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THE RIGHT OF A LICENSOR TO FIX THE PRICES 
AT WHICH THE LICENSEE MAY SELL THE

UNPATENTED PRODUCT 0F  PATENTED 
PROCESSES AND MACHINES USED 

UNDER THE LICENSE

The importance of the question;—May a licensor fix 
the prices at which his licensee shall sell the unpatented 
product of patented processes and machines used under 
the license?— îs manifest to anyone who has had to pre
pare license agreements under process or machine pat
ents. In many cases the decision to grant or refuse a li
cense is likely to be determined by the opinion of counsel 
as to whether such a price fixing provision is legal. If in
corporated in a license agreement the provision may 
serve to invalidate the agreement in its entirety to limit 
or entirely bar the licensor’s relief in the event of a viola
tion of the agreement by the licensee.

The reported cases on the subject are not wholly 
satisfactory, for while the Supreme Court in the General 
Electric case, 272 U. S. 476, has held (with certain limita
tions) that it is lawful for the owner of a patent on an 
article to fix the price at which his licensee may sell it, 
that Court has not in so many words held either for or 
against the right of the licensor to fix the price where the 
patent extends only to the process or machine and not to 
the article produced thereby and sold. When we come to 
examine the decisions of inferior courts, we find a direct 
conflict between the Circuit Court of Appeals for the Sev
enth Circuit {American Equipment Go. v. Tuthill, 69 F. 
(2d) 406) and the Circuit Court of Appeals for the Sec
ond Circuit {Straight Side Basket Corp. v. Webster Bas
ket Co., 82 F. (2d) 245). In the Tuthill case a petition



for certiorari was filed but was withdrawn. In the Bas
ket case no petition was filed.

The title of this paper is really inaccurate for I  have 
reached the conclusion that the licensor does not have the 
right to fix prices unless his patent covers the article sold, 
and that if the licensed patents go only to machines or 
processes used in the making of the article sold a price 
fixing condition is illegal and unenforcible.

I.
I t  requires little argument to demonstrate that the 

basis of any such right, if it exists, must be found in the 
patent laws and that price fixing in the circumstances 
cannot be justified at common law.

The foundation of the alleged right is necessarily a 
creation of statute, namely, the patent. Without a statute 
there is no right of exclusion whatever and hence no sub
ject matter for agreement. The scope of the right aris
ing out of the statute is necessarily controlled by the sta
tute itself and cannot be enlarged. This is the philosophy 
of the Motion Picture case, discussed below.

Even waiving this fundamental point, it is. difficult to 
reconcile the asserted right with common law principles. 
The common law attitude toward restraints of trade is 
well stated by Circuit Judge Taft in the famous case of 
United States v. Addyston Pipe S  Steel Co., 85 Fed. 271. 
This decision is only one of many which might be cited to 
show that at common law all restraints of trade were 
originally held bad and that with the passage of time only 
certain exceptions were made. The exceptions are stated 
by Judge Taft as follows:

“ For the reason given, then, covenants in par
tial restraint of trade are generally upheld as valid 
when they are agreements (1) by the seller of prop-
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erty or business not to compete with the buyer in 
such a way as to derogate from the value of the prop
erty or business sold; (2) by a retiring partner not 
to compete with the firm; (3) by a partner pending 
the partnership not to do anything to interfere, by 
competition or otherwise, with the business of the 
firm; (4) by the buyer of property not to use the 
same in competition with the business retained by the 
seller; and (5) by an assistant, servant, or agent not 
to compete with his master or employer after the ex
piration of his time of service.”

He further says:
“ It would be stating it too strongly to say that 

these five classes of covenants in restraint of trade 
include all of those upheld as valid at the common 
law; but it would certainly seem to follow from the 
tests laid down for determining the validity of such 
an agreement that no conventional restraint of trade 
can be enforced unless the convenant embodying it is 
merely ancillary to the main purpose of a lawful 
contract, and necessary to protect the covenantee in 
the enjoyment of the legitimate fruits of the contract, 
or to protect him from the dangers of an unjust use 
of those fruits by the other party.”

The matter under discussion does not appear to come 
within any of the exceptions above stated. The only ex
ception which would seem to fit the situation at all is the 
fourth, reading as follows:

“ By the buyer of property not to use the same in 
competition with the business retained by the seller.”

