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Intellectual Property in the New Technological Age provides an in-depth survey of the rapidly
evolving field of intellectual property law. Volume I covers philosophical perspectives, trade
secret law, and patent law. Volume II covers copyright law, trademark law, and state intellectual
property law protections. The 2016 Edition reflects the following principal developments:• Trade
Secret Law: Congress passed the Defend Trade Secrets Act of 2016, one of the most
momentous changes in the history of trade secret protection. The new law opens up the federal
courts to trade secret cases, provides for ex parte seizures of misappropriated trade secrets in
“extraordinary circumstances,” and establishes immunity for whistleblowers.• Patent Law: The
past several years have witnessed some of the most significant developments in U.S. patent
history—from the establishment of the new administrative review proceedings at the Patent
Office to important shifts in patent-eligibility, claim indefiniteness, and enhanced damages at the
Supreme Court and means-plus-function claim interpretation and infringement doctrine at the
Federal Circuit. We have restructured the patent chapter to illuminate these areas. We have also
significantly expanded coverage of design patents in response to the growing importance of this
form of protection.• Copyright Law: The Supreme Court issued important decisions addressing
the public performance right and the first sale doctrine. The past few years also witnessed
important developments in the Online Service Provider safe harbor, fair use, and state protection
for pre-1972 sound recordings. We have also integrated the digital copyright materials into a
unified treatment of copyright law and substantially revamped the fair use section to reflect the
broadening landscape of this important doctrine.• Trademark Law: We have integrated important
cases on federal registrability of disparaging marks, merchandising rights, likelihood of
confusion on the Internet, and remedies.• Other State IP Protections: We have updated material
on the right of publicity, an active and growing area. We have also reorganized the chapter and
focused it on IP regimes.
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Intellectual Property in the New Technological Age: 2016Volume I: Perspectives, Trade Secrets
and PatentsMark A. LemleyWilliam H. Neukom Professor of LawDirector, Stanford Program
inLaw, Science & TechnologyStanford Law SchoolPeter S. MenellKoret Professor of
LawDirector, Berkeley Center for Law & TechnologyUniversity of Californiaat Berkeley School of
LawRobert P. MergesWilson, Sonsini, Goodrich & Rosati Professor of LawDirector, Berkeley
Center for Law & TechnologyUniversity of Californiaat Berkeley School of Law© 2016 Mark A.
Lemley, Peter S. Menell, and Robert P. MergesFor Rose, as alwaysM.A.L.For Claire, Dylan, and
NoahP.S.M.For my brothers, Bruce, Paul, and MattR.P.MPrefaceWhen we embarked on this
project more than two decades ago, we envisioned many things, but not that it would lead to self-
publishing a casebook.A lot has changed since we began collaborating. At the time that we
launched this project, most intellectual property courses were taught along particular mode of
protection lines: patent law, copyright law, trademark law, and trade secret law. From our
research and real world experience, we recognized that digital technology blurred the traditional
doctrinal lines. We set out to design a book for the emerging technological age. We built the
book around core philosophical frameworks, broad integrated coverage, and a pedagogical
model that emphasizes problem-solving.Over the ensuing years, our insight and framing proved
enduring. Nearly all manner of enterprise and organization—from high technology start-ups to
traditional manufacturing and media companies, government agencies, and even educational
institutions—came to confront a broad range of intellectual property issues spanning the full
spectrum of protection modes. The survey intellectual property course became a core subject at
our law schools and many others across the United States and around the world. That much we
had at least dreamed of.But we did not foresee entering the publishing business. During the
formative stage of our careers, we were thrilled to gain the interest of established publishers. Our
book hit the market just as the Internet was gaining traction. The IP field expanded rapidly and
we found ourselves churning out new editions every two or three years to keep pace with the
increasing velocity of IP law. Little, Brown’s law book division was acquired by Aspen, which was
then acquired by Wolters Kluwer. The market for our book continued to grow.Yet as advances in
digital technology reshaped the world around us—from Internet search to online publishing—
we, and our adopters and students, saw relatively little change in our publishing market. Prices
continued to rise each year. Publishing schedules remained rigid. The publishing of our book
seemed suspended in time. Most frustratingly, our students were paying well over $200 for a
book that generated just $15 in total royalties. This pattern conflicted with the thrust of our book
and scholarship. Advances in digital technology and competition should have been driving
prices down, not up. Our frustration grew.These issues came to a head in September 2014.
When our publisher indicated that we missed the deadline for getting our book into the summer
2015 catalog, we dusted off our original publishing contract from December 1993. In checking
the revision clause, we recognized that we held the copyright in the work and retained the right



to prepare derivative works.Once we realized that we had the right to shift to self-publishing, we
faced a choice: stay with a leading publisher or take on the start-up costs and day-to-day
operations of self-publishing. Peter had been writing about disintermediation in the media
industries and strongly believed the time was ripe to branch out on our own. He posed a simple
question: how would we view this choice ten years down the road? A quick review of self-
publishing options indicated that we could substantially reduce the cost of our book while
providing students with more convenient access—both digital versions and print-on-demand.
We could also move to annual editions and take control over the production pipeline. This would
ensure that our book was always current. Although striking out on our own involved some risk
and additional tasks, failing to take this path would perpetuate an obsolete and unjustifiably
costly burden on students at a time when they can ill afford it. We decided to take the
plunge.After reviewing options, we decided to begin our self-publishing experiment with Ebook
Library. (We retain copyright ownership and hence flexibility to try other platforms as the
marketplace evolves, an important lesson from various media markets.) Ebook Library’s
publishing platform imposes size limits that required us to divide our book into two volumes:
Volume I covering Philosophical Perspectives, Trade Secrets, and Patent Law (we also included
the patent preemption cases from Chapter VI for those interested in studying those materials in
conjunction with the trade secret and patent law chapters); Volume II covering Copyright Law,
Trademark Law, and State Law IP Protections (including the preemption materials). The volumes
will be available as eBooks and through Ebook Library’s on-demand publishing platform. This
has the virtues of reducing the weight of what students need to carry around on a daily basis
and creating more modular teaching options. We also plan to distribute Chapters I and II on
SSRN so that students can sample the book before committing to the class.Which brings us to
what we hope is a New Publishing Age for all manner of academic publishing. In addition to
releasing IPNTA2016 (we plan to designate new editions by publication year rather than volume
number), we are launching Clause 8 Publishing, a new publishing venture to “promote Progress”
in intellectual property education (and possibly more). We plan to introduce a series of
complementary products, enhancements, supplementary texts, multimedia, and other resources
for adopters and students—at low cost and with easy accessibility. You will be able to learn
about these resources at IPNTA.com and Clause8Publishing.com over the coming year.While
we are exploring new paths in many respects with this book, in one respect we decided on a
traditional approach: as is customary in legal academic writing, the authors are listed
alphabetically. You shouldn’t read anything into that other than an effort to follow the norm. Rob
and Mark want to express our appreciation to Peter for the extraordinary work he has put in this
year making this project a reality. Peter has managed the transition of our book to a self-
publishing model and will be taking the lead on establishing this platform. Those interested in
adopting our book (or anything else about the project) should contact him at
pmenell@law.berkeley.edu. (Please include “IPNTA” or “Clause 8” in the subject line.)In
retrospect, the subject matter covered by our original edition—philosophical perspectives on



intangible resources, promoting progress in technology and creative expression, and
competition policy—set us on the path to DIY/New Age publishing. Copyright law seeks to
harness market forces to encourage creative expression and widespread dissemination. It builds
bridges between creators and those who value their work. Digital technology and the Internet
enhance these powerful forces by lowering the costs of creation and providing the virtual
dissemination bridges. We feel fortunate to have liberated our book and very much look forward
to working with law professors and students in building a more productive marketplace and
community for IP teaching materials.Mark A. LemleyPeter S. MenellRobert P. MergesJune
2016New FeaturesRapid advances in digital and life sciences technology continue to spur the
evolution of intellectual property law. As professors and practitioners in this field know all too
well, Congress and the courts continue to develop intellectual property law and jurisprudence at
a rapid pace. For that reason, we have significantly augmented and revised our text.The 2016
Edition reflects the following principal developments:• Trade Secrets: Congress passed the
Defend Trade Secrets Act of 2016, one of the most momentous changes in the history of trade
secret protection. The new law opens up the federal courts to trade secret cases, provides for ex
parte seizures of misappropriated trade secrets in “extraordinary circumstances,” and
establishes immunity for whistleblowers.• Patent Law: The past several years have witnessed
some of the most significant developments in U.S. patent history—from the establishment of the
new administrative review proceedings at the Patent Office to important shifts in patent-eligibility,
claim indefiniteness, and enhanced damages at the Supreme Court and means-plus-function
claim interpretation and infringement doctrine at the Federal Circuit. We have restructured the
patent chapter to illuminate these areas. We have also significantly expanded coverage of
design patents in response to the growing importance of this form of protection.• Copyright Law:
The Supreme Court issued important decisions addressing the public performance right and the
first sale doctrine. The past few years also witnessed important developments in the Online
Service Provider safe harbor, fair use, and state protection for pre-1972 sound recordings. We
have also integrated the digital copyright materials into a unified treatment of copyright law and
substantially revamped the fair use section to reflect the broadening landscape of this important
doctrine.• Trademark Law: We have integrated important cases on federal registrability of
disparaging marks, merchandising rights, likelihood of confusion on the Internet, and remedies.•
Other State IP Protections: We have updated material on the right of publicity, an active and
growing area. We have also reorganized the chapter and focused it on IP regimes.AboutClause
8 Publishing is a digital publishing venture founded and managed by Peter Menell. Mark Lemley
and Robert Merges serve on the Editorial Board. Inspired by Article I, Section 8, Clause 8 of the
U.S. Constitution, Clause 8 Publishing seeks to promote production and dissemination of the
highest quality and most up-to-date educational resources at fair prices and in a way that
ensures that much of the revenue flows to authors. It aims to streamline the publishing process,
take full advantage of evolving digital platforms and print-on-demand functionality, and develop
innovative educational resources.Clause 8 Publishing plans to produce annual editions of



