nationals of developed countries without reciprocal advantages to such developing
countries. This argument totally ignores the benefits which flow to developing
countries through the transfer of technology protécted in part by the patents
granted by those countries. Without patent protection to ensure a fair return on
investment, private enterprise in developed countries would not, to the same
extent, transfer valuable technology and proprietary information to developing
countries, and the citizens of such countries would be the losers.

18, The case for a patent system is said, in paragraph 7 of the report, to be
far from clear-cut or universally acknowledged, with reference to a Canadian
Working Paper and its expression of considerable scepticism about the utility

of the patent system to Canada. Some six months prior to the release of the
UNCTAD report, the Minister of the Department of Consumer and Corporate Affairs,
Anthony C. Abbott, stated in a news release that "I now wish to reiterate that it
is my conviction that a well-designed and carefully drafted patent law can and will

continue to usefully serve Canada's national interests".
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19. Similar to the allegation made in paragraph 6 of the report, it is stated
in paragraph 10 that the Convention creates a "free trade" rule, the advantages
of which accrue only to countries with relatively heavy activity in exporting
industrial property. This statement is supported neither by Study No. 5 of the
Senate Patent Subcommittee nor by fact. One has only to consider the example of
Japan with its massive import of technology following the Second World War to
realize the benefits which flow to countries importing technology protected by
strong industrial property rights.
20. It is stated in paragraph 11 and elsevhere in the report that there is little
in the Paris Convention concerning the rights of States granting patents and the
recognition of the public interest to be served by patents. Indeed, paragraph 15
speaks of the Convention as virtually eliminating the concept of public interest.
Quite to the contrary, the very essence of any patent system is in encouraging
the development of new products and processes to serve mankind more quickly, more
cheaply, with less use of energy, or simply better., In the United States, the
patent system is grounded in the Constitution where Congress is granted the
power to establish a system to promote the progress of science and useful arts
by securing to inventors limited exclusive rights to their discoveries. The
mere fact that the Paris Convention does not explain this simple truth, or detail
the great freedom which member countries have to regulate the operation of patent
systems they may establish, does not signal any lack of recognition of the public
interest.
21. Much more useful for present purposes would be an analysis of the types of
actions which countries should take to foster and stimulate the transfer of
technology, and then a determination of whether any of these actions would, in
fact, be prohibited by the Paris Convention. Unfortunately, as will become more
evident in subsequent paragraphs, the effort in the UNCTAD report seems to have
been devoted to identifying those actions which the Convention would prohibit a
country from taking, with little thought given to whether it would be wise for
any country to take such an action.
20, Much is said about the Paris Convention having taken shape before a
significant number of developing countries became members. Perhaps the greatest
single strength of the Convention is the fact that all of the countries which
participated in its initial formulation were developing countries then, and that

many of them have profited handsomely by membership in the Convention and adherence

to its precepts.
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23. In paragraphs 19, 20 and subsequent paragraphs of the report, the principle
of preferential treatment on a non-reciprocal basis for the benefit of developing
countries is praised azs a most significant and desirable change in modern
international relations. It is emphasized that this notion has been accepted in
establishing international policies dealing with labour, taxation, transfer of
income, social welfare, and other areas. There is one very significant
difference, however, between the economic and social policies to which the concept
of preferential treatment has been applied and industrial property rights: namely,
that the latter involves principally privately held rights not subject to
governmental control to nearly the same extent as economic and social policies,
24. Paragraph 24 of the report warns that the view that the Paris Convention is a
highly flexible legal artifact must be treated with considerable caution.
Presumably, the basis for this cautionary note rests with Article 25 of the
Convention which states that its members undertake the necessary measures to
ensure application of the Convention. The mere fact that the Convention requires
that a few fundamental rules be implemented, leaving vast areas of patent policy
untouched, does not contradict the fact that the Convention is indeed a highly
flexible instrument, For example, each country is free to determine for itself:

(a) Vhether to have a registration or an examination system of

granting patents;

(b) The substantive criteria for granting patents;

(c) WVnether to have a system of immediate or deferred examination;

(d) Whether to exclude certain subject matter for patentability;

(e) The term of its patents;

(£f) Vhether to have compulsory licensing for non-working;

(g) VWhether to patent products made by patented processes;

(h) Etc., ad infinitum.

Time and space simply do not permit listing all the possible actions a country
can take under the Paris Convention.