But I  do not believe it can be said with any regard for 
the propriety of language that one who takes a license 
under a patent is “ the buyer of property” . Patents are 
an incorporeal kind of personal property ; He La Yergvle 
Machine Co. v. Featherstone, 147 U. S. 209, 222, but a li-
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cense is in the nature of a mere easement thereunder. 
This would seem to be true whetlaer the license is exclu
sive or non-exclusive, because in law a non-exclusive li
cense is simply an agreement not to sue under the patent, 
and an exclusive license is such an agreement coupled 
with an agreement not to license others. True, the ex
clusive licensee enjoys certain well-established rights, not 
possessed by a non-exclusive licensee, but those rights 
fall short of ownership.

The General Electric case, above referred to, con
tains the following statement at page 489:

“ The owner of a patent may assign it to another 
and convey, (1) the exclusive right to make, use and 
vend the invention throughout the United States, or, 
(2) an undivided part or share of that exclusive 
right, or (3) the exclusive right under the patent 
within and through a specific part of the United 
States. But any assignment or transfer short of one 
of these is a license, giving the licensee no title in the 
patent and no right to sue at law in his own name for 
an infringement.”
This statement would seem to settle the proposition 

that there has been no sale or transfer of property in the 
granting of a license. And see Independent Wireless 
Telegraph Co. v. Radio Gorp., 269 U. S. 459.

Can it properly be said that a price fixing provision 
is “ merely ancillary to the main purpose of a lawful con
tract” , necessary to protect the licensor, thus bringing 
the case within the general test laid down in the Addys- 
ton case ? In considering this question, two situations sug
gest themselves: (1) Where the licensor is not a manu
facturer under the patents, and (2) where he is a manu
facturer under the patents and the effect of the license 
is to put the licensee into competition with the licensor.

4

In the first case there appears to be no basis for as
serting that a price fixing provision is “ necessary to pro
tect the convenantee in the enjoyment of the legitimate 
fruits of the contract” , except the proposition that the 
licensor has the right to insist that the licensee shall 
conduct his business on a profitable basis and thus insure 
that the licensor will continue to receive his royalties. I  
doubt if this proposition would be upheld today. In es
sence it says that the licensor, although not in the busi
ness himself, shall have the right to control one of the 
most vital parts of the licensee’s business, namely, the 
fixing of selling prices. Having in mind the fact that the 
articles are unpatented, it seems to me that the condition 
is unreasonable; that it goes too far, and that it is not 
necessary to the protection of the licensor. True, in the 
Basket case, discussed below, the licensor was not a man
ufacturer of baskets, but I  do not believe this case is good 
authority for reasons hereinafter stated.

The second situation, namely, where the licensor is 
himself a manufacturer under the patent, forms a basis 
for a seemingly plausible argument, particularly in view 
of the following language in the General Electric case (p. 
490):

“ Wken the patentee licenses another to make and 
vend, and retains the right to continue to make and 
vend on his own account, the price at which his licen
see will sell will necessarily affect the price at which 
he can sell his own patented goods. I t  would seem 
entirely reasonable that he should say to the licensee, 
‘Yes, you may make and sell articles under my pat
ent, Wt not so as to destroy the profit that I  wish to 
obtain by making them and selling them myself.’ ”

However, this language must be carefully considered 
in connection with its context. The General Electric case
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dealt with patented lamps and the language immediately 
following the above quotation i s :

“ He does not thereby sell outright to the licensee the 
articles the latter may make and sell, or vest absolute 
ownership in them. He restricts the property and 
interest the licensee has in the goods he makes and 
proposes to sell.”

It seems evident that the Supreme Court did not in
tent to lay down a rule broader than was required by the 
case before it, and its subsequent decision in the Carhice 
case confirms this view. The Carhice case is more fully 
discussed in part IV of this paper, and seems to justify 
the conclusion that the mere fact of the licensor being in 
the business of making unpatented articles by his patent
ed machine or process does not put him in the position of 
a licensor under an article patent, nor justify him in seek
ing to limit, by price control, competition in the sale of 
unpatented articles.

It must also he borne in mind that the licensor has a 
considerable measure of protection against price cutting 
by his licensee because the licensee is handicapped by the 
royalty. *In Rosenthal Paper Co. v. National-Folding 
Box Co., 123 N. E. 766, 226 N. Y. 313, the Court, in de
claring that a covenant by the licensor to sue infringers 
was a mutual and dependent promise, held in effect that 
a licensee could not survive against unlicensed competi
tion :

“ The continued exclusiveness of the right 
throughout the period of five years was the root of 
the transaction. The defendant, presumably, could 

; , not, in the intention of the parties, pay Seligstein for 
■ the right to mannfacture and sell a product which 

others, without price, were manufacturing and 
selling. ’ ’
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By a parity of reasoning it would seem that the royalty 
could be fixed at such a figure as to give the licensor rea
sonable protection against the acts of his licensee.