Intellectual Property in the New Technological Age.Over the coming years, Clause 8 Publishing
aims to support a series of complementary products (statutory supplement, primers, problem
sets, multi-media presentations) and resources for intellectual property professors, students,
judges, and policy makers. It aspires to lead the academy toward more productive and just
publishing models. More information will be available at Clause8Publishing.com and
IPNTA.com.AcknowledgmentsWe are indebted to a great many people who have helped us
since this project began in 1991. We would like to thank our many colleagues who reviewed
earlier drafts of the book and provided helpful guidance. While many of these reviews were
anonymous, we have also benefitted from the advice of Lynn Baker, Paul Heald, Tom Jorde, and
Pam Samuelson, each of whom read several different drafts of the book as it made its way
through the editorial process. We gratefully acknowledge the research assistance of Evelyn
Findeis, Edwin Flores, Ryan Garcia, Shari Heino, Toni Moore Knudson, Christopher Leslie, and
Barbara Parvis. We would also like to thank Michele Co for exceptional secretarial and
administrative assistance in completing the original text.We are grateful to many colleagues for
providing suggestions for improving this book over the years. In particular, we would like to thank
Fred Abbott, Amit Agarwal, John Allison, Ann Bartow, Julie Cohen, Ken Dam, Robin Feldman,
Terry Fisher, Marshall Leaffer, Glynn Lunney, Ron Mann, David McGowan, Chuck McManis,
Roberta Morris, David Nimmer, Ruth Okediji, Malla Pollack, Peggy Radin, Lisa Ramsey, Jerry
Reichmann, Sharon Sandeen, Paul Schwartz, Lon Sobel, Mark Thurmon, and several
anonymous reviewers for their comments and suggestions in preparing the second, third, fourth,
fifth, and sixth editions. We have also benefitted greatly from the research assistance and
proofreading of Adam Blankenheimer, Will Buckingham, Amber Burroff, Brian Carver, Colleen
Chien, Sarah Craven, Will Devries, Tom Fletcher, Ryan Garcia, Ines Gonzalez, David Grady,
Jade Jurdi, Robert Damion Jurrens, Victoria H. Kane, Jeffrey Kuhn, Michelle A. Marzahn, Selena
R. Medlen, David Moore, Roberta Morris, Pilar Ossorio, Ryan Owens, Stephanie N.-P. Pham-
Quang, Laura Quilter, John Sasson, Michael Sawyer, Helaine Schweitzer, Shannon Scott,
Michael Liu Su, Laurence Trask, Allison Watkins, Joel Wallace, Reid Whitaker, Emily Wohl, and
Tarra Zynda.We thank Andrea Hall for exceptional efforts in formatting, design, and editorial
assistance in the transition to this self-published edition. We also thank Israel Vela for design
and website development assistance.Summary of ContentsI. IntroductionII.
Trade Secret LawIII. Patent LawIV. Copyright LawV. Trademark
LawVI. State IP ProtectionsVolume ITable of ContentsPrefaceNew FeaturesAbout Clause
8 PublishingAcknowledgmentsSummary of ContentsTable of ContentsEditorial NoteChapter I:
IntroductionA. Philosophical Perspectives1. The Natural Rights PerspectiveJohn
Locke, Two Treatises on Government, Third Edition, 16982. The Personhood
PerspectiveMargaret Jane Radin, Property and Personhood, 34 Stanford Law Review 957
(1982)3. The Utilitarian/Economic Incentive Perspectivei. Promoting Innovation and
Creativitya. Economic Incentive Benefitb. Costs of Limiting Diffusionii.
Ensuring Integrity of the Marketplace4. Distributive and Social JusticeB. Overview
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The Rise of the Federal Circuit and Dismantling of Patentable Subject Matter Limitationsii.
The Supreme Court’s Revival of Subject Matter LimitationsMayo Collaborative Services v.
Prometheus Laboratories, Inc., Supreme Court of the United States, 132 S.Ct. 1289 (2012)iii.
Patenting of Molecular Biology/BiotechnologyAssociation for Molecular Pathology v. Myriad
Genetics, Inc., Supreme Court of the United States, 133 S.Ct. 2107 (2013)C.
Administrative Patent Review1. Post-Grant Reviewi. Timing and Sequencingii.
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Reexaminationsi. Timing and Sequencingii. Coordination with Other Proceedings3.
Covered Business Method Review (CBMR)4. Derivation ProceedingD. Claims
and Claim Construction1. Patent Claiming and Claim Formatsi. The Evolution of
Patent Claiming: From Central Claims to Peripheral Claimsii. Claim Formats2.
Judicial Claim ConstructionPhillips v. AWH Corporation, United States Court of Appeals for the
Federal Circuit, 415 F.3d 1303 (Fed. Cir. 2005) (en banc)3. Canons of Claim Constructioni.
Ordinary vs. Contextual or “Particular” Meaningii. Contextual Meaningiii.
 Lexicographer” Ruleiv. Disclaimer of Subject Matterv.  Claim Differentiation”:
Contextual Meaning from Other Claimsvi. Purpose or Goal of the Inventionvii.
Construing Claims to Preserve Their Validityviii. Narrow Construction Preferred4.
The Special Case (and Problems) of Functional Claims – §112(f)5. Claim
IndefinitenessNautilus, Inc. v. Biosig Instruments, Inc., U.S. Supreme Court, 134 S.Ct. 2120
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v. Amron, United States District Court for the Eastern District of Pennsylvania, 27 U.S.P.Q.2d
1280 (1993)ii. Literal Infringement: The Doctrine of EquivalentsGraver Tank & Mfg. Co. v.
Linde Air Products Co., Supreme Court of the United States, 339 U.S. 605 (1950)2.



Indirect Infringementi. InducementGlobal-Tech Appliances, Inc. v. SEB S.A., Supreme
Court of the United States, 563 U.S. 754 (2011)ii. Contributory InfringementC.R. Bard, Inc.
v. Advanced Cardiovascular Systems, Inc., United States Court of Appeals for the Federal
Circuit, 911 F.2d 670 (Fed. Cir. 1990)iii. Joint InfringementAkamai Technologies, Inc v.
Limelight Networks, Inc., Court of Appeals for the Federal Circuit, 797 F.3d 1020 (Fed. Cir. 2015)
(en banc)F. Defenses1. Invalidity and the Presumption of Validity2.  With
Authority”i. Express or Implied Licenseii. The Exhaustion Principle/First Sale
Doctrine3. The “Experimental Use” DefenseMadey v. Duke University, United States Court
of Appeals for the Federal Circuit, 307 F.3d 1351 (Fed. Cir. 2002)4. Prior User Rights5.
Inequitable ConductTherasense, Inc. v. Becton-Dickinson, Inc., United States Court of Appeals
for the Federal Circuit, 649 F.3d 1276 (Fed. Cir. 2011) (en banc)6. Prosecution Laches7.
Patent MisuseMotion Picture Patents Co. v. Universal Film Manufacturing Co. et al.,
Supreme Court of the United States, 243 U.S. 502 (1917)G. Remedies1.
InjunctionseBay, Inc. v. MercExchange, LLC, Supreme Court of the United States, 547 U.S. 388
(2006)2. Damagesi. Lost Profitsii. Reasonable Royaltya. The Basic
Inquiryb. The Georgia-Pacific Factorsc. Damages Theories and Evidenced.
FRAND Licenses3. Enhanced DamagesHalo Electronics, Inc. v. Pulse Electronics, Inc.,
Stryker Corp. v. Zimmer, Inc., Supreme Court of the United States, __ U.S. ___ (2016)4.
Attorneys’ FeesH. Design Patents1. Requirements for Patentabilityi. Claim
Requirementsii. Noveltyiii. Nonobviousnessiv. Ornamentality/Non-
functionality2. InfringementEgyptian Goddess, Inc. v. Swisa, Inc., United States Court of
Appeals for the Federal Circuit, 542 F.3d 665 (Fed. Cir. 2008) (en banc)3. Remediesi.
Injunctive Reliefii. DamagesI. International Patent Law1. Procedural Rulesi.
Coordinating International Prosecutionii. The Paris Conventioniii. The Patent
Cooperation Treaty (PCT)2. Substantive Harmonization and GATT-TRIPsJ. Federal
PreemptionBonito Boats, Inc. v. Thunder Craft Boats, Inc., Supreme Court of the United States,
489 U.S. 141 (1989)Editorial NoteWe have selectively omitted citations and footnotes from
cases without the uses of ellipses or other indications. All footnotes are numbered consecutively
within each chapter, except that footnotes in cases and other excerpts correspond to the actual
footnote numbers in the published reports. Many of the problems in this text are taken from
actual cases. In many instances, have altered the facts and the names of the parties for
pedagogical purposes. In a few cases, however, particularly in the trademark chapter, we felt
that it was important to the problem to use the name of a product or company with which the
reader would be familiar. Readers should understand that the problems are hypothetical in
nature and that we do not intend them to represent the actual facts of any case or
situation.Chapter I: IntroductionA. Philosophical Perspectives1. The Natural Rights
PerspectiveJohn Locke, Two Treatises on Government, Third Edition, 16982. The
Personhood PerspectiveMargaret Jane Radin, Property and Personhood, 34 Stanford Law
Review 957 (1982)3. The Utilitarian/Economic Incentive Perspectivei. Promoting



Innovation and Creativitya. Economic Incentive Benefitb. Costs of Limiting
Diffusionii. Ensuring Integrity of the Marketplace4. Distributive and Social JusticeB.
Overview of Intellectual Property1. Trade Secret2. Patent3. Copyright4.
Trademark/Trade DressThe concept of property is well understood in Western society. It is
among the oldest institutions of human civilization. It is widely recognized that people may own
real property and tangible objects. The common law and the criminal law protect private property
from interference by others. The Fifth Amendment to the U.S. Constitution protects private
property against takings by the government without just compensation. The philosophical bases
for protection of private property are well entrenched in our culture: Private property results when
labor is applied to nature, as an incentive for discovery, as an essential part of personhood, and
as a foundation for an ordered economic system.Ideas, by definition, are less tangible. They
exist in the mind and work of humans. Legal protection for intellectual work evolved much later in
the development of human society than did protection for tangible property. The protection of
such “intellectual property” raises complex philosophical questions. Should the first person to
discover a way of performing an important task—for example, a procedure for closing a wound—
be entitled to prevent others from using this procedure? Should the first person to pen a phrase
or hum a melody be entitled to prevent others from copying such words or singing the song?
Should such “intellectual property rights” be more limited than traditional property rights (i.e., the
fee simple)? This book explores the legal institutions and rules that have developed to protect
intellectual property.This chapter has two principal purposes. It first explores the principal
philosophical foundations for the protection of intellectual property. Understanding the reasons
why we protect intellectual property—and how those reasons differ from the justifications for real
property—will help the reader grasp the details of the many legal rules that will follow in this
book. The second section provides a comparative overview of the principal modes of intellectual
property protection: patent, copyright, trademark/trade dress, and trade secret. Understanding
the intellectual property landscape requires thinking about each form of intellectual property not
just in isolation but as it interacts with all the others. The remainder of this book will explore these
areas in detail, highlighting their logic and interplay in promoting progress in technology and the
arts.A. Philosophical PerspectivesAll justifications for intellectual property protection,
whether economic or moral, must contend with a fundamental difference between ideas and
tangible property. Tangible property, whether land or chattels, is composed of atoms, physical
things that can occupy only one place at any given time. This means that possession of a
physical thing is necessarily “exclusive”—if I have it, you don’t. Indeed, the core of the Western
concept of property lies in the right granted to the “owner” of a thing or a piece of land to exclude
others from certain uses of it. Settled ownership rights in land and goods are thought to prevent
both disputes over who can use the property for what purpose, and the overuse of property that
would result if everyone had common access to it.Ideas, though, do not have this characteristic
of excludability. If I know a particular piece of information, and I tell it to you, you have not
deprived me of it. Rather, we both possess it. The fact that the possession and use of ideas is



