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1. Introduction

This paper studies one of the major issues of administrative law, namely
the rule-making powers of agencies. The agency studied here is the Patent
and Trademark Office (PTO); formerly known as the Patent Office, the PTO
is one of the oldest administrative agencies in the United States.! The focus
of this study will be on its rule-making authority.

This paper will first probe the external forces that have shaped the
PTO’s authority. Since an administrative agency does not exist in a vacuum,
the interactions between the PTO and the three branches of the U.S.
government will be discussed. This information will provide a background
for a specific legal issue involving the PTO: software patentability, or to
what extent computer software should be granted patent protection. Hence,
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! The PTO was officially created in 1836. See Patent Act, 5 Stat. 117 (1836), 2 U. S. C. A.
§105. See also [Ooms, C 1948], p. 149.
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this paper will demonstrate that no one should be surprised by the limited
authority of the PTO in shaping software patentability laws.

2. Constraints on the PTO

The PTO’s rule-making authority is limited compared with the broad
powers acquired by other agencies created in this century such as the Federal
Trade Commission (FTC) and the Environmental Protection Agency (EPA).
I believe three fundamental forces have created constraints on the PTO, and
will discuss them in these terms: constitutional constraints, historical
constraints, and task-oriented constraints.

2.1 Constitutional Constraints

Authority to create rules is primarily decided by a congressional delega-
tion, as specified in the statute which creates administrative agencies. It is
therefore understandable to have a statutory constraint on agency rule-
making. Constitutional constraints on agencies, on the other hand, require
further explanation. The reason I list constitutional constraints as one factor
that limits the PTO’s rule-making is based on my view that narrowly
specified language in the Constitution predetermined the narrow scope of the
Patent Law and indirectly limited the PTO’s powers.

The U.S. Congress enacted the Patent Law based on Article 1, Section
8 of the Constitution. This Article states:

The Congress shall have power . . .

(8) To promote the Progress of Science and useful Arts, by securing for lim-
ited Times to Authors and Inventors the exclusive Right to their respective
Writings and Discoveries . . . .

This clause not only set a goal for Congress—*“promote the progress of
science and useful arts”—but also dictated the means to achieve this goal,
i.e. “securing for limited times to authors and inventors the exclusive right to
their respective writings and discoveries.” It seems unnecessary to challenge
the statement about promoting “the progress of science and useful arts,” as it
merely reflects the original framers® emphasis on this point. However, it can
be asked whether it was desirable to specify the exact means to achieve such
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a goal in something as basic as a constitutional law. Specifically describing
the means to further a constitutional value in the Constitution has frozen
public thinking and made it far more difficult to introduce innovative ideas
into the legal system. Although it is natural to think of other means to
promote the progress of science and useful arts, to bring any of these ideas
into serious discussion would inevitably lead to fierce opposition from
supporters of the status quo. In this case, the status quo is not just a statutory
right but one that is rooted in the Constitution, rendering change to current
patent laws even more difficult, if not impossible.

Over two hundred years, the Patent Act has been “codified” twice,2 and
no efforts to make a general revision have succeeded. Immediately after the
1952 Patent Act Revision and Codification, the Senate initiated a series of
studies on Patent Law based on recommendations from retired Second
Circuit Judge Learned Hand.3 In 1965, President Johnson established a
commission to study the patent system, and the final report of this
commission was published in 1966.4 Based on the report’s recommenda-
tions, a Senate subcommittee on Patents, Trademarks and Copyrights of the
Judiciary Committee held hearings in May 1967 to create patent revision
bills.5 Subsequently, general patent revision bills were heard in the Senate in

2 The first codification effort took place in 1870; the second took place in 1952. The task was
simply to arrange and consolidate all previous amendments associated with the Patent Law.
However, both the 1870 and the 1952 codifications went beyond such simple codification.
Bills and amendments to the Patent Law were also considered, with some of them adopted by
the codification commission. As a result, the 1952 codification effort raised serious doubt as
to whether the Patent Act was simply codified or revised. Before Senate passed the bill (H.R.
7794) containing patent revisions and the codification Act of 1952, the question of whether
the bill was a codification or a revision of the Patent Law was raised. Senator McCarran
emphasized that the bill codified the Patent laws; however, the issue still caused controversy.
See [Beckett, W 1955], pp. 470-471. For other articles which discuss this issue, see [HR3760
1951], pp. 19-21, [Committee 1952], [Webb, J 1957] and [Shapiro, M 1968] The Supreme
Court and the Patent Office, Chapter 3, pp. 143-226.

3 See [Review 1956].

4 See [President 1966].

5 See [Revision 1967].
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1971¢ and 1973,7 but no congressional action was taken. As of this writing,
none of the efforts to revise patent laws has been successful. This study
believes one major reason for this failure is the restricted language used in
Article one, Section 8, clause 8 of the Constitution.

The well known non-delegation doctrine dictates that Congress cannot
delegate more authority than it receives from the Constitution. The
Constitution not only posits the “promotion of science and useful arts” as a
constitutional value, but also spells out the method of promoting such a
value: granting time-limited monopolies to inventors and discoverers. The
first undesirable impact of such language is the false impression that a time-
limited monopoly is the only means through which Congress can delegate
authority in promoting science and the useful arts. Once a constituency is
established under this line of reasoning, any change becomes difficult. I
believe that the strong opposition of the patent bars in the general patent
reform hearings held by Congress in the late 1960s and 1970s reflects this
point, to a degree.