Therefore, even waiving the fundamental point that 
a patent is statutorily created, it does not seem to me 
that price fixing is necessary, or even proper, to protect 
the licensor against competition in the exploitation of un
patented commodities.

In concluding the common law branch of this discus
sion, I  may say, first, that I  have been unable to find any 
decision holding that it was proper at common law to at
tach a condition of. the sort here under discussion to the 
granting of an easement, and second, that it seems to me 
significant that every argnment which has been advanced 
in support of price fixing under these circumstances (so 
far as I  am aware) goes on the basis that the price fixing 
is by virtue of the patent monopoly, and is a proper exer
cise of the monopolistic right conferred hy the patent 
grant.

II.
 ̂ This brings us to a consideration of the scope of the 

rights conferred by the grant of a process or machine 
patent. I t  is well recognized, of course, that nothing 
which the patentee does by virtue of his patent monopoly 
is affected by the anti-trust laws. The Supreme Court 
says of the Sherman Act in Bement v. National Harrow 
Co., 186 U. S. 70, 92:

“ But that statute clearly does not refer to that kind 
of a restraint of interstate commerce which may 
arise from reasonable and legal conditions imposed 
upon the assignee or licensee of a patent by the 
otvner thereof, restricting the terms upon which the 
article may be used and the price to be dema,nded
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therefor. Such a construction of the act we have no
doubt was never contemplated by its framers.”

The question therefore is whether the fixing of prices 
on the unpatented product is a power which the patentee 
may assert by virtue of the patent monopoly vested in 
him by the patent grant.

The question of price fixing is one specific phase of 
the general question of the right of the patentee to im
pose conditions on his licensee, and in examining that 
question it is helpful to consider first what was once 
deemed to be good law. I t  was long held that because the 
right of a patentee to keep his invention out of use was 
absolute {Pa/per Bag Patent Case, 210 U.S. 405), his 
right to impose the conditions under which it might be 
put into use was likewise absolute (Subject to one type 
of limitation discussed later, and not material to the 
immediate inquiry). This doctrine was enounced in the 
historic Button Fastener case, 77 Fed. 288, and was 
finally given the authority of the Supreme Court in 
Henry v. Dick, 224 U. S. 1, over a vigorous dissent by 
Chief Justice W hite and Justices H ughes and Tmmau ( I t  
is interesting to note that Henry v, Dick never had the 
approval of a majority of the Court. The decision was 4 
to 3, Justices H aelan and D ay not participating in the 
case.).

In passing, it may be of interest to point out that the 
assertion of the right to fix the price at which the licensee 
may sell his unpatented product goes beyond the right as
serted in Henry v. Dick. Indeed, the right to fix the sell
ing price of the unpatented product was specifically held, 
bad in United States v. Standard Sanitary Mfg. Co., 191 
Fed. 172, when Henry v. Dick was good law. The ditfer- 
ence between the two situations appears to me to be
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th is:—In Henry v. Dick the patentee sought to impose a 
condition upon the user, in respect of unpatented ma
terials, which had eifect during the actual use of the 
patented machine. In the situation with which we are 
here dealing the licensor seeks to impose a condition in 
respect of unpatented material after the Use has been 
completed. In the one case the condition and the use are 
coincident; in the other case they may be weeks or 
months apart.

To return, however, to the doctrine of the Button 
Fastener case: It is true that the Button Fastener case 
and Henry v. Dick do not go so far as to say that there 
is no limitation whatever on the right of the patentee to 
impose conditions of use, but the limitations stated are, 
generally speaking, limitations arising when the pat
entee’s asserted right collides with the sovereign powers 
of a state. In Henry v. Dick the specific example given is 
the decision in Patterson v. Kentucky, 97 U. S. 501, 
wherein it was held that a patent for an improved burn
ing oil did not take the article outside of the operation of 
a state statute forbidding the sale of oil which was un
safe for illuminating purposes. The essence of this part 
of the decision appears simply to be that a patentee in 
imposing conditions cannot transcent conditions gen
erally imposed by statute over domestic affairs, whether 
of internal commerce or of police regulation. With these 
exceptions, however, the theory enunciated in the Button 
Fastener case and in Henry v. Dick seems to be that the 
right to impose conditions of use is absolute, and that 
the “ rule of reason” which in general law harks back to 
cases Idle the Maxim-Nordenfeld case, is not applicable. 
That the asserted right of the patentee under the phil
osophy of the Button Fastener case is as broad as has 
been stated, is shown by the language used by the Su-
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preme Court in respect of it in tlie Motion Picture case 
(p. 514):