largely “nonrivalrous” is critical to intellectual property theory because it means that the
traditional economic justification for tangible property does not fit intellectual property. In the
state of nature, there is no danger of overusing or overdistributing an idea, and no danger of
fighting over who gets to use it. Everyone can use the idea without diminishing its value. See
generally Peter S. Menell & Suzanne Scotchmer, Intellectual Property Law, in 2 Handbook of
Law and Economics 1474 (A. Mitchell Polinsky & Steven Shavell eds., 2007).Theorists have
therefore turned elsewhere to justify exclusive rights in ideas. Over the course of human history,
numerous theories have been put forth to explain intellectual property protection. The principal
basis for such protection in the United States is the utilitarian or economic incentive framework.
Nonetheless, other theories—most notably the natural rights and personhood justifications—
have been important in understanding the development and scope of intellectual property law,
both here and abroad. The two excerpts that follow justify tangible property. Consider how well
they apply to intangible ideas.1. The Natural Rights PerspectiveJohn Locke, Two Treatises
on Government, Third Edition, 1698Though the earth and all inferior creatures be common to all
men, yet every man has a “property” in his own “person.” This nobody has any right to but
himself. The “labour” of his body and the “work” of his hands, we may say, are properly his.
Whatsoever, then, he removes out of the state that Nature hath provided and left it in, he hath
mixed his labor with it, and joined to it something that is his own, and thereby makes it his
property. It being by him removed from the common state Nature placed it in, it hath by this
labour something annexed to it that excludes the common right of other men. For this “labour”
being the unquestionable property of the labourer, no man but he can have a right to what that is
once joined to, at least where there is enough, and as good left in common for others.He that is
nourished by the acorns he picked up under an oak, or the apples he gathered from the trees in
the wood, has certainly appropriated them to himself. . . . . That labour put a distinction between
them and common. . . . And will any one say he had no right to those acorns or apples he thus
appropriated because he had not the consent of all mankind to make them his? Was it a robbery
thus to assume to himself what belonged to all in common? If such a consent as that was
necessary, man had starved, notwithstanding the plenty God had given him. We see in
commons, which remain so by compact, that it is the taking any part of what is common, and
removing it out of the state Nature leaves it in, which begins the property, without which the
common is of no use. And the taking of this or that part does not depend on the express consent
of all the commoners. . . .It will, perhaps, be objected to this, that if gathering the acorns or other
fruits, of the earth, etc., makes a right to them, then any one may engross as much as he will. To
which I answer, Not so. The same law of Nature that does by this means give us property, does
also bound that property too. . . . As much as any one can make use of to any advantage of life
before it spoils, so much he may by his labor fix his property in. Whatever is beyond this is more
than his share, and belongs to others. . . .As much land as a man tills, plants, improves,
cultivates, and can use the product of, so much is his property. He by his labor does, as it were,
enclose it from the common. . . . Nor was this appropriation of any parcel of land, by improving it,



any prejudice to any other man, since there was still enough and as good left, and more than the
yet unprovided could use. So that, in effect, there was never the less left for others because of
his enclosure for himself. For he that leaves as much as another can make use of does as good
as take nothing at all.COMMENTS AND QUESTIONS1. How do Locke’s theories of real
property apply to intellectual property? Should we treat the two as the same for ownership
purposes? What would Locke say about the exclusive rights granted by the patent laws, to
prevent others from using the claimed invention for up to 20 years, whether or not they
discovered the invention on their own? Surely if Locke considered the working of land and raw
materials to be ‘‘labor’’ that justified ownership of the resulting product, he would have
considered labor toward the creation of a new idea—the ‘‘sweat of the brow’’—to be equally
deserving of protection. Or do the differences between real and intellectual property mean that
Locke’s arguments shouldn’t apply to intellectual property?For illumination on these and related
points, see Edwin C. Hettinger, Justifying Intellectual Property, 18 Phil. & Pub. Aff. 31 (1989).
Hettinger critiques the major theories of intellectual property rights. As to Lockean labor theory,
Hettinger makes these useful observations:[A]ssuming that labor’s fruits are valuable, and that
laboring gives the laborer a property right in this value, this would entitle the laborer only to the
value she added, and not to the total value of the resulting product. Though exceedingly difficult
to measure, these two components of value (that attributable to the object labored on and that
attributable to the labor) need to be distinguished. [p. 37]Property rights in the thing produced
are…not a fitting reward if the value of these rights is disproportional to the effort expended by
the laborer. ‘‘Effort’’ includes (1) how hard someone tries to achieve a result, (2) the amount of
risk voluntarily incurred in seeking this result, and (3) the degree to which moral considerations
played a role in choosing the result intended. The harder one tries, the more one is willing to
sacrifice, and the worthier the goal, the greater are one’s deserts. [pp. 41-42]The philosopher
Robert Nozick made the first point by means of reductio ad absurdum: he asks whether the
owner of a can of tomato juice who dumps it into the ocean can thereafter claim ownership of all
the high seas. See Robert Nozick, Anarchy, State and Utopia 175 (1984).2. An application of the
Lockean approach with an especially detailed consideration of the Lockean “proviso” (i.e., that
“as much and as good” be left for others after appropriation) can be found in Wendy J. Gordon, A
Property Right in Self-Expression: Equality and Individualism in the Natural Law of Intellectual
Property, 102 Yale L.J. 1533 (1993). The proviso poses a problem we will see throughout the
course: how to delimit the rights of a creator in the face of claims by consumers and other
members of the public at large.More particularly, Gordon challenges the extreme view taken by
some commentators that a creator’s rights should be absolute. The absolutist view proceeds
from the idea that since the creator is solely responsible for the creation, no one is harmed if the
creation is withheld from the public entirely. And since the creator can withhold it entirely, he or
she can naturally restrict its availability in any manner, including a high price or conditions on its
purchase. See, e.g., John Stuart Mill, Principles of Political Economy 142 (1872); Steven N.S.
Cheung, Property Rights and Invention, in 8 Research in Law and Economics: The Economics



of Patents and Copyrights 5, 6 (John Palmer & Richard O. Zerbe, Jr. eds., 1986). Through the
examination of various examples—such as the Church of Scientology’s efforts to restrain books
critical of its teachings, West Publishing’s suit to enjoin Lexis from offering page numbers
corresponding to West’s case reports, and Disney’s efforts to prevent bawdy parodies of its
images that ridicule sanitized popular culture—Gordon suggests that, sometimes at least, the
public can be worse off if a creation is offered and then limited in its use than it would have been
had the creation never been made.Should it matter whether Locke’s hypothetical creator was the
only one likely to come up with his particular invention or discovery? If others would have
discovered the same phenomenon a few years (or a few weeks) later, does Locke’s argument for
property rights lose its force? We might distinguish between a Lockean theory of copyright,
which prevents copying, and an effort to justify patent law, which precludes even independent
invention and therefore restricts the labor of others.For detailed discussions of the “Lockean
proviso,” see Jeremy Waldron, Enough and as Good Left for Others, 29 Phil. Q. 319 (1979);
Robert Nozick, Anarchy, State and Utopia 175-82 (1984); David Gauthier, Morals by Agreement
190-232 (1986). For more detailed treatment of another problem addressed by Gordon—the
follow-on creator who builds on a preexisting work—see Lawrence C. Becker, Deserving to Own
Intellectual Property, 68 Chi.-Kent L. Rev. 609 (1993). For insightful historical analysis of Locke’s
theory and its application to intellectual property, see Justin Hughes, Copyright and Incomplete
Historiographies: Of Piracy, Propertization, and Thomas Jefferson, 79 S. Cal. L. Rev. 993 (2006).
If labor or effort is the key to property claims under Locke, how should we handle situations
where numerous dispersed people accumulate their labor to produce something useful? See
Robert P. Merges, Locke for the Masses, 36 Hofstra L. Rev. 1179 (2008).3. Nozick’s Anarchy,
State and Utopia offers a different philosophical perspective on intellectual property, one rooted
in the libertarian tradition. It is not clear how libertarians should think of intellectual property
rights. On the one hand, ownership of property seems necessary to the market exchange that is
at the heart of the libertarian model of society. On the other hand, one might view the free flow of
information unfettered by property rights as the norm, and view government-enforced intellectual
property rights as an unnecessary aberration. For a libertarian approach that is decidedly hostile
to intellectual property, see John Perry Barlow, The Economy of Ideas, 2.03 Wired 84 (Mar.
1994).4. Natural rights are strongly emphasized in the continental European justifications for
intellectual property. Those justifications to some extent parallel Locke’s arguments, but there
are important differences. Continental scholars emphasize the importance of reputation and
noneconomic aspects of intellectual property, factors that lead them to support moral rights in
copyright law. Professor Alfred Yen presents a thorough account of the role of natural rights in
American copyright law. See Alfred Yen, Restoring the Natural Law: Copyright as Labor and
Possession, 51 Ohio St. L.J. 517 (1990). For a detailed comparison of efficiency, natural rights,
and other foundational theories of intellectual property law, see Robert P. Merges, Justifying
Intellectual Property (2011).PROBLEMProblem I-1. You are a botanist exploring a remote region
of a small tropical country. You stumble across a field of strange flowers that you have never



encountered before. The tribespeople tell you that they use the flower to heal various ailments by
rubbing its petals on the skin and chanting a healing prayer. You pluck one of the flowers and
when you return to your campsite that night, you show it to a fellow explorer who is an expert in
biochemistry. The biochemist smells the flower and says that it is vaguely reminiscent of
Substance P. Substance P is a medicine widely used to treat a variety of serious diseases. She
tells you that Substance P is easy to detect: It turns bright yellow when exposed to intense heat.
That evening, you put the flower over the campfire and, sure enough, it turns bright yellow. When
you return home, you work for months to isolate the active ingredient in the flower. It is not
Substance P, but a close structural analog. In chemical experiments, the extract shows great
promise for fighting many of the diseases that Substance P can treat without Substance P’s
dreaded side effects.What rights, if any, should you have in this discovery and research? Should
those rights prevent anyone else from going back to the tropical country, finding the flower, and
isolating the chemical you have discovered?You make a profit selling your medicine throughout
the world, including to the native tribespeople of the tropical country. John, a chemist in your
company, is angered by this policy. Your formula is a carefully guarded secret, but John
publishes it in The New England Journal of Medicine. A nonprofit organization begins producing
the medicine and selling your product to the native tribespeople at a discount. The organization
advertises that it is selling your medicine for pennies a year. Should you be able to stop them
from selling your medicine? Should you be able to stop them from using the name of your
medicine in their ads?You have named your medicine “Tropicurical.” To advertise the product,
one of the employees in your advertising department writes a song based on the very distinctive
sounds of the wind in the inland coves of the country mixed with the native birds’ calls. The
tribespeople of the tropical country have a song that sounds remarkably similar to your
advertising tune. The song is important to their tribal identity, and they argue that it is
inappropriate to use their distinctive tribal song to commercialize your product. They ask you to
stop using it. Should they be able to stop you from using the name or song?When you refuse to
stop using the Tropicurical song to advertise your product, the tribespeople write a new version
of their song entitled “Tropicursical” with angry lyrics claiming that your product destroys culture.
Should you be able to stop them from singing the song? National Geographic records the
tribespeople singing “Tropicursical.” The recording plays as part of the news report on their
television show. It is also available for download on National Geographic’s website. Individuals
download copies of the song and e-mail it to their friends. It spreads like wildfire over the
Internet, and eventually popular radio stations play it over the air. Should you be able to stop
these copies and performances?2. The Personhood PerspectiveMargaret Jane Radin,
Property and Personhood, 34 Stanford Law Review 957 (1982)This article explores the
relationship between property and personhood, a relationship that has commonly been both
ignored and taken for granted in legal thought. The premise underlying the personhood
perspective is that to achieve proper self-development—to be a person—an individual needs
some control over resources in the external environment. The necessary assurances of control