The second undesirable consequence of such limited constitutional
language has been the limited authority Congress has delegated to the
administrative agencies assigned to carry out the functions specified in the
Constitution. The PTO Commissioner can merely formulate rules and
regulations “for the conduct of proceedings in the Patent and Trademark
Office,”s’ extremely limited powers compared to other administrative
agencies.?

6 See [Revision 1971].

7 See [Revision 1973].

8 35 USC 69(a). The first mention of rule-making power was in the 1839 Patent Act, which
specified that “the Commissioner of Patents shall have the power to make all such regulations
in respect to the taking of evidence to be used in contested cases before him, as may be just
and reasonable.” 5 Stat. 353, Ch. 88, §12 (1839). For a chronicled history of Commissioners’
rule-making, see [Wamsley, H 1982] pp. 493-497.

For example, in [Rubin, E 1989], Professor Rubin points out that the Federal Trade
Commission Act prohibits “Unfair or Deceptive” trade practices, but the statute does not
specify what constitutes unfair or deceptive trade practices. This task is left for the
administrative agency, the Federal Trade Commission (FTC), to construct through
adjudication, rule-making, guidelines and advice. In the same article, Professor Rubin also

L]
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2.2 Historical Constraints

The patent system existed long before it was written into the Constitu-
tion of the United States. Practices to reward new ideas have existed since
the Middle Ages, and are considered as forerunners of the Patent system. For
example, the Senate of Venice enacted a statute which provided:

If somebody invents any machine or process to speed up silkmaking or to
improve it, and if the idea is actually useful, the inventor can obtain an ex-
clusive privilege for ten years from the Guild Welfare Board of the Repub-
lic.10

Patent systems also existed during the colonization of the United States.
In 1641, the General Court of Massachusetts stated:

There shall be no monopolies granted or allowed among us, but of such new
inventions as are profitable to the country, and that for a short time. !!

It is therefore obvious that the patent system of the United States was
not an ‘invention’ of the framers, but rather an adoption of a legal protection
scheme with centuries of development. This historical development not only
influenced the specific language used in the U.S. Constitution, as discussed
in section 2.1, but also cemented resistance to change even after industriali-
zation fundamentally rewrote the essence of invention and innovation in the
United States.!2

This historical development of the U.S. patent system has naturally had
a strong influence on the PTO. The first of the patent laws was enacted on
April 10, 1790, when a committee of three cabinet members was created to

discusses legislation that conveys the goal as a more intransitive law and legislation that lays
out both the goal and specific implementation methodology with a more transitive nature.

10 See [Prager, F 1952], p. 131 and note 54.

11 See [Choate, R 19871, pp. 68-70.

12 For example, solo inventors have been replaced by organized effort as the primary force
behind invention and innovation. See [President 1966], [Melman, S 1958] and the
concurring opinion of Judge Frank in Picard v. United Aircraft Corporation, No. 244,
Circuit Court of Appeals, Second Circuit, May 28, 1942, 128 F.2d 632.
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review patent applications: the Secretary of State, the Secretary of War and
the Attorney General. Thomas Jefferson was the Secretary of State at the
time and took a special interest in patents, gaining the title of First
Commissioner of Patents. However, the cabinet members soon realized that
patent examination required more time than they could spare.!3 In the year
1793, a second patent law was enacted which virtually transformed the
granting of patents into a clerical function by dispensing with the need to
determine utility and importance. Although a Patent Office was created in
1802 inside the State Department, between 1793 and 1836 a patent
registration system existed in which no examinations of the merit of the
patented products was conducted.!4 Courts naturally assumed the burden in
settling patent disputes and played a central role in shaping the early growth
of U.S. patent laws.

Transferring patent administration from cabinet-level officials to essen-
tially a ‘rubber stamp’ office within the State Department has a significant
historical meaning. It shows, at least compared to the initial legislative intent,
patents were not intended to be granted for any small advancement in useful
works of art. However, without clear criteria to specify invention “standards”
in patent laws, the cabinet officials were soon drowned by patent
applications; instead of attempting to clarify the purpose of the patent law,
the administration essentially gave up and left the issue to the courts,
following the courts’ construction of patent laws.

In 1839, after the patent registration system had obviously failed,
Congress enacted the Patent Act of 1839. However, by then the courts had
decided on patent laws for over 40 years, and it is not surprising to find that
the 1839 Patent Act merely delegated to the Commissioner of Patents
ministerial rule-making powers associated with the issuance of patents. 15

The New Deal era marked the beginning of a regulatory state where

13 See [Rosa, M 1949], pp. 414-416.

14 1d

15 5 Stat. 353, Ch. 88, §12 of the 1839 Patent Act specified that “the Commissioner of Patents
shall have the power to make all such regulations in respect to the taking of evidence to be
used in contested cases before him, as may be just and reasonable.” See also [Wamsley, H
1982], p. 493.
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administrative agencies with broad authority handled issues facing a rapidly
advancing society.!6 With these changes came the possibility that the
authority of the Commissioner of Patents could be expanded, especially with
the contemplation of an Administrative Procedure Act (APA) and the fading
of the traditional view which placed common law adjudication over agency
rule-making.!? Unfortunately, the PTO was left out from the study due to the
complexity of its tasks, and was thus left unchanged.18

2.3 Constraints Derived from the Nature of the PTO’s Task

The PTO’s task—to sort out, maintain and classify all advancements in
the useful arts—is indeed formidable. To keep track of the progress of
patentable works of art and update relevant references is also difficult.
Deciding whether a patent application is innovative enough in light of all
references to prior works of art is another chore that has become unwieldy.