“ This decision proceeds upon the argument 
that, since the patentee may withhold his patent alto
gether from public use he must logically and neces
sarily he permitted to impose any conditions which 
he chooses upon any use which he may allow of it. ’ ’

The theory did not survive long after Henry v. Dich. 
A sharp limitation on the right was imposed by the 
Supreme Court in Bauer v. O’Donnell, 229 U. S. 1, only 
one year and two months after the decision of the same 
Court in Henry v. Dich. An apt summary of that limita.- 
tion is stated in the Motion Picture case at page 515:

“ The exclusive right to ‘vend’ a patented arti
cle is derived from the same clause of the section of 
the statute which gives the exclusive right to ‘use’ 
such an article and following the decision of the 
Button-Fastener case, it was widely contended as 
obviously sound, that the right existed in the owner 
of a patent to fix a price ht which the patented 
article might be sold and resold under penalty of 
patent infringement. But this court, when the ques
tion came before it in Bauer v. O’Donnell, 229 U. S. 
1, rejecting plausible argument and adhering to the 
language of the statute from which all patent right 
is derived, refused to give such a construction to the 
act of Congress, and decided that the owner of a 
patent is not authorized by either the letter or the 
purpose of the law to fix, by notice, the price at 
which a patented article must be sold after the first 
sale of it, declaring that the right to vend is ex
hausted by a single, unconditional sale, the article 
sold being thereby carried outside the monopoly of 
the patent law and rendered free of every restriction 
which the vendor may attempt to put upon it.”

10

The Motion Picture case followed a little less than 
four years later and overruled Henry v. Dich in its en
tirety.

It is an unfortunate fact that the Motion Picture 
case was particularly concerned with a question of limi
tation by notice attached to the machine, but it seems 
clear from the reasoning of the decision, and from the 
tenor of subsequent decisions, that the conclusion would 
have been no different had the case involved a question 
of price fixing under an agreement.

While the Motion Picture case had to do with the 
right to use, the Court, as above pointed out, showed that 
the right to use and the right to vend spring from the 
same section of the statute. As a matter of fact, price 
restrictions appear to be more severely scrutinized by 
the courts than use limitations, as witness the decision ia 
Straus V.  Victor, 243 U. S. 490', 500:

“ Courts would be perversely blind if they failed 
to look through such an attempt, as this ‘License 
Notice’ thus plainly is, to sell property for a full 
price, and yet to place restraints upon its further 
alienation, such as have been hateful to the law from 
Lord Coke’s day to ours, because obnoxious to the 
public interest. The scheme of distribution is not a 
system designed to secure to the plaintiff and to the 
public a reasonable use of its machines, within the 
grant of the patent laws, but is in substance and in 
fact a mere price-fixing enterprise, which, if pven 
effect, would work great and widespread injustice to 
innocent purchasers * *

Bauer v. O’Donnell, 229 U. S. 1, 11:
“ The object of the notice is said to be to effec

tually maintain prices and to prevent ruinous com
petition by the cutting of prices in sales of the pat
ented article. That such purpose could not be accom-
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plished by agreements concerning articles not pro- 
tected_ by the patent monopoly was settled by this 
court in the case of Dr. Miles Medical Co. v. Park & 
Sqns Co., 220 U. S. 373, in which it was held that an 
attempt to thus fix the price of an article of general 
use would be against public policy and void.”

 ̂The three outstanding points of the Motion Picture 
decision seem to be as follows:

(a) That the patentee’s monopoly arises out of 
Section 4884 R. S. and is limited to—

a grant to the patentee, his heirs or assigns 
for the term of seventeen years, of the exclusive 
right to make, use and vend the invention or dis
covery throughout the United States, and the terri
tories thereof.”