take the form of property rights. Although explicit elaboration of this perspective is wanting in
modern writing on property, the personhood perspective is often implicit in the connections that
courts and commentators find between property and privacy or between property and liberty. In
addition to its power to explain certain aspects of existing schemes of property entitlement, the
personhood perspective can also serve as an explicit source of values for making moral
distinctions in property disputes and hence for either justifying or criticizing current law.…In what
follows I shall discuss the personhood perspective as Hegel developed it in Philosophy of Right,
trace some of its later permutations and entanglements with other perspectives on property, and
try to develop a contemporary view useful in the context of the American legal system. . . .I.
Property for Personhood: An Intuitive ViewMost people possess certain objects they feel are
almost part of themselves. These objects are closely bound up with personhood because they
are part of the way we constitute ourselves as continuing personal entities in the world. They
may be as different as people are different, but some common examples might be a wedding
ring, a portrait, an heirloom, or a house.One may gauge the strength or significance of
someone’s relationship with an object by the kind of pain that would be occasioned by its loss.
On this view, an object is closely related to one’s personhood if its loss causes pain that cannot
be relieved by the object’s replacement. If so, that particular object is bound up with the holder.
For instance, if a wedding ring is stolen from a jeweler, insurance proceeds can reimburse the
jeweler, but if a wedding ring is stolen from a loving wearer, the price of a replacement will not
restore the status quo—perhaps no amount of money can do so.The opposite of holding an
object that has become a part of oneself is holding an object that is perfectly replaceable with
other goods of equal market value. One holds such an object for purely instrumental reasons.
The archetype of such a good is, of course, money, which is almost always held only to buy
other things. A dollar is worth no more than what one chooses to buy with it, and one dollar bill is
as good as another. Other examples are the wedding ring in the hands of the jeweler, the
automobile in the hands of the dealer, the land in the hands of the developer, or the apartment in
the hands of the commercial landlord. I shall call these theoretical opposites—property that is
bound up with a person and property that is held purely instrumentally—personal property and
fungible property respectively.…III. Hegel, Property, and PersonhoodA. Hegel’s
Philosophy of Right. . . Because the person in Hegel’s conception is merely an abstract unit of
free will or autonomy, it has no concrete existence until that will acts on the external world.…
Hegel concludes that the person becomes a real self only by engaging in a property relationship
with something external. Such a relationship is the goal of the person. In perhaps the best-
known passage from this book, Hegel says:The person has for its substantive end the right of
placing its will in any and every thing, which thing is thereby mine; [and] because that thing has
no such end in itself, its destiny and soul take on my will. [This constitutes] mankind’s absolute
right of appropriation over all things.Hence, “property is the first embodiment of freedom and so
is in itself a substantive end.” . . .Hegel seems to make property “private” on the same level as
the unit of autonomy that is embodying its will by holding it. He argues that property is private to



individuals when discussing it in the context of the autonomous individual will and that it is
essentially common within a family, when discussing it in the context of the autonomous family
unit. He does not make the leap to state property, however, even though his theory of the state
might suggest it. For Hegel, the properly developed state (in contrast to civil society) is an
organic moral entity. . . . and individuals within the state are subsumed into its community
morality. . . .B. Hegel and Property for Personhood[A] theory of personal property can
build upon some of Hegel’s insights. First, the notion that the will is embodied in things suggests
that the entity we know as a person cannot come to exist without both differentiating itself from
the physical environment and yet maintaining relationships with portions of that environment.
The idea of embodied will, cut loose from Hegel’s grand scheme of absolute mind, reminds us
that people and things have ongoing relationships which have their own ebb and flow, and that
these relationships can be very close to a person’s center and sanity. If these relationships justify
ownership, or at least contribute to its justification, Hegel’s notion that ownership requires
continuous embodiment of the will is appealing.Second, Hegel’s incompletely developed notion
that property is held by the unit to which one attributes autonomy has powerful implications for
the concept of group development and group rights. Hegel thought that freedom (rational self-
determination) was only possible in the context of a group (the properly organized and fully
developed state). Without accepting this role for the state, one may still conclude that in a given
social context certain groups are likely to be constitutive of their members in the sense that the
members find self-determination only within the groups. This might have political consequences
for claims of the group on certain resources of the external world (i.e., property).Third, there may
be an echo of Hegel’s notion of an objective community morality in the intuition that certain kinds
of property relationships can be presumed to bear close bonds to personhood. If property in
one’s body is not too close to personhood to be considered property at all, then it is the clearest
case of property for personhood. The property/privacy nexus of the home is also a relatively
clear case in our particular history and culture. . . .[T]he personhood theory helps us understand
the nature of the right dictating that discrete units [i.e., an undivided, individual asset] ought to
be protected.An argument that discrete units are more important than total assets takes the
following form. A person cannot be fully a person without a sense of continuity of self over time.
To maintain that sense of continuity over time and to exercise one’s liberty or autonomy, one
must have an ongoing relationship with the external environment, consisting of both ‘‘things’’ and
other people. One perceives the ongoing relationship to the environment as a set of individual
relationships, corresponding to the way our perception separates the world into distinct “things.”
Some things must remain stationary if anything is to move; some points of reference must be
constant or thought and action is not possible. In order to lead a normal life, there must be some
continuity in relating to ‘‘things.’’ One’s expectations crystallize around certain ‘‘things,’’ the loss
of which causes more disruption and disorientation than does a simple decrease in aggregate
wealth. For example, if someone returns home to find her sofa has disappeared, that is more
disorienting than to discover that her house has decreased in market value by 5%. If, by magic,



her white sofa were instantly replaced by a blue one of equal market value, it would cause no
loss in net worth but would still cause some disruption in her life.This argument assumes that all
discrete units one owns and perceives as part of her continuing environment are to some degree
personal. If the white sofa were totally fungible, then magically replacing it with a blue one would
cause no disruption. In fact, neither would replacing it with money. . . .But the theory of personal
property suggests that not all object-loss is equally important. Some objects may approach the
fungible end of the continuum so that the justification for protecting them as specially related to
persons disappears. They might just as well be treated by whatever general moral rules govern
wealth-loss at the hands of the government. If the moral rules governing wealth-loss correspond
to Michelman’s utilitarian suggestion—government may take whatever wealth is necessary to
generate higher welfare in which the individual can confidently expect to share—then the
government could take some fungible items without compensation. In general, the moral inquiry
for whether fungible property could be taken would be the same as the moral inquiry for whether
it is fair to impose a tax on this particular person.On the other hand, a few objects may be so
close to the personal end of the continuum that no compensation could be “just.” That is,
hypothetically, if some object were so bound up with me that I would cease to be ‘‘myself’’ if it
were taken, then a government that must respect persons ought not to take it. If my kidney may
be called my property, it is not property subject to condemnation for the general public welfare.
Hence, in the context of a legal system, one might expect to find the characteristic use of
standards of review and burdens of proof designed to shift risk of error away from protected
interests in personal property. For instance, if there were reason to suspect that some object
were close to the personal end of the continuum, there might be a prima facie case against
taking it. That prima facie case might be rebutted if the government could show that the object is
not personal, or perhaps that the object is not “too” personal compared with the importance to
the government of acquiring that particular object for social purposes.COMMENTS AND
QUESTIONS1. How well does Professor Radin’s theory of real property apply to intellectual
property? Can an individual be so “bound up” in their inventions or works of authorship that their
loss would occasion more than economic damage? Does it affect your answer that intellectual
property can be used simultaneously by many people without depleting its functional value to
anyone—so that an author’s “loss” is not the physical deprivation of stolen chattels, but the less
personal fact that someone else has copied her work?It may be that the investment of
“personhood” in intellectual property varies greatly, both with the type of intellectual property at
issue and with the time and effort the owner put into developing it. For example, a novel on which
one has worked for several years may have more personal value than a massive software
program for navigating a jumbo jet or a company’s customer list. Should the law take account of
these differences, giving greater protection to more personal works?For applications of Radin’s
“personhood” ideas in the context of intellectual property, see Neil W. Netanel, Copyright
Alienability Restrictions and the Enhancement of Author Autonomy: A Normative Evaluation, 24
Rutgers L.J. 347 (1993); Steven Cherensky, Comment, A Penny for Their Thoughts: Employee-



Inventors, Preinvention Assignment Agreements, Property, and Personhood, 81 Cal. L. Rev. 595,
641 (1993). Cherensky argues, using personhood theory and the related idea of market-
inalienability, that employee-inventors should retain greater property interests in their inventions
than they typically do under conventional employee assignment contracts. On market-
inalienability, i.e., things which should not be subject to market exchange at all, see Margaret
Jane Radin, Market-Inalienability, 100 Harv. L. Rev. 1849 (1987). Cf. Justin Hughes, The
Philosophy of Intellectual Property, 77 Geo. L.J. 287, 350-53 (1988) (suggesting various strains
of the personhood justification in American copyright law). Professor Roberta Kwall offers a
related “moral” basis for legal protection emphasizing the dignity, honor, self-worth, and
autonomy of the author. See Roberta Kwall, The Soul of Creativity: Forging a Moral Rights Law
for the United States 37 (2009). For more on control over one’s economic situation—i.e.,
economic autonomy—and its role in contemporary intellectual property debates, see Robert P.
Merges, The Concept of Property in the Digital Era, 45 Hous. L. Rev. 1239 (2008). For a detailed
explication of Hegel’s approach to property, see Jeremy Waldron, The Right to Private Property
(1988).2. For a critique of Radin’s broader personhood perspective, see Stephen J. Schnably,
Property and Pragmatism: A Critique of Radin’s Theory of Property and Personhood, 45 Stan. L.
Rev. 347 (1993) (challenging Radin’s appeal to consensus and arguing that this focus obscures
issues of power and the like). For further elaboration and defense of the personhood
perspective, see Margaret Jane Radin, Reinterpreting Property (1993) (a collection of related
essays); A. John Simmons, The Lockean Theory of Rights (1992); Jeremy Waldron, The Right to
Private Property (1991) (comparing Lockean and Hegelian property rights theories);
Symposium, Property Rights, 11 Soc. Phil. & Pol’y 1-286 (1994).3. Personhood theories of IP
rights tend to focus on the connection between the creator’s identity and the thing created. But
consumers too may identify with creative works; indeed, Radin’s example of the couch suggests
that buyers too have an identity interest bound up with the things they own (or, perhaps, read).
How should the law take that interest into account? Does it suggest that we need to give broader
scope for user-generated content like fan fiction and videos that incorporate literary characters
or songs? Or might it suggest the opposite – that consumers have an interest in the purity of
their iconic works, free from the unauthorized modification of those works by others? See Justin
Hughes, “Recoding” Intellectual Property and Overlooked Audience Interests, 77 Tex. L. Rev.
923 (1999). More recent work has suggested that creators are often motivated as much if not
more by attribution and fairness than by the prospect of money. See Jessica Silbey, The Eureka
Myth: Creators, Inventors, and Everyday Intellectual Property (2014); Jeanne Fromer,
Expressive Incentives in Intellectual Property, 98 Va. L. Rev. 1745 (2012).4. A radical critique of
some bedrock notions implicit in intellectual property—most notably, the concept of “the author”
herself—has grown up in recent years, fueled by a general deconstructive trend in literary
criticism. While not aimed directly at Radin’s personhood approach to certain forms of property,
these ideas do pose a challenge to the application of Radin’s approach in the intellectual
property context. They suggest that the concept of authorship is so malleable, contingent, and