There are essentially two aspects of the PTO’s difficulties. One is policy
oriented: what should the standard level of patentability be.!9 Accordingly,
fewer patents will be granted if the standard is set higher, and more patents
will be granted if the standard is set at a lower level. Later we will see that
the major patent policy disputes between the PTO and the Supreme Court
have stemmed from this issue. The patentability standard issue also
contributed to Congress’s failure to pass any general patent law revisions

16 See [Rabin, R 1986}, pp. 1262-1272.

17 Id. In 1939, President Roosevelt established a committee to review procedural practices of
administrative agencies and propose reform measures. [Reform 1941], on which the 1946
Administrative Procedural Act was based, was completed in 1941.

18 In a footnote of the Attorney General’s Committee Report of 1941, insufficiency of staff and
the specialized character of the PTO’s operations were cited as the reason why planning to
study the PTO was first postponed and later abandoned. See Administrative Procedure in
Government Agencies, Sen. Doc. No. 8, 77th Cong., 1st Session (1941) at 4. Former
Commissioner of Patents Casper Ooms thought the non-inclusion was unfortunate, since a
“study of the variety of legislative efforts to meet the special need of a reviewing agency
adequate to the specialized work of the Patent Office reveals the entire anatomy of
administrative review.” See [Ooms, C 1948}, p. 150.

19 See [NPPC 1943], pp. 462-463 and [Edward, V 1957].
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after a decade of effort starting in the late 1960s.20 To raise patentability
standards and improve patent quality was one of the main strategies behind
the 1966 Presidential Commission on Patents, as the commission believed
that a higher standard of patentability would reduce both patent applications
and the number of patents granted, allowing the PTO to devote more
resources to fewer patent examinations. However, this view received strong
opposition from the patent bars and did not advance very far.

Another difficult aspect of the PTO’s work is informational in nature:
how to keep up with the ever-increasing numbers of patentable works of art
and maintain past references.2! The task is one of great difficulty, if not
impossible, and the PTO is presently still trying to ameliorate this hardship
through automation. The difficulty derived from patent references to prior
works of art is also further complicated by the ex parte nature of PTO
proceedings. Patent examiners can only render judgments based on prior art
references disclosed by the patent applicants and those found by them-
selves.22 However, if a case comes to trial, the party challenging the patent

20 Simon Rifkind, Co-chairman of the President’s Commission on the Patent System, made
this statement in his opening remarks before the Senate’s 1967 Patent Law Revision hearing;

First of all, the quality of the patent was too low. We mean by that that patents today
are accorded but a modest respect by those who have to come in contact with them—
that is, by industry and the professions. Because it commands but a modest respect, it
encourages infringement; and because it encourages infringement, it encourages liti-
gation. And that, together, increases the whole cost of maintaining a patent system and
increases the burdens of having either the benefits or the burdens of a patent system.”
see [Revision 1967], p. 82.

21 See [Bush, V 1956].

22 In a statement issued to Senate Patent Law Revision Hearing held in 1973, Karl E. Bakke,
general council of the Department of Commerce, stated:

. In fact, the principal source of invalidity has been the inability of the Patent Office
to learn of information and facts which are peculiarly in the possession of the public . .

see [Revision 1973], p. 159. During the same hearing, Thomas E. Kauper, A551stant
Attorney General, Antitrust Division, U.S. Department of Justice, reported:

. It has been frequently asserted that in excess of 70 percent of the patents litigated
in recent years have been held invalid. While this statistic can be misused, it is still
alarming. A more recent study demonstrates that in more than three-fourths of these
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can usually take advantage of infer parte and bring more relevant prior arts
to court, invalidating the disputed patent.

Therefore, courts have long been the core of the patent system, deciding
not only on legal issues like patent infringement and remedy, but also on
factual issues related to the validity of the patent under dispute. The ex parte
nature of PTO proceedings and the difficulty in finding all relevant
references to prior works of art thus further weakens the PTO’s rule-making
authority.

3. The PTO and the Three Branches

Previous sections have examined the basic forces which shaped the
PTO’s authority; this section focuses on how the PTO has been shaped by
other branches of the government which have supervised it. One specific
example for each branch of the government will illustrate their total impact
on the PTO, and this discussion is intended to provide a better context for the
next section, in which the PTO’s handling of the software patentability issue
is analyzed.