* •  * *

The.words used in the statute are few, simple 
and fam liar, they have not been changed substan
tially since they were first used in the Act of 1790, 
c. 7, 1 Stat. 109; Bauer v. O’Donnell, 229 U. S. 1, 9, 
and their meaning would seem not to be doubtful if 
we can avoid reading into them that which they 
really do not contain.” (p. 510)
(b) That the things monopolized are limited to 

what is defined in the claims:
“ The scope of every patent is limited to the in

vention described in the claims contained in it, read 
in the light of the specification. These so mark 
where the progress claimed by the patent begins and 
where it ends that they have been aptly likened to 
the description in a deed, which sets the bounds to 
the grant which it contains. I t  is to the claims of 
every pa,tent, therefore, that we must turn when we 
are seeking to determine what the invention is, the 
exclusive use of which is given to the inventor by 
the grant provided for by the statute,—‘He can 
claim nothing beyond them.’ ”

*  #  #  #
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“ The patent law simply protects him in the monop
oly of that which he has invented and has described 
in the claims of his patent.” (p. 510)

(c) A patentee in granting a license cannot assert 
or erifbrce any broader power of exclusion than the metes 
and bounds of his claims:

“ Plainly, this language of the statute and the 
established rules to which we have referred restrict 
the patent granted on a machine, such as we have in 
this case, to the mechanism described in the patent 
as necessary to produce the described results. I t  is 
not concerned with and has nothing to do with the 
materials with which or on which the machine oper
ates.” (p. 512-3)

# •  * *

The restrictions of the law relate to the useful and 
novel features of the machine which are described 
in the claims of the patent, they have nothing to do 
with the materials used in the operation of the 
machine; while the notice restrictions have nothing 
to do with the invention which is patented but relate 
wholly to the materials to be used with it. Both in 
form and in substance the notice attempts a restric
tion upon the use of the supplies only and it cannot 
with any regard to propriety in the use of language 
be termed a restriction upon the use of the machine 
itself.”  (p. 513)

A vital distinction between the General Electric case, 
on the one hand, and the situation here presented, on 
the other, lies in the fact that one who makes a patented 
article under license has only a qualified title in the 
article after its manufacture, because the article comes 
within the metes and bounds of the claim, whereas no 
such qualification of title exists in respect of unpatented 
material made by a patented machine or process, and
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that fact, as I  see it, is what justifies price fixing under 
an article patent.

Several decisions of the Supreme Court show that 
the ownership of a patented article made under license is 
not vested absolutely in the licensee. As said in the Gen
eral Electric case (p. 490):

“ He does not thereby sell outright to the li
censee the articles the latter may make and sell, or 
vest absolute ownership in them. He restricts the 
property and interest the licensee has in the goods 
he makes and proposes to sell.”

Further confirmation of the view is found in Carbice 
Corp. of America v. American Patents Corp. et al., 
283 U. S. 27, 31:

“ If the patent is valid the owner can, of course, 
prohibit entirely the manufacture, sale or use of such 
packages. Continental Paper Bag Co. v. Eastern 
Paper Bag Co., 210 U. S. 405. Or it can grant licenses 
v/pon terms consistent with the limited scope of the 
patent monopoly, United States v. General Electric 
Co., 272 U. S. 476, 489.”

So much for ownership of patented articles. Turning 
now to unpatented articles made by patented processes 
or machines, I cannot see any reasonable ground for con
tending that the title of the licensee is anything other 
than absolute. The licensee has used machines which may 
or may not be his own property but which are used on his 
own premises, and operated at his own expense. He 
has supplied them with raw materials in which his title 
is absolute. He has, by using the patented machine or 
process, changed their form or character, but he has at 
no time divested himself of title in them. Ex hypothesi 
there is no patent dominion over them. He has therefore 
created nothing new in the patent sense and hence there
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is no basis for contending that he has impaired his origi
nal absolute title in the materials employed. And this 
would appear to be so whether the machines employed 
•are owned or leased, patented or unpatented, so long as 
the license is in fact operating his business as an inde
pendent party and not as the agent or partner of the 
licensor.

 ̂A study of the cases has not revealed any decision 
holding that there is any dominion by the patentee over 
the unpatented product, or that the licensee’s title in it is 
anything less than absolute. The cases are rather to the 
effect that the owner of a process or a machine patent 
has no. dominion whatever over the product. This would 
seem to be, so elementary as to require no discussion, but 
at any rate it is settled by Merrill v. Yoemans, 94 U. S. 
568; Rubber Co. v. Goodyear, 9 Wall. 788, and In re Am- 
torg Trading Corp., 74 F. (2d) 826.