“socially constructed” that we should be wary about identifying a creative work too closely with a
particular author, let alone her personality. In this view, all creations are largely a product of
communal forces. Dividing the stream of intellectual discourse into discrete units—each owned
by and closely associated with a particular author—is therefore a logically incoherent exercise
subject more to the political force of asserted authors’ groups than to recognition of inherent
claims of “personhood.” See, e.g., Martha Woodmansee & Peter Jaszi eds., The Construction of
Authorship: Textual Appropriation in Law and Literature (1994); Peter Jaszi, Toward a Theory of
Copyright: The Metamorphoses of “Authorship,” 1991 Duke L.J. 455; James Boyle, A Theory of
Law and Information: Copyright, Spleens, Blackmail and Insider Trading, 80 Cal. L. Rev. 1413
(1992).If authorship is an incoherent concept, is there any role at all for copyright law? How can
one protect the rights (natural, moral, or economic) of the author, if there is, in fact, no author?
Does the literary critique answer the charge that authors will not create in the absence of
economic reward? Or is it directed only at personality-based theories of intellectual property?5.
Consider the observations of philosopher Lawrence Becker:So if property-as-personality [à la
Hegel] again turns out to be a dead end, perhaps we should dispense with the search for a deep
justification for property rights (from metaphysics, moral psychology, sociobiology, or whatever)
and focus on the behavioral surface: the observed, persistent, robust behavioral connections
between various property arrangements and human well-being, broadly conceived. This may
provide a foundation for egalitarian arguments that is more secure than speculative
metaphysics, and a foundation for private property that is more stable than a pluralistic account
of the standard array of bedrock justifications for it.Lawrence Becker, Too Much Property, 21
Phil. & Pub. Aff. 196, 206 (1992).3. The Utilitarian/Economic Incentive PerspectiveUtilitarian
theory and the economic framework built upon it have long provided the dominant paradigm for
analyzing and justifying the various forms of intellectual property protection. See generally Peter
S. Menell & Suzanne Scotchmer, Intellectual Property Law, in 2 Handbook of Law and
Economics 1474, 1525 (A. Mitchell Polinsky & Steven Shavell eds., 2007); William M. Landes &
Richard A. Posner, The Economic Structure of Intellectual Property Law (2003). For purposes of
exploring the economic dimensions of the intellectual property field, it is important to distinguish
between two quite distinct functions. The principal objective of much of intellectual property law
is the promotion of new and improved works—whether technological or expressive. This
purpose encompasses patent, copyright, and trade secret law, as well as several more
specialized protection systems (for mask works (semiconductor chip layouts), databases, and
designs). Trademark and related bodies of unfair competition law focus primarily on a very
different economic problem—ensuring the integrity of the marketplace.i. Promoting
Innovation and CreativityBoth the United States Constitution and judicial decisions emphasize
incentive theory in justifying intellectual property. The Constitution expressly conditions the grant
of power in the patent and copyright clause on a particular end, namely “to Promote the
Progress of Science and useful Arts.” U.S. Const., Art. I, Cl. 8. As the Supreme Court explained
in Mazer v. Stein, 347 U.S. 201 (1954): The copyright law, like the patent statutes, makes reward



to the owner a “secondary consideration.” United States v. Paramount Pictures, 334 U.S. 131,
158. However, it is “intended definitely to grant valuable, enforceable rights to authors,
publishers, etc., without burdensome requirements: ‘to afford greater encouragement to the
production of literary [or artistic] works of lasting benefit to the world.’” Washington Pub. Co. v.
Pearson, 306 U.S. 30. The economic philosophy behind the clause empowering Congress to
grant patents and copyrights is the conviction that it is the best way to advance public welfare
through the talents of authors and inventors in “Science and useful Arts.” Sacrificial days devoted
to such creative activities deserve rewards commensurate with the services rendered.To
understand why the Framers thought exclusive rights in inventions and creations would promote
the public welfare, consider what would happen absent any intellectual property protection.
Invention and creation require the investment of resources—the time of an author or inventor,
and often expenditures on facilities, prototypes, supplies, etc. In a private market economy,
individuals will not invest in invention or creation unless the expected return from doing so
exceeds the cost of doing so—that is, unless they can reasonably expect to make a profit from
the endeavor. To profit from a new idea or work of authorship, the creator must be able either to
sell it to others or to put it to some use that provides her with a comparative advantage in a
market, such as by reducing the cost of producing goods.But ideas (and writings, for that matter)
are notoriously hard to control. Even if the idea is one that the creator can use herself, for
example, to boost productivity in her business, she will reap a reward from that idea only to the
extent that her competitors don’t find out about it. A creator who depends on secrecy for value,
therefore, lives in constant peril of discovery and disclosure. Competitors may steal the idea or
learn of it from an ex-employee. They may be able to figure it out by watching the creator’s
production process or by examining the products she sells. Finally, they may come upon the idea
on their own or discover it in the published literature. In all of these cases, the secrecy value of
the idea will be irretrievably lost.The creator who wants to sell her idea is in an even more
difficult position. Selling information requires disclosing it to others. Once the information has
been disclosed outside a small group, however, it is extremely difficult to control. Information has
the characteristics of what economists call a ‘‘public good’’—it may be ‘‘consumed’’ by many
people without depletion, and it is difficult to identify those who will not pay and prevent them
from using the information. See Kenneth J. Arrow, Economic Welfare and the Allocation of
Resources for Invention, in The Rate and Direction of Inventive Activity: Economic and Social
Factors 609, 614-16 (Nat’l Bureau of Economic Research ed., 1962). Once the idea of the
intermittent windshield wiper is disclosed, others can imitate its design relatively easily. Once a
book is published, others can copy it at low cost. It is difficult to exclude nonpurchasers from
sharing in the benefits of the idea. Ideas and information can also be used by many without
depleting the enjoyment of others. Unlike an ice cream cone, a good story or the concept of
intermittent windshield wipers can be enjoyed by many without diminishing enjoyment of these
creations by others.[1] If we assume that it is nearly costless to distribute information to others—
an assumption that was once unrealistic, but now has become much more reasonable with



advances in digital technology (including the Internet)—it will prove virtually impossible to
charge for information over the medium run in the absence of effective intellectual property or
some other means of protection (such as technological protection measures). If the author of a
book charges more than the cost of distribution, hoping to recover some of her expenditures in
writing the work, competitors will quickly jump in to offer the book at a lower price. Competition
will drive the price of the book toward its marginal cost—in this case, the cost of producing and
distributing one additional copy. In such a competitive market, the author will be unable to
recoup the fixed cost of writing the book. More to the point, if this holds true generally, authors
may be expected to leave the profession in droves, since they cannot make any money at it. The
result, according to economic theory, would be an underproduction of books and other works of
invention and creation with similar public goods characteristics.Information is not the only
example of a public good. Economists generally offer lighthouses and national defense as
examples of public goods, since it is virtually impossible to provide the benefits of either one
only to paying clients. It is impossible, for example, to exclude some ships and not others from
the benefits of a lighthouse. Furthermore, the use of the lighthouse by one ship does not deplete
the value of its hazard warning to others. As a result, it would be inefficient to exclude nonpayers
from using the lighthouse’s warning system even if we could, since consumption of this good is
“nonrivalrous” (meaning that everyone can benefit from it once it is produced). For these
reasons, the market will in theory undersupply such goods because producers cannot reap the
marginal (incremental) value of their investment in providing them.[2]Can you see why broadcast
television signals, beautiful gardens on a public street, and national defense are also public
goods?By contrast, markets for pure private goods, such as ice cream cones, feature exclusivity
and rivalrous competition—the ice cream vendor provides the good only to those who pay the
price, and the consumer certainly depletes the amount of the good available to others. Thus, the
market system provides adequate incentives for the creation of ice cream cones: sellers can
exact their cost of production, and the value of the product is fully enjoyed by the purchaser.In
the case of national defense (and most lighthouses), we avoid the underproduction that would
result from leaving it to the market by having the government step in and pay for the public good.
For a variety of good reasons, we have not gone that route with many forms of information.
Instead, the government has created intellectual property rights to give authors and inventors
control over the use and distribution of their ideas, thereby encouraging them to invest in the
production of new ideas and works of authorship. Thus, the economic justification for intellectual
property lies not in rewarding creators for their labor but in ensuring that they (and other
creators) have appropriate incentives to engage in creative activities.Unfortunately, this
approach comes at a cost. Granting authors and inventors the right to exclude others from using
their ideas necessarily limits the diffusion of those ideas and so prevents many people from
benefiting from them. In economic terms, intellectual property rights prevent competition in the
sale of the particular work or invention covered by those rights, and therefore may allow the
intellectual property owner to raise the price of that work above the marginal cost of reproducing



it. This means that in many cases fewer people will buy the work than if it were distributed on a
competitive basis, and they will pay more for the privilege. A fundamental principle of our
economic system is the proposition that free market competition will ensure an efficient
allocation of resources, absent market failures. In fact, the principal thrust of the antitrust laws
serves precisely this goal. In this limited sense, then, intellectual property rights appear to run
counter to free market competition: they limit the ability of competitors to copy or otherwise
imitate the intellectual efforts of the first person to develop an idea. These rights enable those
possessing intellectual property rights to charge monopoly prices or to otherwise limit
competition, such as by controlling the use of the intellectual work in subsequent
products.Because intellectual property rights impose social costs on the public, the intellectual
property laws can be justified by the public goods argument only to the extent that they do on
balance encourage enough creation and dissemination of new works to offset those costs. One
of the reasons that intellectual property rights are limited in scope, duration, and effect is to
balance these costs and benefits. For example, the limited term of intellectual property rights
ensures that inventions will be freely available after that fixed term. The key to economic
efficiency lies in balancing the social benefit of providing economic incentives for creation and
the social costs of limiting the diffusion of knowledge. We will encounter this critical trade-off
throughout our study of intellectual property. The two examples below highlight some of the
major issues.a. Economic Incentive BenefitIntellectual property protection is necessary to
encourage inventors, authors, and artists to invest in the process of creation. Without such
protection, others could copy or otherwise imitate the intellectual work without incurring the
costs and effort of creation, thereby inhibiting the original creators from reaping a reasonable
return on their investment. Consider the following example: After years of effort and substantial
expense, Earnest Inventor develops the Mousomatic, a significantly better mousetrap. Not only
does it catch mice better than the competition’s trap, but it also neatly packages the dead mice
in disposable sanitary bags. Consumers are willing to pay substantially more for this product
than for its competitors. The Mousomatic catches the attention of Gizmo Gadget Incorporated.
Gizmo copies the basic design of the Mousomatic and offers its version of the Mousomatic at a
substantial discount. (Gizmo can still earn a profit at this lower price because it had minimal
research and development expense.) To stay in business, Earnest is forced to lower his price.
Market competition pushes the price down to the cost of production and distribution. In the end,
Earnest is unable to recover his cost of research and development and suffers a loss. Although
he has numerous other interesting ideas, he decides that they are not worth pursuing because
Gizmo, or some other company, will simply copy them if they turn out well.The existence of
intellectual property rights encourages Earnest and other inventors to pursue their creative
efforts. If Earnest can obtain the right to prevent others from copying his inventions, then he
stands a much better chance to reap a profit. Hence, he will be much more inclined to make the
initial investment in research and development. In the end, not only will Earnest be wealthier, but
the public will be enriched by the new and better products brought forth by intellectual property