3.1 Patent Reexamination — Legislative Control

In 1977, the PTO expanded its rule-making role for the first time by
adjusting patent reissue regulations to ameliorate the “prior works of art”
problem in the patent system.23 However, the PTO’s rules were repealed
when Congress enacted patent reexamination legislation in 1980.2¢ This
subsection will examine the development of the PTO’s reissue rules and
subsequent patent reexamination legislation. The question is whether the

cases the Federal courts have relied largely on prior art or other information not cited
to or considered by the Patent Office when rendering decisions as to invalidity. This
strongly suggests that the primary goal of patent reform should be to get as much
information concerning patentability from all sources ... before the Office prior to
issuance.”

See [Revision 1973], p. 293. See also [Koenig, G 1974], pp. 1-6 (Patentability decisions
made by courts and PTO had no difference if same prior arts were shown.); and [Wamsley,
H 1982], p. 513.

23 See section 2.3 of this paper.

24 p. L. 96-517.
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PTO stepped outside its authority in formulating patent reissue rules and
whether congressional action was necessary after the agency implemented
the rules.

As discussed in the first section, the restriction of the PTO’s authority
has been shaped by external forces. Legally speaking, the PTO is restricted
by Congress to make rules only “for the conduct of proceedings in the Patent
and Trademark Office.”25 The Supreme Court also considered the PTO’s
rule-making authority once in 1904. In Steinmetz v. Allen6 the Supreme
Court not only struck down a PTO rule that separated process and apparatus
patent claims in a patent application, but also expressed its anti-rule-making
stance, stating:

...to establish a rule applicable to all cases is not to exercise discretion. Such
a rule ignores the differences which invoke discretion, and which can alone
justify its exercise, and we are of opinion therefore that rule 41 is an invalid
regulation.2’

The PTO has abided by the law and restricted itself to making rules
mainly for attorneys’ conduct in the Patent and Trademark Office.28 The
jurisdiction of the PTO over issued patents is especially limited, as the
Supreme Court decided that the PTO cannot invalidate an issued patent
except in case of fraud.2® However, the PTO’s extreme difficulty in

25 35USC 6.

26 192 U.S. 543.

27 Id, see also [Wamsley, H 1982], pp. 552-553. .

28 “For most of its history, the PTO’s rulemaking efforts have been limited to establishing
procedures to be followed by patent and trademark applicants and its employees in
proceedings to determine whether patent and trademark protection should be granted. Partly
because the PTO was established before the field of general administrative law became
established, and partly because most patent and trademark lawyers are specialists, the PTO
often has not felt the cross-currents arising from the administrative law developments.”
[Wamsley, H 1982], p. 491.

29 United States v. American Bell Telephone Co., 167 U.S. 224 (1897); see also [Woodward,
W 1942}, p. 956, McCormick Harvesting Machine Co. v. Aultman, 169 U.S. 606 (1898);
see also [Wamsley, H 1982}, pp. 560- 562.
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obtaining complete references to prior works of art in order to determine the
patentability of an application has generated a need for the agency to
reevaluate patents in light of newly related references to prior works of art.

In 1977, with Congress having been unable to pass general patent law
reform for over ten years, the PTO decided to improve the quality of issued
patents through expanding the existing patent reissue regulation. The PTO
broadened the scope of reissue applications by allowing no defective
reissues;30 opening all reissue applications to the public for inspection;3!
and accepting protests filed by the general public against patents under
reissue proceedings.32 No one objected to the PTO’s authority in
implementing patent reexamination through amending and expanding patent
reissue rules, and thus the changes went unchallenged.33 Since all reissue
applications had to be initiated by the patentee, the PTO did not step outside
the limits set by Congress and the courts. The important issue seemed to be
whether the PTO was more suitable than the courts or the legislature for
developing reexamination proceedings through instituted rules.34

In 1979, the PTO went a step further, proposing a rule to allow the
general public to obtain an advisory opinion from the PTO regarding the
validity of a patent in light of prior works of art and publications. The PTO
later deferred the proposal, anticipating that Congress might introduce
legislation on patent reexamination. The 96th Congress did just that, passing
a Patent Reexamination Bill and enacting it into law in 1980.35

The committee report associated with the Patent Reexamination Bill
explained that patent reexamination was the least controversial aspect of the

30 37 CFR 1.175(a)(4). Before this PTO rule, patentees could only apply for a reissue when a
known defect was found in the patent. With this rule, a patentee can apply for reissue when
there is a doubt regarding the patentability in light of newly found prior works of art or other
information not considered by the PTO. See also [Wamsley, H 1982], p. 515.

31 37 CFR 1.11(b).

32 37 CFR 1.291 and 1.292.

33 See [irons Sears 1980].

34 | believe that in this instance, agency rulings are better than court decisions or legislation in
gradually developing patent reexamination. This approach also seems more in tune with the
contemporary thinking of the administrative law.

35 Ppub. L. No. 96-517. See [Wamsley, H 1982], pp. 525-526.
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general patent law reform. In order to improve the quality of the patents
issued by the PTO, patent reexamination had to be independent from other
reform measures. Though the PTO had a patent reissue program in effect, the
PTO and third parties could not initiate a reissue; the reexamination
legislation was intended to correct this deficiency.3¢ It granted the PTO a
statutory authority and the associated power to implement patent reexamina-
tion proceedings. However, this legislation also closed the door on PTO
development of these proceedings through its own gradual formulation of
rules. The patent reexamination legislation spelled out patent reexamination
laws in great detail, leaving no room for the PTO to implement the
proceedings based on a few basic guidelines37

3.2 An Independent PTO — Executive Control

In the last subsection, we saw how legislation has limited the rule-
making authority of the PTO, specifically in patent reexamination. In this
subsection, I examine how administration agencies may have further
restricted the PTO. The issue I will use to illustrate this is a proposal to
transform the PTO into an independent agency.