There is one class of cases, exemplified by Fulton Co. 
V. Bishop & Babcoch Co. (C. C. A. 6), 17 F. (2d) 1006, 
which deserves attention. In the Fulton case a product 
patent and a process patent were involved. Only the lat
ter was infringed. Nevertheless, the Court enjoined the 
disposition of articles made by the patented process. 
This might seem to be authority for the proposition that 
the articles were dominated by the process patent, but I  
do not think that conclusion follows, for the following 
reasons:

(1) The Court specifically says there is no direct 
patent violation.

(2) I t is clear from the opinion that the injunction 
was gi;anted to preclude the infringer from profiting by 
his own misdeeds, and that the Court did not undertake 
to lay down a rule which, applied to a matter of contract, 
would enlarge the monopoly.
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(3) To have permitted the sale and awarded the 
patentee damages would, in effect, have been to decree a 
compulsory license.

When we come to consider decisions of inferior 
courts dealing directly with the alleged right under dis
cussion, we find that the only one which discusses the sub
ject extensively is United States v. Standard Sanitary 
Mfg. Co. et al., 191 Fed. 172. The facts are doubtless well 
known to all. The defendants were sued by the United 
States for alleged violation of the Sherman Anti-Trust 
Act, the gravamen of the complaint being that they had 
conspired to restrain interstate trade in sanitary enamel
ed iron ware, such as bathtubs. I t  was sought to justify 
the conduct of the defendants on the ground that the 
agreements in question were licenses under patents for 
so-called automatic dredgers, which were tools used in 
the enameling step of making the ware.

The Court held that such patents did not give the 
right to fix the selling price of the unpatented ware:

“ The question of law will be, in any event, 
whether the owner of a patent on one of many tools 
used in the making of a particular kind of unpatented 
ware may lawfully make such agreements with refer
ence to it as those in the record, (p. 183).

*  *  *  «

“ The ware is absolutely unpatented. Anyone 
may sell it as freely as he may a loaf of bread. No 
one can tell by looking at a bathtub whether enameled 
powder has been sprinkled upon it by a patent dredg
er any more than anyone who eats a loaf of bread 
can tell whether it has been baked in an oven with a 
patented grate, or who lights a kerosene lamp can 
tell whether in the process of refining a patented tool 
has been' used, or by taking a pinch of snuff can be 
sure that there was or not a patented mill used in 
grinding the tobacco.
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“ If agreements in this case are not violations of 
the Sherman Act, similar agreements among all the 
bakers of bread, the refiners of petroleum, the grind
ers of snuff will be legal, provided that somewhere 
in the process of making the bread, refining the pe- 
Uoleum, or grinding the snuff a patented tool has 
been used. The issue is important. It cuts deep. The 
record squarely presents it. I t  must be passed upon 
(p. 188)

* * * *

“ Every obligation which a patentee attempts to im
pose upon his licensee to break any law outside of the 
patent law is in that respect like a requirement to 
commit murder or arson. In the nature of things 
such must be the law. A patentee is as much subject 
to the laws of the land as is any other man. Prom 
one special application of one class of laws he is ex
empt. At common law and by statute monopolies 
are unlawful. At common law and by statute a man 
who invented a new and useful thing might be given 
a right which would enable him for a limited time 
effectually to monopolize it. The courts have said 
that this right to monopolize what he invented can
not be taken from a patentee by state laws. They say 
it has not been taken away by Congress. All men 
know that Congress never intended when it passed 
the Sherman act to change the patent law. I t did not 
do so.
The patentee may, in spite of that law, monopo
lize for the term of his patent the thing which he or 
his assignor invented. Neither at common law nor 
in this country by statute has he ever had a right to 
monopolize anything else. As to everything not 
validly claimed in his patent he is as other men. If  
by the common law or the statutes of the state or by 
the enactments of Congress men are forbidden to re
strain trade or to monopolize it, a patentee may not 
restrain trade or attempt to monopolize it in any
thing except that which is covered by his -patent 
(p. 190)
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The defendants, in seeking to justify the price fixing 
provision, cited nnmerons cases upholding the right of a 
patentee to fix the selling price of patented articles, but 
the Court distinguished from these cases, saying (p. 
191):

“ Wayman did not sell patented dredges on con
dition that the purchasers should not resell them be
low a fixed price. The question of whether such re
strictions upon the sale of patented articles are valid 
is not before us.”
Similarly, the decisions in the Button Fastener case 

and lilte cases were put forward, but the Court held that, 
even assuming such decisions were sound, they did not 
justify the fixing of prices of unpatented articles made by 
the patented dredger;