B, Main-lines for revision

25, It is stated in paragraph 26 of the report that it is generally recognized
that patents are granted to be effectively used and that no departure should be
admitted, This is too limited a view of the purpose of granting patents. In the

United States, patents are granted to encourage disclosure of new technology. Once

granted, market forces and the availability of competitive technology determine the
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extent to which such patents are used. Footnote 24 of the report relies on an
article by T. Hagan and S.J. Henry to demonstrate that "recent trends" in the
United States "seem to admit the granting of compulsory licenses solely on the
grounds of non-use of inventions." In fact, the article states in its conclusion
that, "Substitution in the United States of a blanket statutory condification for
the present flexibility would not only be contrary to lessons that can be learned
from foreign experience from compulsory licensing statutes, but would also represent
unnecessary, harmful tampering with a patent antitrust system that achieves the
objectives of a statutory compulsory licensing scheme without being burdened by its
shortcomings. Moreover, the institution of statutory compulsory licensing to
eliminate problems of non-use would be contrary to the proprietary thrust of the
present patent system, and negate the incentives therein."
26. It is stated in paragraph 27 of the report that a major problem in
developing countries has been the failure to work protected inventions, This is
not a problem unigue to developing countries; it is an economic fact of life for
all countries, developed and developing alike. While a greater percentage of
patents may be worked in the more industrialized countries, inventors are frequently
placed in the position of seeking patent protection before they are in a position ¥o
know the extent to which their inventions will actually be used. VWhen it transpires
that it is not economically feasible to wcrk a patented invention, that invention is
not worked. Moreover, it does not matter that the patent still exists., If the
patent is not economically feasible for the inventor to work, it is very unlikely
that anyone else will be able to economically practice that patented invention
either. And if someone other than the inventor can economically work the
invention, it would normally be in the economic interest of the patentee to grant
such person a license.
27. Tor similar reasons, the concern with the alleged abuses of refusal to sell
and the charging of excessive or discriminatory prices seems questionable. = Rarely
would a patentee, faced with the fact that there exist several alternatives for his
patented invention, refuse to increase his income by licensing or gelling his
patented invention for a reasonable royalty, knowing full well that if he asks too
much and his invention therefore never gets worked, he may ultimately lose his
entire patent right.
28. Tt is stated in paragraph 28 of the report that, if patents are to be an

instrument for the achievement of the development objectives of developing countries,
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the system must insure that inventions are put to effective use without delays.

Theory should reflect reality. The March 1977 icssue of Les Nouvelles contains

a~ article entitled "From invention to commercialization" by Edward Klein which
‘emonstrates the futility of a policy which demands either prompt working or
facing compulsory licensing or forfeiture. Penicillin required sixteen years
from invention to commercial success. It took twenty-three years from the
invention of the helicopter in the Soviet Union to its commercial success in the
United States. And even the ball-point pen, invented in Eunary in 1938, was not
commercialized until six yeaxrs later in Argentina.

29. The Klein article clearly shows that patents on the more important
technological developments are issued often many years before anyone, including

the inventor, has been able to actuzlly use or work the patent. It is true, of
course, that many inventions, usually those of a small improvement nature, are
worked very quickly, sometimes before the patent issues. But with such a

variety of real-world examples, the wisdom of a policy which requires that any
patent not used within three or four or five years from issue be forfeited or
compulsory licenses granied is very questionable.

30. It is alleged in paragraph 30 of the report that "The role of the patent
system" stud 2 in 1974 showed that the compulsory licensing procedure has proved
in practice to be of virtually no value whatsoever. On the contrary, the previous
study showed only that compulsory licenses are seldom granted. However, whether
this result followed from the fact that the existence of compulsory licensing
encouraged patentees to license voluntarily in advance, whether this resulted from
the fact that most patents which could be economically practiced in a given country
were in fact being practiced by the patentee or his licensees, or from any other
of a number of reasons was not considered.

31. Paragraph 32 of the report contains the statement tkat the concept of
"legitimate reasons’ in Article 54 of the Paris Convention is, on the one hand,
wholly ill-defined while on the other hand, is largely dependent upon the free will
of the authorities concerned with applying Article 5A.  The purpose of this
statement is not entirely clear as it seems to call for a close definition of the
concept of "legitimate reasons", thereby curtailing the freedom of national