protection.b. Costs of Limiting DiffusionLegal protection for ideas and their expression
prevents others from using those works to develop similar works that build upon them.
Knowledge in society is cumulative. In the words of Sir Isaac Newton, ‘‘If I have seen further
[than others], it is by standing on the shoulders of giants.’’ Hence, society at large can be
harmed by intellectual property protection to the extent that it unnecessarily raises the cost of
acquiring a product (through monopoly pricing by the right holder) and limits others from making
further advances. Consider the following scenario: Professor Lee conducts research on drug
treatments at University College. Grants from the federal government generously fund her
laboratory. For the past decade, Professor Lee has competed with colleagues at other
laboratories to discover the cure for a prevalent form of cancer. It is likely that the first person to
discover the cure will win a Nobel prize, as well as numerous other financial and professional
rewards. In early 1995, Professor Lee hits upon the Alpha drug, which cures the disease. She
files for and receives a patent. Professor Hu, a researcher at another research institution,
independently discovers the identical cure a few months later. With patent in hand, Professor
Lee starts a company to sell Alpha and charges a price 100 times the cost of production.
Because Alpha is a life-saving cure, those stricken with the disease who can afford the treatment
are more than willing to pay the price. Then, to relieve the suffering of millions, Professor Hu
begins selling Alpha at the cost of production. Moreover, she has developed an improvement on
the Alpha drug, Alpha+, that reduces the side effects of the treatment. Professor Lee quickly
obtains an injunction preventing Hu from selling either version of Alpha for the life of the
patent.This example raises serious questions about whether intellectual property protection is
desirable, at least for this class of invention. Professor Lee does not bear significant risk in
pursuing the invention because the government and university generously fund her research.
Furthermore, the potential for a Nobel prize, expanded research funding, and professional
recognition provide substantial encouragement for Professor Lee to pursue a cure whether or
not she gains financially from sales of Alpha. Moreover, other researchers were poised to make
the same discovery at about the time that Professor Lee made her discovery. Yet she has the
right not only to block sales of Alpha by competitors, but also to block sales of improvements
such as Alpha+. Does such a system benefit society? One must also consider that without the
financial incentive of a patent, there would perhaps have been less competition to discover and
market any cure for cancer. Problems such as this one have led some scholars to question the
economic efficiency of the patent system in particular circumstances. See F. M. Scherer,
Industrial Market Structure and Economic Performance 445-55 (2d ed. 1980).Similar problems
can arise in the copyright domain. In 1936, Margaret Mitchell published her epic novel Gone with
the Wind. The plot revolves around Scarlett O’Hara, a hard-working and ambitious Southern
woman who lives through the American Civil War and Reconstruction. Gone with the Wind
quickly became one of the most popular books ever written, eventually selling more than 28
million copies throughout the world. Ms. Mitchell would receive a Pulitzer Prize, and the novel
would become the basis for one of the most successful movies ever.Sixty-five years later, Alice



Randall, an African-American historian, set out to tell the history of the Civil War–era South from
another viewpoint. She invented the character of Cynara, a mulatto slave on Scarlett’s plantation
who also happened to be Scarlett’s half-sister. Although Mitchell’s novel did not depict a
character named Cynara, many other characters in Randall’s novel mimic characters in the
original. Randall’s The Wind Done Gone depicts the mistreatment and suffering of slaves in their
vernacular dialect. Randall believed that Gone with the Wind, as the lens through which millions
viewed the deep South during the Civil War era, provided a unique vehicle for communicating
the racial injustice of American history. Margaret Mitchell’s estate sued Randall for copying Gone
with the Wind without authorization, obtaining a preliminary injunction. Although Randall
eventually prevailed on appeal under the fair use doctrine, Suntrust Bank v. Houghton Mifflin Co.,
268 F.3d 1257 (11th Cir. 2001), this controversy illustrates how strong copyright protection can
potentially inhibit cumulative creativity.___________________________In applying a utilitarian
framework, the economic incentive benefits of intellectual property rights must be balanced
against the costs of limiting diffusion of knowledge. A critical issue in assessing the need for
intellectual property protection is whether innovators have sufficient means to appropriate an
adequate return on investment in research and development. In this regard, the market itself
often provides means by which inventors can realize sufficient rewards to pursue innovation
without formal intellectual property rights beyond contract law. The first to introduce a product
can in many contexts earn substantial and long-lived advantages in the market. In many
markets, the costs or time required to imitate a product (for example, to reverse engineer a
complex machine) are so great that the first to market a product has substantial opportunity for
profit. Moreover, as we will see in Chapter II, inventors can often prevent imitation through
contractual means, such as trade secrecy and licensing agreements with customers. Where the
invention relates to a manufacturing process, the innovator may be able to maintain protection
through secrecy even after the product is on the market. Alternatively, a producer may be able to
bundle products with essential services and contracts for updates of the product. In addition, the
producer may be able to spread the costs of research and development among a group of firms
through research joint ventures.In those areas in which economic incentives for innovation are
inadequate, and the creation of intellectual property rights is the most efficacious way of
encouraging progress, society must determine the appropriate requirements for, duration and
scope of, and set of rights afforded intellectual property. Over the past several decades,
economists have developed and refined models to assess the appropriate trade-off between the
social benefits of providing economic incentives for innovation through intellectual property
rights and the social costs of limiting diffusion of knowledge. Professor William Nordhaus
developed the first formal model analyzing the optimal duration of intellectual property. His
model of the innovative process assumed that investments in research produced a single
independent innovation. William Nordhaus, Invention, Growth, and Welfare: A Theoretical
Treatment of Technological Change 3-7 (1969). The principal policy implication of this model is
that the term of intellectual property protection should be calibrated to balance the incentive



benefits of protection against the deadweight loss of monopoly pricing and the resulting
limitations on dissemination.Since Nordhaus’s important early work, economic historians and
economic theorists have greatly enriched our understanding of the innovative process and the
implications for public policy. Historical and industry studies of the innovation process find that
inventions are highly interdependent: “Technologies . . . undergo a gradual, evolutionary
development which is intimately bound up with the course of their diffusion.” Paul David, New
Technology, Diffusion, Public Policy, and Industrial Competitiveness 20 (Center for Economic
Policy Research, Pub. No. 46, Apr. 1985). In fact, “secondary inventions”—including essential
design improvements, refinements, and adaptations to a variety of uses—are often as crucial to
the generation of social benefits as the initial discovery. See, e.g., J.L. Enos, A Measure of the
Rate of Technological Progress in the Petroleum Refining Industry, 6 J. Indus. Econ. 180, 189
(1958); James Mak & Gary Walton, Steamboats and the Great Productivity Surge in River
Transportation, 32 J. Econ. Hist. 619, 625 (1972). Economic theorists have more recently
developed models of the innovative process incorporating concepts of rivalrous and cumulative
innovation, see Suzanne Scotchmer, Standing on the Shoulders of Giants: Cumulative Research
and the Patent Law, 5 J. Econ. Perspectives 29 (1991); Robert P. Merges & Richard Nelson, On
the Complex Economics of Patent Scope, 90 Colum. L. Rev. 839 (1990); Peter S. Menell,
Tailoring Legal Protection for Computer Software, 39 Stan. L. Rev. 1329 (1987), uncovering a
range of important effects. Most notably, excessive protection for first-generation innovation can
impede later innovations if licensing is costly. More generally, these models cast doubt on the
notion that society can perfectly calibrate intellectual property rewards for each innovation.As is
increasingly evident, the range of innovative activity and creative expression in our society is
vast and ever changing. As the materials in this book will highlight, the intellectual property
institutions and rules that have evolved to promote technology and the arts are intricate. It will be
the challenge of future generations of policymakers, judges, and lawyers to refine the ability of
the intellectual property system to enhance the public welfare.COMMENTS AND QUESTIONS1.
One significant difference between the natural rights perspective and the utilitarian perspective
relates to who is entitled to the fruits of productive labor. In the natural rights framework, the
inventor or author is entitled to all the social benefits produced by his or her efforts. In the
utilitarian framework, reward to the inventor or author is a secondary consideration; the principal
objective is to enrich the public at large. Which view is more compelling? Consider in this regard
the optimal division of benefits from the invention of Alpha among Professor Lee, Professor Hu,
and the public at large. Is Professor Lee entitled to all or even a lion’s share of the benefits?2. In
1966, the Report of the President’s Commission on the Patent System identified four major
economic justifications for the patent laws. First, a patent system provides an incentive to invent
by offering the possibility of reward to the inventor and to those who support him. This prospect
encourages the expenditure of time and private risk capital in research and development efforts.
Second, and complementary to the first, a patent system stimulates the investment of additional
capital needed for the further development and marketing of the invention. In return, the patent



owner is given the right, for a limited period, to exclude others from making, using, or selling the
invented product or process. Third, by affording protection, a patent system encourages early
public disclosure of technological information, some of which might otherwise be kept secret.
Early disclosure reduces the likelihood of duplication of effort by others and provides a basis for
further advances in the technology involved. Fourth, a patent system promotes the beneficial
exchange of products, services, and technological information across national boundaries by
providing protection for industrial property of foreign nationals.While directed specifically at the
patent system, many of these arguments have application to all forms of intellectual property.Are
these incentives necessary to invention and creation? Using cost and other data from publishing
companies, Professor (now Justice) Stephen Breyer contended that lead time advantages and
the threat of retaliation reduce the cost advantages of copiers, thus obviating if not eliminating
the need for copyright protection for books. See Stephen Breyer, The Uneasy Case for
Copyright: A Study in Copyright of Books, Photocopies and Computer Programs, 84 Harv. L.
Rev. 281 (1970). Cf. Barry W. Tyerman, The Economic Rationale for Copyright Protection for
Published Books: A Reply to Professor Breyer, 18 UCLA L. Rev. 1100 (1971); Stephen Breyer,
Copyright: A Rejoinder, 20 UCLA L. Rev. 75 (1972). This debate took place decades ago. Have
advances in technology strengthened or weakened Breyer’s argument?3. Intellectual Property
as Property. It is tempting to view intellectual property through a tangible property lens. See
Richard Epstein, The Disintegration of Intellectual Property? A Classical Liberal Response to a
Premature Obituary, 62 Stan. L. Rev. 455 (2010). After all, intellectual property draws on tangible
property concepts of first-in-time, exclusivity, and transferability, and scholars have explored the
philosophy of tangible property rules and institutions for centuries. However, simplistic
Blackstonian conceptions of land and other tangible resources miss a lot of the most important
economic and social concerns relating to protecting intangible resources. See Peter S. Menell,
Governance of Intellectual Resources and Disintegration of Intellectual Property in the Digital
Age, 26 Berkeley Tech. L.J. 1523 (2011); Mark A. Lemley, Property, Intellectual Property, and
Free Riding, 83 Tex. L. Rev. 1031 (2005). Nonetheless, tangible property law and institutions
dealing with more complex resources (such as water, wild animals, oil and natural gas) and
circumstances (control of the dead hand, shared use of resources) offer valuable insights into
the design of intellectual property rules and institutions. Cf. Molly Van Houweling, Intellectual
Property as Property, in Research Handbook On The Economics Of Intellectual Property Law
(Peter S. Menell & Ben Depoorter eds., forthcoming 2016)4. Comparative Institutional Analysis.
Numerous institutional mechanisms exist for addressing the public goods problem inherent in
the production of ideas and information—direct government funding of research, government
research subsidies, promotion of joint ventures, and prizes. The case for intellectual property
rights ideally compares all of these options. Intellectual property rights have the advantage of
limiting the government’s role in allocating resources to a finite set of decentralized decisions:
whether particular inventions are worthy of a fixed period of protection. The market then serves
as the principal engine of progress. Decentralized consumers generate demand for products