“ The ware is not patented. The agreements or li
censes attempt to fix the price of unpatented ware 
and to monopolize the trade in it. The fact that 
Wayman had a patent on something else, even 
though it was a tool used in one step of the making 
of the ware, gives neither him nor his licensees the 
right to restrain interstate trade in the ware. The 
ownership of a patent for a tool by which old, well- 
known, and unpatented articles of general use can be 
more cheaply made gives no right to combine the 
makers and dealers in the unpatented articles in an 
agreement to make the public, pay more for it. ’ ’

I t  has been contended that the lower court decision 
in the Bathtub case is not authoritative because no atten
tion was paid to this particular point when the case went 
to the Supreme Court; 226 U. S. 20. I  do not believe 
that such position is sound. The Supreme Court had de
cided Henry v. Dick just a short time before and it is at 
least a reasonable inference that if the Court had thought 
the decision of the lower court did violence to Henry v.
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Dickii would have said so. Certainly there is nothing in 
e Supreme Court decision which in any way impugns 

ti^e^reasoning of the Court below in passing on the ques-

American Equipment Go. v. Tuthill (C. C. A. 7), 69 
F. (2d) 406, holds that there can be no price fixing on’the 
unpatented product of a patented process or machine. 
The ZutUll case arose out of a license agreement based 
on patents for a stacker used to place the green bricks 
in the burning kiln and remove the burned bricks there
from. There were a number of stringent conditions in 
the license and although the right to fix prices was not 
specifically set forth, the court held that the effect of the 
restrictions was to fix prices.

It is interesting to note that the patent was apparent
ly of great value in that it resulted in material savings 
and economies to the user; that there was no attack on the 
validity of the patent and that the price at which the 
licensees sold brick was as low or lower than the price 
anywhere else in the country.

In holding the entire license agreement void, the 
Court said (p. 408, 409)

In selecting his licensees, the patentee may, as 
he doubtless would ordinarily, look to the possible 
royalty returns. He may require minimum royalty 
payments. He may limit the number or amount of 
patented articles the licensee may make; Likewise, 
to secure the maximum royalty return he may re
quire the licensee to use the patented process exclu
sively or make only the patented articles, if it manu
factures such articles.

There are, however, agreements which, though 
they deal with patent grants and patent rights, yet 
in otheh respects transcend the field covered by the 
lawful monopoly and are void if they violate the 
anti-trust laws.”



“ A patentee in licensing another as its agent to 
sell ihe patented article may lawfully impose the con
dition that sales by the licensee shall be at a price 
fixed by the licensor. United States v. General Elec
tric Co., 272 U. S. 476, 47 S. Ct. 192, 71 L. Ed. 362.

The owner of a patent which covers a process 
or a machine for making an unpatented article, how
ever, may not fix the price at which the article shall 
be sold. Motion Picture Patents Co. v. Universal 
Film Manufacturing Co., 243 U. S. 502, 37 S. Ct. 416, 
61 L. Ed. 871, L. R. A. 1917E, 1187, Ann. Cas. 1918A, 
959. Nor can license agreements, which contain sell
ing price provisions for non-patented articles, avoid 
the penalities of the Sherman Anti-Trust Law be
cause valid patent license provisions also appear in 
the agreements.

If an unreasonable restraint upon interstate 
commerce be the result of the provisions which fix 
the price of an unpatented article in agreements 
made by a patentee and licensees who make a large 
part of said unpatented articles in a certain section 
of or throughout the United States, the agreements 
are within the condemnation of the Act and are 
void.” (Emphasis by the Court)
A contrary holding is found in the decision of the 

Circuit Court of Appeals for the Second Circuit in 
Straight-Side Basket Corp. v. Webster Basket Co., 82 E. 
(2d) 245. The whole statement in the opinion on this 
particular subject is:

“ The original licenses provided in the portion 
above quoted for the establishment of prices by the 
plaintiff at which the defendant might sell the bas
kets is made thereunder. That was lawful. E. Be- 
ment & Sons v. National Harrow Co., 186 U. S. 70, 22 
S. Ct. 747, 46 L. Ed. 1058; United States v. General 
Electric Co. et al., 272 U. S. 476, 47 S. Ct. 192, 71 
L. Ed. 362.”
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I  do not believe this decision is entitled to great 
weight for three reasons:

First, the essential question in the Basket case was 
not the question here before us. As appears from the de
cision, the controversy revolved about a supplemental 
agreement undertaking to fix resale prices and the con
tention of the defendant was that this supplemental 
agreement rendered the original license illegal and void.