authorities to lend their own interpretation to its application. In this sense,

b/ See footnote a/ above.
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the thrust of the paragraph seems inconsistent with those portions of the UNCTAD
report urging greater, not less, flexibility. In any event, contrary to the
statement in this report, the notion of "force majeure" does not provide a more
adequate means [than "legitimate reasons" ] for protecting the public interest.
While it might simplify the task of tribunals determining whether to grant a
compulsory license, such simplification would impose a harsh and arbitrary
standard on patentees who, for valid reasons, had not been able to work their
patents. The inevitable result would be a reduction in patent filings and in
the transfer of the related technology to countries employing such a standard.
32. It is stated in paragraph 34 of the report that unless domestic regulations
governing disclosure are so stringent as to eliminate the need for additional
co-operation on the part of the patentee, the prospects of establishing
successful activity on the basis of a compulsory license are small because of the
need for additional know-how to work the patent. If compulsory licenses have
any benefit at all, it is that they encourage voluntary licensing by patentees.
The prospects for the successful working by licensees of patented inventions will
always be significantly greater if the license was voluntary, and the full
co~operation of the patentee is obtained. Not only can a patent disclosure not
be complete enough to engsure successful working of patented inventions in many
cases, but there are alsoc many aspects to a successful commercialization of a
patented invention which involve know-how and management expertise far beyond
the four corners of the patent document. Because of the usual volume of the
know-how needed to commercialize an invention and because of the human contact
needed to transfer technology, various schemes to include complete know-how in
an issued patent are impractical. Moreover, there is the problem of the
necessary early filing dates (when the technology may not be fully developed)
and the voluminous nature of modern technological know-how, which might require
a patent of thouserds of pages with hundreds of drawings. Even then it would be
very difficult to use without the appropriate person~to-person contact and
explanation necessary to operate the technology. If the patentee is forced
into a license relationship, the chances are slim that he will volunteer such
expertise — expertise which may have been acquired at great cost and which can

frequently be critical to the success or failure of the venture by the licensee,
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33. Finally, it should be noted that the reference to the new Mexican law is
premature.  What needs to be examined is not whether the new law requires the
patent holder to supply information necessary to exploitation of the patent,

but rather whether inventors, who will be subject to this requirement, will
centinue to obtain and exploit patents at the same rate as they did before the
law came into force.

34. In paragraph 36 of the report it is alleged that the two~year time limit

in Lrticle 54(3) of the Paris Cenvention, coupled with a reluctance of domestic
entrepreneurs to confront foreign patent holders, results in constraining the
promotion of actual working of patents in the granting couwntry. Again, this
incorrectly assumes that patentees are normally unwilling to license their patents
on a reasonable basis, It also assumes, again incorrectly, that a local
entrepreneur would be in a betier position tc work the technelogy successfully if
the patent was forfeited rather than licensed voluntarily or compulsorily.

35. It is argued in paragraph 38 of the report that Article 5.(2) establishes

a non-mandatory directive to legislate for compulsory licenses and that a problem
might arise in cases wherc member countries do not provide for such, We do not
agree. The United States has never legislated for the possibility of a compulsory
license for the purpose of preventing abuses and has not had any trouble either
with the Paris Convention or with addressing such abuses when they have arisen.
36. It is suggested in paragraph 39 of the report that Article 54 should contain
a listing of the legislative options availeble to member countries with respect to
controlling abuses, and that even the use of compulsory licensing is subjected to
so many conditions as to make it unlikely that such licenses can work effectively
to prevent abuses. The Paris Convention is not intended to be a treatise on the
actions a country can take to prevent patent abuses; rather, it merely establishes
a few minimum conditions to encourage rational patent régimes to operate
rationally and to encourage the development and diffusion internationally of new
technology. The WIFO Model Law on Inventions is betfer suited to the function of
listing alternative legislative options under the Convention.

37, lMoreover, the United States has found that any real abuses which might arise
as a result of a patent grant have been dealt with adequately on a case-by-case
basis through various judicial sanctions, including compulsory licensing of

patents.,
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8. It is argued in paragraphs 40 and 41 of the report that developing countries
should be in a position to employ the full range of economic policy instruments
and that, therefore, explicit recognition will have to be given in the Paris
Convention to the right of a member State to adopt all measures it deems adequate,
mentioning automatic lapse, revocation and other action. If a country wishes

to have maximum freedom %o legislate concerning patents and their utilization,
this freedom can be obtained by remaining outside the Paris Convention, refusing
both its benefits and its obligations. In order to participate in the Paris
Convention and to obtain for its nationals the right of national treatment in
other countries, a right of priority, and the other benefits which the Convention
bestows upon the nationals of member States, a State must be willing to accepi the
rather minimal obligations of according similar advantages to the nationals of
other member States of the Convention, The United States has found that these
minimum norms are very important in governing ocur relations with other countries,
primarily other developed market economy countries, in the industrial property
field., If Ymaximum freedom'" in the industrial property field is a country's top
priority, then, in our view, such a country should not be a member of the Paris
Convention.

39, The automatic granting of compulsory licenses and automatic lapse of patents
urged in paragraphs 41 to 43 of the report simply will not encourage local
working. On the contrary, an arbitrary, automatic lapsing of patent rights,
with no consideration for the economic and practical difficulties the patentee
may face in his efforts to work a particular patent, would largely destroy the
confidence which potential patent holders would have in the patent system of any
country adopting such laws and would go far to ensure that technology holders
would not apnly for patent protection and would not transfer their valuable
technology to such a country. Technology represents a valuable business

asset obtained at significant cost by private entrepreneurs and its effective
trensfer must be induced by various means including some method of minimizing
risks, such as a patent system offers.