and competing decentralized sellers produce them. By contrast, most other incentive systems,
especially large-scale research funding, require central planning on a mass scale. Most
economists place more confidence in the former means of allocating resources. The case for
intellectual property rights, then, is based more on a generalized perception of institutional
choice than on strong direct evidence of the superiority of intellectual property rights relative to
the alternatives.5. The Open Source Movement. The emergence of cooperative working
environments for the development of software has raised questions about the core precept
underlying the utilitarian/economic perspective: that exclusive property rights represent the most
effective means for promoting creative enterprise. See generally Steven Weber, The Success of
Open Source (2004); Yochai Benkler, Coase’s Penguin, or Linux and the Nature of the Firm, 112
Yale L.J. 369 (2002); David McGowan, The Legal Implications of Open Source Software, 2001 U.
Ill. L. Rev. 241. Open source software traces its origins to the early 1970s and the culture of
collaborative research on computer software that existed in many software research
environments. To perpetuate that model in the face of increasingly proprietary software, Richard
Stallman, a former researcher in MIT’s Artificial Intelligence Laboratory, established the Free
Software Foundation (FSF) to promote users’ rights to use, study, copy, modify, and redistribute
computer programs. Such rights obviously conflict with the default bundle of rights of copyright
law. For that reason, FSF developed the GNU General Public License (GPL), a complex
licensing agreement designed to prevent programmers from building proprietary limitations into
“free” software. Stallman set forth a task list for the development of a viable UNIX-compatible
open source operating system. Many programmers from throughout the world contributed to this
effort on a voluntary basis, and by the late 1980s most of the components had been assembled.
The project gained substantial momentum in 1991 when Linus Torvalds developed a UNIX-
compatible kernel, which he called “Linux.” Torvalds structured the evolution of his component
on the GNU GPL “open source” model. The integration of the GNU and Linux components
resulted in a UNIX-compatible open source program (referred to as GNU/Linux) and has since
become widely used throughout the computing world. In the process, it has spawned a large
community of computer programmers and service organizations committed to the principles of
open source development. The growth and success of Linux has brought the open source
movement into the mainstream computer software industry. Today, a variety of vendors, such as
Red Hat, Caldera, and Ubuntu, distribute open source software, and it has tens of millions of
users worldwide. Does this experience refute the logic underlying the property rights paradigm
or merely broaden the range of viable governance structures?6. Drawing upon Thomas
Jefferson’s natural rights insight that “ideas should freely spread from one to another over the
globe, for the moral and mutual instruction of man, and improvement of his condition, seems to
have been peculiarly and benevolently designed by nature,” Andrew A. Lipscomb & Albert Ellery
Bergh eds., The Writings of Thomas Jefferson, vol. 13: 333-35 (Writings (document 12): letter
from Thomas Jefferson to Isaac McPherson, 13 Aug. 1813) (1905), John Perry Barlow’s essay
“The Economy of Ideas” has emerged as a manifesto for a new libertarianism that resists



intellectual property protection in cyberspace. John Perry Barlow, The Economy of Ideas, 2.03
Wired 84 (Mar. 1994). Barlow questions whether a right of property can or should exist in a
medium (digital networks) lacking physical structure or any significant cost of distribution. This
approach resonates with many in the computer hacker community who believe that “information
wants to be free.” Professor Lawrence Lessig explores and expands upon this perspective in his
books Free Culture: How Big Media Uses Technology and the Law to Lock Down Culture and
Control Creativity (2004) and The Future of Ideas: The Fate of the Commons in a Connected
World (2001), although his focus is not on eliminating intellectual property but on preserving
spaces free of such property. For historical analysis of Jefferson’s thinking and its application to
intellectual property, see Adam Mossoff, Who Cares What Thomas Jefferson Thought About
Patents? Reevaluating the Patent Privilege in Historical Context, 92 Cornell L. Rev. 953 (2007);
Justin Hughes, Copyright and Incomplete Historiographies—of Piracy, Propertization, and
Thomas Jefferson, 79 S. Cal. L. Rev. 993 (2006).What is likely to happen if we abolish the
concept of ownership of information on the Internet? In general? Consider the implications for
particular works of authorship: musical compositions, sound recordings, software, movies,
databases. Will people stop producing these works? Or will other types of incentives and
appropriation mechanisms (e.g., encryption, secrecy) continue to encourage invention and
creativity? What are the advantages and disadvantages of these alternative mechanisms? For a
controversial argument that we don’t need IP at all, see Michele Boldrin & David Levine, Against
Intellectual Monopoly (2007).ii. Ensuring Integrity of the MarketplaceUnlike patent and
copyright, trademark law does not protect innovation or creativity directly. Rather, it aims to
protect the integrity of the marketplace by prohibiting the use of marks associated with particular
manufacturers in ways that would cause confusion as to the sources of the goods. In so doing,
trademark law reduces consumer confusion and enhances incentives for firms to invest in
activities (including R&D) that improve brand reputation. This function, however, is part of a
larger framework of laws and institutions that regulate the quality of information in the
marketplace. See generally Peter S. Menell & Suzanne Scotchmer, Intellectual Property Law, in
2 Handbook of Law and Economics 1474, 1536-56 (A. Mitchell Polinsky & Steven Shavell eds.,
2007)The efficiency of the marketplace depends critically upon the quality of information
available to consumers. In markets in which the quality of goods is uniform or easily inspected at
the time of purchase, consumers can determine the attributes themselves and no information
problem arises. In many markets, however—such as used automobiles, computers, watches, as
well as designer handbags—an information asymmetry exists: sellers typically have better
information about their products or services than buyers can uncover without buying the product.
See George A. Ackerlof, The Market for “Lemons”: Quality Uncertainty and the Market
Mechanism, 84 Q.J. Econ. 488 (1970). Unscrupulous sellers will be tempted to make false or
misleading product claims or copy the trademark of a rival producer known for superior quality. It
is often easier to copy a trademark than to duplicate production techniques, quality assurance
programs, and the like. For example, two watches that look the same on the outside may have



very different mechanical features, manufacturing quality, and composition of materials
used.Proliferation of unreliable information in the marketplace increases consumers’ costs of
search and distorts the provision of goods. Consumers will have to spend more time and effort
inspecting goods, researching the product market, and testing products. Manufacturers will have
less incentive to produce quality goods as others will be able to free-ride on such reputations. In
markets for products where quality is costly to observe, high-quality manufacturers might not be
able to survive without effective mechanisms for policing the source of products and the
accuracy of claims relating to unobservable product characteristics.Trademarks, as concise and
unequivocal indicators of the source (e.g., Intel) and nature (e.g., Pentium) of particular goods,
counteract the “market for lemons” problem by communicating to consumers the enterprise
responsible for the goods and, in some cases, the specifications of the goods. The brand name
Coca-Cola, for example, informs the consumer of the maker of the soft drink beverage as well as
the taste that they can expect. If the product meets or exceeds expectations, then the trademark
owner gains a loyal customer who will be willing to pay a premium in future transactions; if the
product disappoints, then the trademark owner will have more difficulty making future sales to
that consumer (or will have to offer a discount to attract their business). In this way, trademarks
implicitly communicate unobservable characteristics about the quality of branded products,
thereby fostering incentives for firms to invest in product quality, even when such attributes are
not directly observable prior to a purchasing decision. Sellers who enter the high-quality
segment of the market must initially invest in building a strong reputation. Only after consumers
become acquainted with the attributes of their brand can they recoup these costs. As this
process unfolds, high-quality items can sell for a premium above their costs of production, since
consumers will expect them to be of high quality. Trademarks also facilitate efficient new
business models, such as franchising, which generate economies of scale and scope in
marketing and facilitate rapid business diffusion across vast geographic areas.The marking of
products also creates incentives for disreputable sellers to pass off their own wares as the
goods of better-respected manufacturers. Trademark law (as well as false advertising and unfair
competition laws more generally) harnesses the incentives of sellers in the marketplace to police
the use of marks and advertising claims of competitors. Sellers often have the best information
about the quality of products in the marketplace; they also have a direct stake in preventing
competitors from free-riding on their brand, reputation, and consumer loyalty. By creating private
causes of action, trademark and false advertising law take advantage of this informational base
and incentive structure as well as the vast, decentralized enforcement resources of trademark
owners to regulate the informational marketplace, effectively in the name of consumers.As with
patent and copyright law, the creation of intellectual property rights in words, phrases, logos, and
other identifying product features can entail several types of costs. Protection of descriptive
terms as trademarks can increase search costs and impair competition by raising the marketing
costs of competitors. For example, if a cookie manufacturer were to obtain a trademark on the
word “cookie,” then other companies interested in selling cookies would have a much more



difficult time communicating the nature of their goods to consumers. If, however, the trademark
was to “Mrs. Fields Cookies” and any protection for “cookies” was disclaimed, then potential
competitors would be able to describe their products in the most easily recognized manner and
would be able to develop their own marks—such as “ACME Cookies.” At a minimum, trademark
protection for descriptive terms significantly reduces the effective range of terms that others can
use commercially.More generally, trademark protection for descriptive terms can impede
competition. Gaining control over the most effective term for describing a product raises the
costs of potential competitors seeking to sell in that marketplace. By not being able to use a term
or means of communication most easily understood by the consuming public, the entrant must
bear higher marketing costs. Limitations on the use of trademarked terms for purposes of
comparative advertising would also impede vigorous competition.Trademark protection can also
interfere with both communicative and creative expression. Broad exclusive trademark rights
would limit the ability of others (including non-competitors) to comment on and poke fun at
trademarks and their owners. As we will see, various doctrines limit such adverse effects. But as
trademark protection has expanded beyond the traditional core—for example, to encompass a
broad conception of connection to, sponsorship of, and affiliation with a trademark owner—it
becomes more difficult to assess the boundaries, leading film and television production
companies, for example, to tread carefully (and increasingly incur the costs of licensing
transactions) in the use of trademarks in their works.COMMENTS AND QUESTIONS1.
Comparative Institutional Analysis. In addition to private rights of action for trademark
infringement and false advertising, several other mechanisms are available to provide and
regulate market information, such as deceit and fraud common law causes of action and
privately enforced consumer protection statutes, public regulation and public enforcement of
unfair competition laws, and industry self-regulation and certification organizations. How do
these institutions compare with trademark protection? Should they supplement or substitute for
trademark protection? See Dan L. Burk & Brett McDonnell, Trademarks and the Theory of the
Firm, 51 Wm. & Mary L. Rev. 345 (2009).2. Status Goods. Some trademarks also serve a more
ambiguous function: signaling status or identity for some consumers. Some have referred to
such commodities as “Veblen” goods, reflecting Thorstein Veblen’s theory of conspicuous
consumption. See Thorstein Veblen, The Theory of the Leisure Class: An Economic Study of
Institutions (1899). This theory posits that unlike normal goods, demand for status goods
increases with their price. Purchasers of such goods may be interested in being associated with
a particular brand—such as a Rolex watch, a t-shirt with the name and colors of a particular
university, or a corporate brand—possibly apart from whether it is authentic or the quality
associated with the authentic good. Some purchasers of such goods may well prefer a less
expensive, counterfeit version. They presumably would not be confused when purchasing such
goods (e.g., a Rolex watch sold on a street corner for $10). Of course, where both buyers and
sellers are aware of the difference between cheap imitations of a luxury good and the genuine
article, things might be different. It could be that cheap imitations in some ways promote sales of