Second, the particular point set forth in the above 
quotation was never argued or contested at any time. On 
the contrary, defendant’s counsel, apparently misappre
hending the situation, conceded the right from the outset.
This fact does not appear from the opinion but is evi
denced by the briefs in the District Court and the Court 
of Appeals, all of which I  have examined.

Third, neither the Bement case nor the General Elec
tric case, cited in support of the proposition, deals with 
anything except patented articles.

III.
The case of Fowle v. Park, 131U. S. 88, has been put 

forward on occasion in support of an argument justify
ing price fixing in the circumstances here under discus
sion. I  do not believe that it is adequate authority. No 
patent was involved. The case was concerned with a 
trade secret. The secret consisted in the recipe or for
mula for a compound known as “ Balsam of Wild 
Cherry” . Insofar as there is any proper analogy be
tween a trade secret and a patent, therefore, Fowle v.
Park was concerned with something analogous to an ar
ticle patent rather than to a process patenf.

Fowle V., Park, so far as I  am aware, has not been 
cited with approval by the Supreme Court since prior to 
the Motion Picture case, nor has it ever been used by any

21 ALLEGHENY COUNTY 
Law Library 

HnSBURQH, PA.



court in support of the proposition here under discus
sion.

Analogies are obviously unsafe in the situation. 
Rights in trade secrets derive from the common law, 
while patent rights are wholly statutory and, as was so 
strongly emphasized in the Motion Picture case, the 
scope of the rights is necessarily limited by the claims. 
I t  is interesting to note that an attempted analogy be
tween the rights of a patentee and those of the proprietor 
of a copyright was rejected by the Supreme Court in 
Bobhs-Merrill Co. v. Straus, 210 U. S. 339, despite the 
fact that copyrights and patents both spring from the 
same section of the Constitution.

IV.

It has also been urged that a restriction of this sort 
is proper where the licensor is himself a manufacturer 
under the licensed patents, because necessary to protect 
the business of the licensor in the unpatented product, but 
this argument would appear to run counter to the present 
policy of the law in respect of competition in unpatented 
materials. In the Carhice case, above referred to, the 
Court discusses at length the evils arising out of a situa
tion giving to the patentee a monopoly which is “ wholly 
without the scope of the patent monopoly” . In the Car
hice case it was sought to limit the use of the patented 
transportation package to use with dry ice furnished by 
the Dry Ice Corporation. At page 33 of the decision there 
appears the following pregnant statement:

“ The Dry Ice Corporation has no right to be free 
from competition in the sale of solid carhon dioxide. 
Control over the supply of such unpatented material 
is beyond the scope of the patentee’s monopoly; and 
this limitation, inherent in the patent grant, is not
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dependent upon the peculiar function or character of 
the unpatented material or on the way in which it is 
used. Relief is denied because the Dry Ice Corpora
tion is attempting, without sanction of law, to em
ploy the patent to secure a limited monopoly of 
unpatented material used in applying the invention. 
The present attempt is analogous to the use of a 
patent as an instrument for restraining commerce 
which was condenmed, under the Sherman Anti- 
Trust Law, in Standard Sanitary Mfg. Co. v. United 
States, 226 U. S. 20.”
This quotation seems to me to be pretty nearly dis

positive of the whole inquiry, but the point I  want to 
emphasize in particular is the first sentence:

“ The Dry Ice Corporation has no right to be free 
from competition in the sale of solid carbon diox
ide.”
I do not believe that the source of the solid carbon 

dioxide was a factor in any way, and that the decision 
would have been the same even though it had been made 
by a patented process.

V.
My conclusion therefore is that there can be no valid 

price restriction imposed by virtue of the patent statute 
except in the case where, by reason of the scope of the 
patent, the licensee has only a qualified title in the thing 
sold. Even in such case there are limitations on the right, 
for, as held in the General Electric case, the restraint 
must be a reasonable one under aU of the circumstances.

Numerous ancillary questions, all of them of great 
interest, such, for example, as the severability of the 
price fixing provision, readily suggest themselves, but 
they are deemed to be outside the scope of this paper.

W autee J . B lenko, 
Stehhins, Blenho and Parmelee.
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Bead before the Patent Law Association of Pitts- 
bnrgb, February 18,1937, in the Harvard Yale Princeton 
Club.
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