40. It is alleged in paragraph 44 of the report that the "international patent
system" results in import monopolies which inhibit domestic production and
innovation in developing countries and eliminates competition in imports of the
protected products. It has previously been noted that very few of the world's

inventions are patentéd in developing countries, and these unpatented inventions
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can be treated in any way desired by developing countries. Clearly, a far
greater inhibition to domestic production in developing countries would be the
complete elimination of the patent system in those countries. Patents represent
the "{ip of the iceberg" of the technology needed to implement a manufacturing
enterprise. Without protection for at least the major features of a given
technology by a patent system, the developers and owners of such technology may
not incur the risk of transferring this technology or may not be willing to
transfer it at a price the recipient can afford. The clear trend in recent years
has been to expand and sitrengthen patent protection in order to encourage the
transfer and diffusion of technology and the development of local industry.

4l. Some ability to control imports can zlso provide direct benefits to
developing countries, Once local working has been established in a developing
country, the ability to exclude infringing imports could spell the difference
between continued local manufacture or failure. hile various mechanisms may be
available to exclude infringing imports (i.e. tariff and non-tariff barriers),

the exclusive rights inherent in the patent are much more acceptable to technology
ovners (on account of its certainty and legal basis) and to trade policy mekers.
If local manufacture is not initiated by the patentee or his licensee after a
reasonable period of time, compulsory licensing and, ultimately, forfeiture are
always available.

42, It is stated in paragraph 46 of the report that depriving the patent holder
of the right to prevent importation constitutes a big step forward, with reference
to the recently enacted Mexican law. Only if the objective is to discourage
local working could this type of action be characterized as a step forward.
Moreover, it is questioned whether the Mexican law does deny the patentee the
right to prevent importation. The law seems only to state that the patent does
not confer a positive right to import, sugeesting that some other approval to
import is needed. It should also be noted that the Minister of Consumer and
Corporate Affairs of Canada, Lnthony C. Abbott, has stated that the "exhaustion
doctrine", which the current report appears to embrace, is subject to serious
objections and is being reconsidered by the Canadian government.

43, TParagraphs 47 to 49 of the report are concerned with the fundamental principle
stated in Article 50(1) of the Paris Convention that importation of a patented

article shall not entail forfeiture of a patent., The flat suggestion is made
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that this principle must be abandoned if the international patent system is to
function so as to assist national development of a developing country.  Such
Teasoning igrores the fact that it would be impossible for any patentee to
immediately establish working in every country where he might obtain a patent,

or for that matter, to establish working at any time in every country where he
might obtain a patent. It is not economically and practicably feasible to

work an invention so promptly or completely. To argue for the deletion of

this provision with the intention that developing countries would actually
legislate for the forfeiture of a patent would, in our view, ignore the

commercial realities of technology transfer. Much technology transfer to
developing countries, be it through direct investment or licensing, originally
occurs in order to meet the requirements of the internal market. Such a market
cannot be developed or even identified without importing some of the product, at
least for testing purposes. Once a sufficiently large market has been verified,
a local licensee or foreign investor is able to justify transferring the
productive technology and setting up a local manufacturing facility. If, however,
the local facility does not benefit from patent protection and is thus unable to
exclude cheaper infringing imports or to suppress locally made infringing products,
its economic feasibility may be jeopardized. In the face of such uncertainty
which would result from vatent forfeiture, the local entrepreneur or the foreign
investor may decide fto not risk attempting the technology transfer at all, but
instead would continue to meet the market reguirements by imports.

44. It is stated in paragraph 51 of the report that there has been a trend in
developing countries and in Italy to exclude patentability of chemical products,
as contrasted with the process for producing them. It should be noted in

passing that the European Community Patent Convention, successfully negotiated

in Luxembourg in 1975, would require all Community countries, which includes Italy,
to extend patent protection to chemical products.

45. The fact that the priority right of Article 4 of the Paris Convention

defeats the rights of a subsequent applicant to obtain a patent for the same
invention during the priority period is said, in paragraphs 61 and 62 of the report,
to constitute a strong disincentive to initiate R and D activities in developing
countries. The logical conclusion of that argument would be that the grant of
any patent discourages research and development activity since somebody always

has the possibility of being second. Of course, the entire line of reasoning is
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unrealistic since seldom are two applications filed for the same invention in a
one-year time span. In the United States, for example, with over 100,000 applications
filed annually, less than 400 situations arise in a year where there are conflicting
applications for the same invention. Stated another way, this means that the
individual who makes any given invention will be first in 99.6 per cent of the cases,
This does not seem to be much of a disincentive, For similar reasons, ‘the
allegation in paragraph 63 of the report that the priority right of the Convention
is also likely to discourage the putting into use of new inventions cannot be
squared with the facts. If a country found this "uncertainty" to be a real
problem with respect to stifling the use of new inventions, it could, consistent
with the Convention, adopt an intervening rights provision in its national law
permitting innocent users to continue their use after the patent is issued.