The role of independent administrative agencies has been debated in
administrative law. In 1937, the Brownlow Committee established by
President Roosevelt suggested the abolishment of independent agencies and
the creation of an administrative court in charge of agencies’ adjudicatory
functions. A bill based on the suggestion of the Brownlow Committee was
vetoed by Roosevelt for fear of over-judicialization of the administrative
process.38

The Patent Office existed long before the Interstate Commerce Com-

36 See Report accompanying S. 1679 Patent Reexamination, March 4, 1980, 96th Congress,
2nd Session, Senate Report no. 96-617.

37 See [Wamsley, H 1982], p. 527. For example, Congress can simply grant the PTO and third
parties the initiative to hold reexamination proceedings and give a statutory basis to the
PTO’s reissue rules without specifying in detail. However, though the Commissioner of the
PTO testified for the enactment of patent reexamination legislation, he never raised the PTO
rule-making issue. See [Reexamination 1979}, pp. 13-20.

38 See [Cass Diver 1987], p. 5. Recently, Swire again suggested incorporating independent
agencies into the executive branch for better coordination. See [Swire, P 1985].
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mission (ICC), the first independent administrative agency created through
the 1887 Interstate Commerce Act. The Patent Office was officially created
within the State Department in 1839, and transferred to the Department of
Interior when that department was first organized in 1849. In 1926, the
Patent Office was finally transferred to the Department of Commerce.

As William Schuyler, Jr., former Commissioner of the Patent Office, has
stated, the PTO has:

always enjoyed the status of an independent agency which was almost en-
tirely autonomous. Responsibility and authority were given to the Commis-
sioner of Patents directly by the Congress through statutory enactments. The
cabinet officers heading up those departments of the Government did not
exercise policy control over the Commissioner of Patents.39

However, the PTO’s highly independent status has eroded since the
beginning of World War II. 40 In 1950, the Hoover Commission further
suggested transferring all functions of the Patent Commission and the Patent
Office to the Secretary of Commerce.4! Then-Commissioner Watson
persuaded the Secretary of Commerce to sponsor legislation to preserve the
exclusive statutory authority of the Commissioner of Patents, but the
legislation was smothered by the Budget Bureau.42 In the 1970s, the PTO’s
independence was again deliberated in the Senate. In the Patent Law
Revision Hearing held in 1973, one of the issues was administrative
restructuring of the Patent Office, including its proposed establishment as an
independent agency.#3 With an era of renewed competition in the United
States, there was a renewed interest in the patent system,* and the PTO’s
independence was therefore again on the agenda.

39 See [Independent 1980], pp. 85-86.

40 1a.

41 1d. Schuyler believed the name made a big difference. If the Patent Office had been named
the Patent Commission, it could have avoided this change, since the Hoover Commission
did not deal with quasi-judicial and quasi-legislative bodies.

42 Id, p. 86.

43 See [Revision 1973}, p. 3.

44 See [Chen, C 1992] section 3. U.S. Competitiveness and the Overall Patent Surge.
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In an address to the American Bar Association, former Commissioner of
Patents Donald W. Banner described the PTO’s difficulties due to the
stacked bureaucracy.

At the present time in the Department of Commerce there is, as you know,
an assistant secretary for Science and Technology. That official has on his
staff budget people representing the Department of Commerce budget group
and legal people representing the Department of Commerce legal staff. As a
result, many products of the Patent and Trademark Office, such as letters
relating to legislation being proposed, letters relating to rule changes, matters
pertaining to the budget, and certain letters to Congress, must first go from
the Patent and Trademark Office for approval to the staff of the Assistant
Secretary of Science and Technology. This will frequently involve many
letter exchanges. The matter will thereafter go to, for example, the budget
group of the Department or the legal staff of the Department for further
study; needless to say, a great deal of time is consumed in this exercise.45

In November of 1979, Senator Bayh addressed the Patent Law Associa-
tion of Chicago. He reported an alarming problem within the PTO: between
2% and 28% of the patents in every subclass were missing from the files,
placing the value of issued patents in great doubt. He suggested a solution in
which the PTO would be removed from the Commerce Department and made
an independent agency.% A joint hearing on the Independent PTO Act was
held in 1980, but the Act did not go through Congress. Congress has since
stepped up control over the PTO through oversight and authorization
hearings, bringing it out of the stacked bureaucracy 47

3.3 Invention Standards — Judicial Review

As has previously been noted, invention standards have been a problem
puzzling the patent system since its inception. This issue has also been the

45 See [Banner, D 1979], p. 539.

46 See [Bayh, B 1979], pp. 682-683.

47 For PTO oversight hearings, see 83-S521-64, 88-5521-1; for authorization hearings, see 85-
H523-6, 83-H521-26, 85-H521-80, 86-5523-9, 86-S521-16, 89-H521-52, 91-H523-28, 91-
$521-60, 91-5523-13.
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center of dispute with the courts, especially the Supreme Court and the PTO,;
thus it will be used to demonstrate the interplay of the PTO and the Judiciary
in shaping the PTO’s authority. Through this issue, it becomes clear that the
PTO does not have power in setting patentability standards, but can
influence the setting of standards through interpretation and participation in
the legislative process. However, the vital issue—the proper relationship
between the PTO and the courts in the development of patent laws—has not
formally and seriously been dealt with.