46. 1In paragraphs 64 and 73 of the report it is suggested that foreign

applicants deliberately delay the filing of their applications until the last month
of the Convention year to "lengthen the period of validity of the patent" (para.64).
In the first place, it should be noted that the earlier or later filing of a

patent application does not affect the length of the term of any resulting patent;
the patent merely runs from an earlier or a later date. Much more importantly,
however, patentees simply do not delay the filing of their applications for the
same reasgons alleged in the report. In many countries, protection for an
invention does not begin until a patent is issued. Prior to that time, the
invention may be practiced freely by anyone. In certain rapidly-moving
technologies, the useful life of an invention may have expired by the time a

patent is issued. Secondly, patent applicants usually take advantage of the
priority year to obtain any necessary security clearances to file in foreign
countries, to obtain an indication from their home country application of the

scope of protection they are likely to receive, and to determine the market
potential of the invention in various countries in order to determine those
countries in which a patent application should be filed. The attorney's fees,
translation costs, and, to a lesser extent, the government fees associated with
filing patent applications are considerable, so that technology owners cannot
afford to file a large number of applications about the world without some

prospects for successfully commercializing their inventions,
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47. It is primarily for rcasons of crpense that the suggestion in paragraph 65 of
the report of shortening the priority period malies little sense. Perhaps the “est
argument for shortening the priority period would be to encourage the proupt
disclosure of the technology contained in a patent application; hovever, this could
be accomplished by a country promptly publishing cach application, preferably vith
some provision for interim protection. lioreover, any proposal o shorten the
priority period chould take inte account the equally velid problems vhich the
technology holder faces in deciding vihether and vhere to file patent applications.
In fact, reducing the priority pcriod would probably have the effect of increasing
the number of unworked patents in developing nations. In addition, many countriecs,
such as the United States, have geared their examination process to receiving
priority applications no later than 12 months from the priority date and any
lengthening of the priority period would seriously disrupt such cxamination
procedures. Tor all of these reasons, the suggestions in paragraph 65 of the repord
concerning lengthening or shortening the priority period, or extending preferential
treatment to nationals of developing countriecs in connexion with various aspects of
the priority period should not be seriously considered.
48, It is stated in paragraph 67 of the rcport that the principle of independence
hag an unfavourable impact in a patent-granting country vhen the corresponding
patent application or patent in another country hag been rejected or nullified, but
yet can enter into or remein in force in such patvent-granting country. It is
suggested that the informotion concerning the granting and validity of patents
applied for in a developed country would be quite uscful to a developing covntry.
One should be careful to distinguish, on the onc hand, decisions concerning the
granting or invalidating of patente and, on the other hand, patcnt copies and other
infornation on which such decisions are based. The decisions themselves could only
be direcetly applicable if the lawg, practices, and factual situation in a develowping
country were identical to the laws, precticcs, and factual situation in the
developed country in vhich the decisions werce made, The definitions of novelty,
unobviousness, and industrial applicability vary consideranly from covatry to
country so that a decision concerning unobviocusness in one country may or may not be
applicable to a sccond covntry.
49, In addition, the regulations and lows in one covnbry cpccifying the manner in
which claime are drafted or inventions disclesed could differ considerabvly from the

corresponding laws in another country. liorcover, the prosecution history of a
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patent applicetion in onc country would undountedly diffcr from the prosccution
history of the corresponding application for the same invention in another country.
50. There is also the problem of differences in lavs in other respectas for
example, in the United States, patents are awvarded to the first inventor, vlcreas in
most countries of the world patents are avrarded to the first person to file.
Similarly, there are judicially created doctrines involving questions such as fraud
or inecquitable conduct that affect the validity of natents different vays in
different covntriec. Tor all of these reasons, any requirecment to provide rore
than the information upon which novelty and/or unobviousness could be assesscd -
patent copies and publicationsg - would burden the patent offices of developing
countries and would be unfair to patent applicants and pateantees.
51. The system vhich operatecs in Canada vould seem to e much preferable and would
not rcquire any change in the Paris Convention. The Canadian Patent Officec, vhen it
feels such information would be uscful to them, asks the applicant for the folloving
information:
(a) 'Mhe scrial number and filing date of any application for the same
invention %that is being or has been proseccuted in any other country;
(b) Particulars sufficient %o identify the prior art cited againgt the
application in the country involved;
(¢c) The form of the claims allouved therein;
() Particulars of any application or patent with which such application in
the specified other country is, or has been, involved in conflict, oxr
interference, or similar proceedings. (Of course, most countries detcrmine
priority by the date of filing, rather than the date of invention, and would
not need this information.)
This procedure seems to worl: well and the Canadiang use it frequently vhenever
necessary. It is provided for in Tule 39 of the Canadian Patent Dulcs under the
Canadian Patent fct. No change in the Paris Convention is necessary for such local
legislation.
52. In paragraph 71 of the report it is stated that, even in countries with
well-established patent offices, patents are Trequently declarcd to be invalid by
the courts, citing a figure of 62,7 per cent in United States Courts of [ppeals for
the period 1948 to 1954. Tor the rccord, it should be noted thot legs than
0.5 per cent of the patcnts jgsved in the United Statec are litigated. Of these, &

- aFal] et 3 -V . aq 1960 to
recent United States Patent and Pradenari: Office study covering the ycars 968
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1972 disclosed that approxinately 50 per cent are found valid and 50 pex cent are
found invalid - a result which would be expected on the basis that patents are onl:
litigated vhen the issue of validity or infringenent is in doubt.
53. The higher rate of invalidity in appeel courts vas found %o be a recult of the
nature of the case appesled: thet is, appcals vere tellen more often in coscs there
the holding of the lower court wag for invelicit;s In any event, since the resulis
of litigation on the validity of a patent in one counutry may e totally inappliceahle
to the question of validity of the corresponding patent in a second country, and
because, at least in the United States, therc arc no readily available sources for
supplying such information, the Paris Convention should not be anended 4o require
the compulsory exchange of information conccrning the results of litigation, as
suggested in paragraph 72 of the rcport.
54. Contrary to the last sentcnce of paragraph 73 of the report, it is not seen
how Lrticle 4 bhis (5) in any way contradicts the notional treatment concept staved
in /rticle 2 of the Parig Convention.
55. In addition to the argument already put forvard with respect to paragraph 67 of
the report, the suggestion in parcgraph 75 that both national patent offices and
patent applicants should be required to supply information concerning the fatc of a
particular application or patent does not take account of the needs of natent
althorities as well as the problems faced by patent applicants, especially in the
less developed countries. Clearly, pavent officcs in lese developed countries do
not need dvuplicate copies of inforuation concerning the fate of foreign applications
and patente corresponding to an ownplication pending in such offices.
56. In paragraph 76 of the report, it is stated that, because of the national
treatment provision in the Poris Convention, it is not posggsible for a country to
discriminate in favour of its owm citizens as a means of inducing local
inventiveness and initiative., Vhile this is true, it overlooks vhat is possible and
what could be done under the Convention to aid developing countrics. It would secm

that vhat a country should attempt to do is cncourage local inventiveness and

-
w

initiatives, regardless of local citizcnship., One vay this can be accompliched
by providing awards for inventors and by giving publicity and other benefits to
those who do create inventions locally. ‘nother possibility for encouraging local
inventions would be to providc certain henefits in the couniry's patent system for
those who either conceive or reduce an inveniion to practice in the covntry. Tor

example, special assistance in the form of reduced fecs or free legal assistance in
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obtaining patent protection might e given %o any person vho first conceives an

invention or reduccs it to practice in the country - regardless of notionality.

57. It is ctated in paragraph 78 of the report that the 'evidence"” shows nationals
of decveloping countries to hold only 1 per cent of the total of world patents, that
foreigners own six times as many patents in dceveloping countries as do the developing
country nationals, ond that 90 to S5 per cent of the patents owmed by foreigners in
developing countries are never vorked, To begin with, vhen the came assertion was

s . c/ .
initially made in The role of the matent system report,~ it was at least

acknowledged that the "evidence" with all its vealnesses showed these things. It

vonld not ceem that the passage of tinme had nade this earlier statement any more
reliable. llore importantly, however, it should e addcd that foreigmers own morc
patents than do nationals in all but two of cven the industrialized countries, and,
furthermore, that most of these patents are not worked as well.

3. It is argued in paragraphs 78 and 79 of the report that the rule of national
trcatment stated in 4rticle 2 of the Paris Convention renders it difficult for a
developing country %o adopt a patent policy addressing its needs end, indeed,
results in a system of reverse preferences. It is the view of the United States
that the national treatment principle is the cornerstone of the Paris Convention.
Contrery to the imprcssion given in these paragraphs, the concept of national
treatment can be argued to give onc--wvay benefits for developing country nationals
in developed countries. Consider, for cxample, the fact that a national of a
developing covntry can obtain a patent in the United States and maintain that
patent for 17 years, irrccpective of vhether it is used, and pay no fees for the
maintenance of that patent. He may usc that patent to cstablish an import monopoly
or to charge any royalty he desircs for its use. In many developing countrics
hovever, a United States national is not only subject to compulsory license and
forfeitvre if he is unable o use his patent, but he must also pay periodic
maintenance fees %o keep hic patent in force. lloreover, some countrics impose
arbitrary linits on the amount of royalties he can charge or expatriate. Thus, the
principle of national trecatment docs not establish a rcverse system of preferences;
it merely establiches a fundamental concept of fairness vhich provides'benefits to

nationals of both developing and developed countrics.