Two factors contributed to the disagreement between the PTO and the
courts. As discussed in section 2.3, the ex parte nature of the PTO’s
proceedings and courts’ infer parte procedures have contributed to a high
percentage of patent invalidation by the courts. However, the different
position of the courts on standards of patentability goes beyond the
disagreement created by procedural differences. Since the beginning of the
1930s, the Supreme Court has held the belief that invention standards ought
to be raised higher than those held by the PTO. 48 I believe the Great
Depression shaped this particular attitude, for as John Dickinson points out,
although the purpose of patents is to provide incentive for invention, a patent
is nevertheless a monopoly of limited time, and therefore should be
evaluated by the economic and social criteria which constitute a monopoly.
The Great Depression forced the public to take a hard look at monopolies,
and this public opinion influenced the Supreme Court in its justification of
patents.49

In the thirty years prior to 1931, the Supreme Court deliberated on an
average of two patent cases each year. However, between December 1930
and November 1931, it ruled thata total of eleven patents were either invalid
or not infringed upon.5® Several of these decisions reversed those of lower
courts. In 1941, Justice Douglas used the controversial “flash of creative

48 See [Committee 1945}, p. 526; [Lutz, K 1952], p. 776 and 784; Picard v. United Aircraft
Corporation, 128 F.2d 632, 1942 ( Judge Learned Hand held that the Supreme Court’s
doctrinal trend of raising patentability standards cannot be resisted and found the patent in
dispute invalid due to lack of invention. See also [Allyn, R 1943], who found no change in
Supreme Court invention standards.

49 See [Dickinson, J 1935], pp. 619-620; see also [VIR 1934].

50 Id, pp. 620-621,
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genius” phrase in a decision which invalidated a patent due to lack of
inventiveness.S! In 1949, Justice Jackson openly stated in a dissenting
opinion that there was a confrontation between the PTO and the Supreme
Court in setting invention standards; in his view, the PTO’s standards were
inadequate.52 In the following year, Justice Douglas again condemned the
Patent Office in a concurring opinion for issuing “gadgets” patents.53

Through the codification of non-obviousness criteria in the 1952 Patent
Act, the PTO’s view on invention standards prevailed. Acting as a technical
advisor, Mr. Federico from the PTO substantially influenced the 1952 patent
law codification;54 as a consequence, it was difficult to conclude whether the
1952 Patent Act was a codification or revision.55 In addition, because this
vital part of the patent law was changed informally, the critical issues of
proper invention standards as well as the PTO’s proper authority in setting
such standards were buried in the process. This was indeed an unfortunate
development.

In examining the historical impacts on the PTO’s authority, we have
noticed that the courts’ early involvement in interpreting patent laws placed
them at the core of the laws’ development. In this subsection, we have seen
that on rare occasions, as in the two patent law codifications over the
previous 200 years, the PTO can play a policy-setting role through
participation in the legislative process. The Supreme Court’s effort to raise
invention standards essentially failed due to the intrusion of the PTO’s views
on this issue through a PTO official’s participation in the patent law
codification of 1952,

4. The PTO and the Software Patentability Issue

Now that we have seen how the PTO’s rule-making authority has been
shaped by the external forces discussed in section 2 and the interactions

51 Cuno Engineering Corp. v. Automatic Devices Corp., 314 U.S. 814 (1941).

52 Jungersen v. Ostby & Barton Co., 335 U.S. 560 (1949).

53 Great Atlantic and Pacific Tea Co. v. Supermarket Equipment Corp., 340 U.S. 147 (1950).

34 See [Rich, G 1963], [Act 1952], and section 1. The Supreme Court and the Higher Standard
of Patents, in [Chen, C 1994].

55 See [Beckett, W 1955].
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between the PTO and the three branches of the government in section 3, I
believe we are better prepared to go one step further and examine a specific
case of the PTO’s rule-making, The issue involved in this case is software
patentability.

The 1966 Presidential Commission’s final report suggested that com-
puter software should not be patentable.56 This was the first authoritative
view from the government; prior to the release of the final report, the PTO
had issued guidelines for examining computer programs.’’ In this first
guideline, the PTO carefully stated:

...since it is not an analysis of judicial holdings, they must be considered as a
tentative, theoretical analysis of applicable statutory law. It may well be that,
when particular facts in particular applications are considered, modification
in some instances may become necessary.>8

The guideline stated that the program patent problem revolved around
mathematical processes and equations. Citing Supreme Court precedents, the
PTO believed mathematical processes could not be patentable since they are
not treatments of materials or substances.’® The guideline also cited two
Court of Customs and Patent Appeals (CCPA) decisions which held
algorithms as a mental step and not statutory, patentable subject matter.60

A public hearing was scheduled in the guideline to welcome comments.
According to David Bender, a PTO official quickly restricted the hearing to
one that primarily dealt with the present law. In other words, the purpose of
the hearing was to find out what the law was and not what it should be.6!
Generally speaking, no one agreed with the guideline. However, most people
were in favor of the idea of providing guidelines.62 Based on the Presidential

56 See [President 1966].

57 See [PTO 1966].

58 Idp 1

59 Jd. The Supreme Court decision cited was Cochrane v. Deener, 94 U.S. 780.

60 74 The two CCPA decisions are In re Abrams, 38 CCPA 945 (1951) and In re Shao Wen
Yuan, 38 CCPA 967 (1951).

61 See [Bender, D 1968], p. 242 note 7.

62 4.
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Commission’s recommendation, a bill was drafted which announced
explicitly that computer software was not patentable.63 The Senate held a
hearing on the Bill.#4 The PTO agreed with the rejection of a computer
program as patentable subject matter, but did not agree to legally declare
computer software unpatentable subject matter, since it is very difficult to
define a computer program.65 The difficulty of defining a computer program
for patentability purposes was also the main concern of the representatives at
the hearing. The interesting difference, however, was that the American
Patent Law Association believed that the issue should be resolved by the
courts on a case by case basis.66 The Space Recovery Research Center, on
the other hand, thought that the PTO should be primarily responsible for the
development of criteria in this area.67

In 1968, the PTO issued its second guideline for examining computer
programs. The guideline set forth a basic principle that “computer
programming per se, whether defined in the form of process or apparatus,
shall not be patentable.”? This guideline was quickly rescinded by the PTO
in 1969, due to a decision by the CCPAS titled In re Prater.”® In this
decision, not only was the PTO’s rejection of Prater’s patent based on the
mental step theory repudiated, but Chief Judge Worley also stated in his
concurring opinion:

... It is questionable whether prior decisions denying patentability of purely
mental steps, or the statute, read singly or together, can support a broad rule

63 Section 106 of Senate Bill 1042 of 1967

A plan of action or set of operating instructions, in whatever form presented, to cause a
controllable data processor or computer to perform selected operations shall not be
patentable,

64 See [Revision 1967].

65 Id, pp. 393-394.

66 Id, p. 544. A similar view was offered by representatives from the Electronic Industries
Association, p. 516.

67 Id,p. 616.

68 855 Off. Gaz. Pat. Off. 829, 33 Fed. Reg. 15609, Oct. 17, 1968.

69 868 Off. Gaz. Pat. Off. 349, 34 Fed. Reg. 15724, Oct. 3, 1969.

70 415 F.2d 1393, 162 USPQ 541 (CCPA 1969),
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either sanctioning or prohibiting the patentability of such steps in relation to
computer programs. Where the line will be drawn can only be determined on
a case by case basis in building, as best we can, sound and intelligible prece-
dent.”!

The PTO consequently not only rescinded its second guideline on
program patent, but also stated that “[flor the time being, adoption of new
guidelines for the examination of patent applications is being deferred
pending further judicial interpretation of the law on a case-by-case basis.”?2
It would be another twenty years before the PTO issued a report on software
patentability with a guideline which contained nothing but an analysis of
judicial opinions.”

In 1980, the Supreme Court decided in an important patent case, Dia-
mond v. Chakrabarty,’ that Congress intended to include “anything under
the sun made by man” as patentable subject matter and granted a patent to
micro-organisms. This decision boosted the genetic engineering industry in
the 1980s, and the Supreme Court’s wording was also placed in the PTO’s
Patent Examination Manual to reflect the court’s intention to broadly
construe patentable subject matter.’S In 1981, the Supreme Court ruled the
PTO’s practice in examining software patents illegal in Diamond v. Diehr.76
This decision was perceived as a policy change made by the court to allow
software patents, and since then, more software patents have been granted by
the PTO.77

Whether an administrative agency such as the PTO is better suited to
deal with the technology protection issue than the courts is debatable, but the
PTO’s extremely limited role in shaping the software patent protection issue

I

72 Id.

73 See [PTO 1989].

74 447U.8.303.

75 See Manual of Patent Examining Procedure, section on patentable subject matter—
mathematical algorithm or computer program.

76 See Diamond v. Diehr, 450 U.S. 175 (1981).

77 See [Chen, C 1992] for a brief description of the evolvement of courts’ software
patentability decisions.



40 EURAMERICA

has been evident. Judge Rich of the Court of Custom and Patent Appeal
specifically pointed out that the way the courts confronted the software
patent issue was analogous to trying Board of Education cases one school at
a time, and a high technology industry was hence at stake.”s However, this
development was probably inevitable in light of the impacts and restrictions
discussed throughout this study.