¢/ Sze foot-note a/ above.



TD/B/C.6/24,/Add.1

TD/B/C.6/AC.3/4/Ad4.1

Annex V

pege 23
59. Begiming vith peragreph 30 of the report, o number of derogations from the
concept of national treatment arc sugpested., Tor example, it ic svggested in
paragraph 80 that developing country nationals e able to obtain natents of
improvement saticfying only o condition of local novelty. In paragraph 81 it is
sugrested that matents for developing country nationals have a longer duration than
patents for foreimm nationals and that diffcrent standards apply for the granting of
coupulsory licenseg and revocation based on netionclity., 211 of these proposals
scem to be aimed at penalizing forcign nationals in developing countrics rather than
assisting developing countries in the process of industrialization. Considering
that most of the technical cxpertice in the world is owncd by foreign enterprise,
onc would thin: that developing countrics would ennccially like %o encourage such
cnterprise to sharc thelr knowledge and eiperience and to establish local worliing in
developing countries.
60. The argument in paragraph 32 of the report that modifying the national
treatment principle should cauce no great difficulty, since such modification is
videly accepted in the international economic system, is simply not applicablc to
industrial property. Unlilic the international economic system, witich involves
rovernment-to-government relations and counitnents, industrial property rights
essentially involve private propcrty rights, the owners of vhich can neither afford,
noxr be expected, to give avay.
61. In paragraphs 3% and 84, it is suggested that developing countries covld design
various types of patents to foster local inventive capacity as well as the diffusion
of inventions and their effective usc in local manufacturc. This concept is gsound.,
If any special rights are granted to encourage local inventions, i1t seems that
benefit to the country shovld be the criterion, not nationality. Tor cxample, should
a developing country grant a longer patent term to o life-saving pharmaccuisical
product that can only be nanufactured in on indvgirialiszed country, mercly heccausc
it was inventcd by a national of that developing covntry (vho, in fact, may reside
in a developed country)? It world be better to design a system, vithin the
Paris Convention, to achieve the objcctives of developing nations. TFor cxample, the
cstablishment of a basic patent term of 15 years, with a five-year extension vhere
the patenice (again irrcspective of nationality) can demonstrate that vorlking in the
covntry (or in a specificd repion) tould cncourage local vorking and not violaic

national trecatment.
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62. Inother possibility would be to consider adoption of a nev type of patent along
the lines of the "tecchnology transfcr patent considered in whe discuscions on o
Hodel Law on Inventions undervay in the Vorld Intcllectual Property Organization.
he objective of encouraging working in a developing country should be a central
element of any nev industrial property policy adopted by a developing country,
vhether that vorking be by a local or a forcign enterprise.

Thus, a "technology
transfer patent" which is jointly owmed by an entreprencur in a developing country
and a foreign firm, and in vhich the absolute rcquireicnits for novelty of a
traditional patent system are relaxed to permit limited protection notvithstanding
the late introductiosn of a given technology, covld promote the initiation of local
manufacture and foster the diffusion of technology in the developing country.

63. Paragraphs 86 and 87 of thc report discuss the possibility of admitting
recervations by developing countries to certain obligations of the Paris Convention.
ot only has this matter been previously considercd and rejected by developing
countries in the series of mectingc held under the auvsnices of WIPO to consider
revision of the Paris Convention, but it was arrecd that, to the extent revision of
the Convention is needed, evcry effort should bc made to achieve a universal
rcvision applicable to all nations.,

64. Paragraphs 92 to 96 of the rcport concern the question of the vote by vhich the
Paris Convention may be revised., It is argued that the traditional requirement of
unanimity for changing the Convention is unusual and especially stringent since it
would bar amendments desired by a large majority of members; and unnccessary since
no existing member is bound by o revision until it accedes. Thae concept of
unanimity for revision of the Paris Convention has been in effect since the first
revision conference in 1900, Vhile, on occasion, the vnanimity principle has gecened
harsh, it has promoted compromisc among the partics to the Convention and has
provided a moral obligation to adhere to the resulting product. Ioreover, it has
contributed to the creation of a convention vhich enjoys such great respect that it
survived intact tuo global wars.