5. Conclusion

If we can learn one important point from this study, it would be that the
issue of expertise is still unresolved. Patent laws are a highly specialized area
of administrative law, and the PTO is an agency with specialized expertise to
deal with patent issues. The three branches of the government that have
overseen the PTO are all “generalists,” in comparison to the PTO’s
specialized nature. It was the expertise required by the patent law that placed
the PTO’s official, Mr. Federico, in the center of a codification effort when
Congress decided to revise and codify the Patent Act. In the resulting 1952
Patent Act, Federico not only codified non-obviousness criteria into the law,
but also supported the PTO’s position on patentability standards by
explicitly denouncing the “flash of creative genius” test coined by Justice
Douglas. In effect, the PTO’s view of lower patentability standards
eventually prevailed. However, whether this is consistent with the
Constitution framers’ intent to “promote the progress of science and useful
arts” through granting limited monopolies is questionable. The fact that three
cabinet members made up the original patent Commission seems to suggest
otherwise.

The specialized nature of the patent law has also shielded the PTO from
substantive supervision in the executive branch. The PTO has enjoyed a
highly independent status from the beginning, even when it was shuttled
from one department to the other several times. Later, it was again the
special tasks of the PTO which prevented the Hoover Commission from
substantively reviewing its functions. As a result, the PTO’s function was

78 See Judge Rich’s dissenting opinion in In re Chattield, 545 F.2d 152, 191 USPQ 730(CCPA
1976), cert. denied, 434 U.S. 875, 195 USPQ 465(1977).
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transferred to the Department head and it gradually lost the independence it
formerly enjoyed.

The highly technical nature of the patent system also brought headaches
to the agency, which originally had full authority in implementing the law.
As a result, the court stepped in early to serve as the primary branch in
shaping patent law development. The PTO had an opportunity to regain
some of its authority when the Administrative Procedure Act was
contemplated, but once again, its special tasks removed it from the agency
lists studied by the Attorney General’s Committee on Administrative
Procedure. The PTO remained an agency with only a ministerial duty in
granting patents; the courts retained their central role in developing
substantive patent laws after the enactment of the Administrative Procedure
Act.

As shown in the software patentability issue, the PTO has played a very
limited role in providing guidelines. In the software case, it was constrained
to find what the law was instead of what it should be despite the fact that
there were essentially no laws governing software patentability at the time.
The PTO later completely stopped issuing guidelines due to the courts’
preference toward building the law through case-by-case decisions. Indeed,
the courts have exercised too broad a control over patent law review in
general and software patent cases in particular. In other areas of the law
where science and new technology are involved, the courts usually do not
delve deeply into the substantive issues of the cases. A typical example is
Vermont Yankee, in which the Supreme Court set a statutory minimum in
judicial review.” The first time the Supreme Court decided on software
patentability was in Gottschalk v. Benson: in that case, the Supreme Court
pointed out that software patent protection is a policy issue best left for
Congress to decide.30 Lacking any policy guidance from Congress, the Court
rejected Benson’s patent claims based on general “laws of nature theory.”
However, computer algorithms are not necessarily laws of nature. They are
specifically designed to tackle a specifically defined problem. Whether they

79 Vermont Yankee Nuclear Power Corp. v. Natural Resources, Defense Council, Inc., 435
U.S. 519.
80 409 U.S. 63, 175 USPQ 673 (1972).
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should be included in a category protected by patent law is a policy issue
that requires in-depth study, and the PTO is in a much better position to
carry out such study than the courts.

On the other hand, as “generalists,” judges can provide valuable judicial
guidance for a specialized agency like the PTO. The Great Depression
offered an opportunity for the public as well as the government to rethink the
value of monopolies, and this rethinking encouraged the Supreme Court to
demand higher invention standards for patents in order to achieve a new
balance between promoting scientific progress and preventing over-
monopolization in society. As a specialist agency, the PTO only receives and
processes patent applications, and it is difficult for it to detect such a need
for a new balance by itself. The courts can therefore aid the PTO in adjusting
to this new situation; the real difficulty is how to communicate this new level
of patentability to the agency. Phrases such as “flash of creative genius” have
provided more controversy than clarity. In the end, the message from
“generalist” courts was lost after the PTO persisted in its practice of applying
lower invention standards.

On the other hand, perhaps the worst consequence of the PTO’s limited
role in shaping patent laws is reflected in its organization chart. Strong
research and development functions basically do not exist in the PTO; there
is an assumption that one patent system can fit all industries, but the PTO has
not engaged in any serious study of other alternatives. Considering the
extremely limited authority of the PTO, as demonstrated in this case study, it
would indeed be difficult for the PTO to imagine that it should assume that
responsibility. As a consequence, it has depended on courts to provide policy
guidance, and the courts depend in turn on Congress, which only provides
guidance when it is backed with a strong consensus. As shown in this study,
after ten years of congressional effort to bring about patent law reform, the
only consensus reached was a patent reexamination program to ameliorate
the PTO’s information-gathering problems. The patentability standard issue,
which was noted as the core issue by the Presidential Commission which
initiated the patent reform effort in 1966, is no longer even discussed in
Congress, and hence no policy guidance can be expected.

Generally, agency rule-making and all commensurate powers seem
favorable to the administrative law community. It is unfortunate, however,
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such currents. One consequence, as shown in this case study, is that the PTO
now relies heavily on the courts to provide guidance in granting software
patents on a case by case basis and not through expert research by the PTO.

ChiShing Chen is Associate Professor at the School of Law, National Cheng Chi
University. He received his SJD from the School of Law, University of California at
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