65. Vith respect to the Vienna Convention on the Layv of Treaties referred to in the
report, that Convention, in recognition of its prospective charactcr, cxpressly
excludes application to treaties existing prior to the date on which the

Vienna Convention enters into force, an cvent which has not yet occurred.
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C.  General summary and conclusions

66. It is alleged in paragraph 99 of the report that many developing countries have
entered into international agrcemcnts that circumseribe their capacity to design
local patent policies according to their national necds and objectives, the most
significant of these 'restricting” agreements being the Paris Convention. As hag
been demonstrated in this responsc, the Paris Convention offers its members very
vide latitude in shaping their national policics and laws. loreover, the analycis
in the UNCT!D secretariat report of vhat the Paris Convention prohibits ite meuwbers
from doing has, unfortunately, focused not on what malies econoric good sense for a
developing country, but rather on wvhat arcas does the Convention restrict frecdom of
action of its members. Upon identifwing a few of thesc obligations, the report
paints them as undesirable, without inquiring vhether talzing actions contrary to
those indicated by the Convention would be in the best interest of developing
countries. Ve think an analysis should be undertalcn o dctermine vhether teking
such actions would truly benefit any member of the Convention.

67. The United States of America has been and remains sympathetic to the legitinate
aspiretions of developing countries to improve their condition through increased
technology transfer and industrialization, and we support the on-going, cvolutionary
process towards a nev international cconomic order. The key clement in this process
is its fundamental purpose: the achicvement of cconomic justice for nations and for
peoplec. Oh the other hand, we do not agreec with the statement that the Dcelaration
and Programmc of Action on the Egtablishment of a New International Economic Order
(adoptcd by the United Nations General losembly in resolutions 3201 (S-VI) and

3202 (S—VI)) should ve the guiding consideration Hr rcvigion of the Paris Convention.
These largely political documents, with their gweeping calls for unrcalistic action,
are not appropriate for guiding a revision of the Paris Convention. The

United States stated important reservations to these resolutions and ve continue o
take our reservations seriously,

68. Paragraph 105 of the secretariat report states that the patent system has
excrcised a negative impact on the economic and techmological development of
developing countries. Probably a more correct statement would be that the patent
system really has little impact on most devcloping countries, because most developing
countries have not attempted to usc the patent system to their own benefit in
encouraging both local invention and dcvelopment and in encouraging trensfer of

technology from organizations and individuals in other countries. If a covntry so
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chooses, it can enact a strong patent system to encourage inventione, innovations
and development, Hovever, if the patent system is ignored or nininized, obviously,
it will not be of much importance.

69. It is urged in paragraph 108 of the report that any revision of the

Paris Convention must iniroduce a balancc between the rights of patent holders and
the national interests of the patent granting country, it being alleged that the
Convention is "weak" on stipulating patentees'’ obligations. It must e kept in mind
that a patent system is a voluntary incentive system. Patentees disclose the
recsults of their labours in exchange for a limited period of exclusivity. If
unrcasonable obligations are placed on patentees; they will sinmply not use the systen
and the public will losc the potential for the transfer of teclhnology and
industrialization which would have flowred from the protection offered. Those
countries most in need of providing an adequate stinmulus - the developing countries -
vovld lose the most.

70. Paragraphs 109 and 110 of the report cstablish as tests for the adequacy of
revision of the Paris Convention that (a) the more adequate the revised instrument,
the less it would constrein national policy-makers and legislators and, (b) the more
adequate the revised convention, the greater the extent 4o vwhich it would require
granting preferential treatment to developing countries. Taken together, these
statements clearly suggest that, in the view of the UNCTLD secretariat, the '"most
adequate" Paris Convention revision would place no constraints and obligations
vhatsoever on the governments in devcloping countries and would give complete
freedom to such governments to pass discriminatory laws against the nationals of
developed countries with respect to such matters as length of the patent term, fees,
periods for worlking, etc. It can only be said that if the revised Paris Convention
fully satisfies these criteria, it would be questionable vhether the United States
of ‘merica could ratify such an agrecment or whether, to the extent that national
policies and laws took full advantagc of such a Convention, technology owncrs from
industrialized couvntries would sgek patents or transfer technology to such countries.
71, Paragraph 113 of the report states that the attempts to revise the "outdated
nature" of the Paris Convention arise from one basic concern, the need to alter the
negative impact of the major provisions of the patent system in general and the

Paris Convention in particular on the economic interests of the developing countries.
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Ls stated previously, the impact of the patent system on developing countrics has
been very little because the developing countries have not chosen to use the patent
system as it is intended to be used - to encourage inventions, innovations and
development. If the Paris Convention is revised as recommended in the UNCTID

secretariat report, the patent system will continue to have 1little impact on the

developing countries and will not be of significant benefit to them.