the luxury good. See Jonathan Barnett, Shopping for Gucci on Canal Street: Status
Consumption, Intellectual Property and the Incentive Thesis, 91 Va. L. Rev. 1381 (2005).The
marketing of less expensive, lower quality imitations of status goods creates the possibility of
separate harm to the sellers and purchasers of authentic goods. The availability of counterfeit
articles could well divert some consumers who would otherwise purchase the authentic article,
although this effect is likely to be relatively small due to the large price differential and the
availability of the authentic goods for those who are interested. The lower quality of the
counterfeit goods could, however, erode the goodwill associated with the authentic
manufacturer through post-sale confusion—on-lookers who mistake the shoddier counterfeit
good for the authentic good and are thereby less inclined to purchase the authentic version,
thereby reducing sales by the trademark owner. In addition, due to the proliferation of non-easily
recognized “fakes,” prior and potential purchasers of the authentic “status” goods may be less
interested in owning a much less rare commodity. The value of ownership may be sullied. In
essence, status goods exhibit a negative network externality, whereby proliferation of such
goods erodes the value to prior purchasers. Should trademark law be concerned with this effect?
3. Protection Against Dilution. In 1996, Congress expanded trademark protection beyond the
prevention of consumer confusion to safeguard famous marks—such as Coca-Cola, Nike, Rolls
Royce, Disney, and Tiffany’s—against blurring (loss of distinctiveness) and tarnishment of brand
identity. As consumers develop their mental lexicon of brands, they associate both specific
products and general attributes with particular trademarks. For example, Rolls Royce connotes
both the source of a luxury automobile as well as a brand of uncompromising quality and ornate
styling (as well as high cost). If another company were to introduce Rolls Royce candy bars, it is
unlikely that many (if any) consumers would believe that the automobile manufacturer was the
source. Whether intended or not, the candy company might benefit from the particular general
attributes that the consuming public associates with the Rolls Royce brand. They might also gain
some “status” equity to the extent that consumers value the signal associated with a mark. Thus,
adopting the Rolls Royce name enables the newcomer some ability to free-ride on the general
brand reputation of the famous trademark owner.Such use, however, might impose some costs
on consumers and the owner of the famous trademark. As this new use of the Rolls Royce term
gained popularity, the association between the mark and a particular source would become
blurred. Furthermore, as more companies in unrelated markets adopt this moniker—Rolls Royce
tennis racquets, Rolls Royce landscaping, Rolls Royce tacos—the distinctive quality of the mark
would become further eroded. Over time, consumers would lose the non-product specific
identity (i.e., Rolls Royce as a brand of uncompromising quality and ornate styling) that the
original Rolls Royce mark once evoked. Arguably this raises consumers’ search costs:
consumers’ mental lexicon has become more difficult to parse. See Stacey L. Dogan & Mark A.
Lemley, The Merchandising Right: Fragile Theory or Fait Accompli?, 54 Emory L.J. 461
(2005).As another example, Disney has developed a strong reputation for wholesome, family
entertainment. If a pornographic filmmaker were to brand its films Disney Smut Productions, it is



unlikely that many consumers would be confused as to the source of such films. Nonetheless,
consumers’ shopping lexicon would arguably be distorted because the Disney name would
trigger associations with both family-oriented content and pornography. Such a negative
association could well injure the Disney Corporation’s brand equity.Anti-dilution protection
prevents this erosion of the distinctive quality of a mark by prohibiting famous marks from being
used by others—even in unrelated product markets and in non-confusing ways. This preserves
distinctive brands and affords the owners exclusive rights to carry their brand names into wholly
new markets (or not). We see examples of such brand migration in many markets. Sony
Corporation which honed its reputation in the consumer electronics marketplace, has now
developed products in the sound recording and motion picture marketplaces. Cross-branding,
such as the marketing of a Barbie doll adorned with Coca-Cola’s logo and a distinctive red
ensemble, is also increasingly common.What are the costs of anti-dilution protection? Is the
harm to consumers of non-confusing, diluting uses of famous marks likely to be significant?
Would scaling back or eliminating anti-dilution protection significantly weaken the incentives of
firms to invest in and maintain their brand equity?4. Distributive and Social JusticeIn A
Theory of Justice (1971)—probably the most influential work of political philosophy written in the
past century—John Rawls offers an “ideal contractarian” theory of distributive shares. To
determine the just allocation of the benefits and burdens of social life, he asks what distributive
principles would suitably disinterested persons choose. To ask what selfish people would want,
or what social contract would actually result from a convocation of all members of society, Rawls
argues, would ensure that the naturally smart or strong, or people who shared a particular race,
nationality, religion, or ideology, dominated the rest, if any agreement could be reached at all.
Rawls rejects this construction of the "original position" for choosing social rules—which more
libertarian philosophers, such as David Gauthier, come closer to favoring—because he finds this
consequence intuitively unacceptable. He assumes instead that the resources and opportunities
a person should have available should not depend primarily on how fortunate he or she was in
the natural lottery of talents and parents, or in what group that person happens to be
born.Rawls, therefore, tries to determine principles that rational people behind a “veil of
ignorance” would choose. Rawls contends that the veil must be quite opaque. It must, for
example, exclude from the minds of those choosing principles of justice all knowledge of their
own abilities, desires, parentage, and social stratum.Rawls concludes that people behind the
veil of ignorance would adopt what he calls the “difference principle.” They would agree, he says,
that the fundamental institutions of society should be arranged so that the distribution of
“primary goods”—not only wealth, income, and opportunities for work or leisure, but also what
Rawls terms the “bases of self-respect”—is to the maximal advantage of a representative
member of the least advantaged social class. Defining the least advantaged class and the
proper set of primary goods is difficult and contentious. In Political Liberalism (1993), Rawls
refines his theory of distributive justice in the following passage:[M]easures are required to
assure that the basic needs of all citizens can be met so that they can take part in political and



social life.About this last point, the idea is not that of satisfying needs as opposed to mere
desires and wants; nor is it that of redistribution in favor of greater equality. The constitutional
essential here is rather that below a certain level of material and social well-being, and of
training and education, people simply cannot take part in society as citizens, much less equal
citizens.Id. at 166.COMMENTS AND QUESTIONS1. Do you agree with Rawls that people
behind the veil of ignorance would agree that the fundamental institutions of society should be
arranged so that the distribution of “primary goods”—including property—is to the maximal
advantage of a representative member of the least advantaged social class? Would you agree
to this principle if you were behind a veil of ignorance?Consider political scientist James Q.
Wilson’s critique:[E]verybody in Rawls's universe is averse to risk; each wants to make certain
that, if he winds up on the bottom of the heap, the bottom is as attractive as possible.But many
people are in fact not averse to risk, they are risk takers; to them, a just society would be one in
which inequalities in wealth were acceptable provided that the people at the top of the heap got
there as a result of effort and skill. And even people who are not risk takers may endorse this
position because they think it fair that rewards should be proportional to effort, even if some
people lose out entirely. (These same people might also expect their church or government to
take care of those who lost out.) They have this view of fairness because they recognize that
people differ in talent, energy, temperament, and interests; that conflicts among such people are
inevitable; and that matching, as best one can, rewards to contributions is the best way of
handling that conflict. . . .Equality is a special and, as it turns out, rare and precarious case of
equity. Settled living, and in particular the accumulation of private property, makes equality of
outcomes impossible because inequality of contributions become manifest. The task of settled
societies is to devise ways of assuring that outcomes are proportional to worth, reasonably
defined.James Q. Wilson, The Moral Sense 73-76 (1993); see also Eric Rakowksi, Equal Justice
(1991) (advocating a more meritocratic “equality of fortune” that affords all members of society a
just initial distribution of resources but tolerates inequalities resulting from exercise of free will—
notably, occupational preferences, wise business decisions, and diligence in school, training,
and work).2. What do Rawls’ principles of distributive justice imply for the rights in intellectual
property? Doesn’t the essential mechanism of intellectual property protection—rewarding time-
limited monopoly power in exchange for advancing society’s knowledge base—inexorably
produce inequality?3. Justifying Intellectual Property? At a basic level, technological advance
produces higher standards of living. It enables society to accomplish more with fewer resources
and therefore increases productivity. Furthermore, no one is required to purchase IP-protected
goods. Therefore, in an exchange economy, only those who value such goods more than their
cost will purchase the goods. Moreover, patent and copyright protection eventually expire. At a
coarse level of granularity, modern societies have the benefit of all manner of innovation and
creativity—from sanitation technologies that support safe drinking water to telecommunications
and modern medicines. As such, innovation tends to reduce poverty and raise standards of
living in an absolute sense over the long run (but as John Maynard Keynes famously observed,



“In the long run we are all dead”). See Peter S. Menell, Property, Intellectual Property, and Social
Justice: Mapping the Next Frontier, 5 Brigham-Kanner Property Conference Journal
(forthcoming 2016); cf. Robert P. Merges, Justifying Intellectual Property (2011).4. Access to
Medicine. The argument that intellectual property protection increases productivity and
eventually becomes available to all affords little solace to those who cannot afford to purchase
patented, life-saving medicines. Should the patent rights give way for life-saving medicines and
treatments? To what extent would such a rule undermine the race to discover cures for disease?
Is unequal access to medicine best addressed through social insurance institutions? Cf. Amy
Kapczynski, Access to Knowledge Mobilization and the New Politics of Intellectual Property, 117
Yale L.J. 804 (2008); William W. Fisher & Talha Syed, Global Justice in Healthcare: Developing
Drugs for the Developing World, 40 U.C. Davis L. Rev. 581 (2007).5. Access to Culture and
Cumulative Creativity. We can also see distributive values in the broadening of expressive
opportunities for authors and artists. Since expression often builds on and reacts to prior
expressive works, such distributive values can run counter to the provision of exclusive rights.
Limiting doctrines and the fair use privilege implicitly cross-subsidizes cumulative creators. Such
freedom to build on the work of others can, however, adversely affect authors’ moral and
dignitary interests. See Molly Shaffer Van Houweling, Distributive Values in Copyright, 83 Tex. L.
Rev. 1535 (2005); see also Peter S. Menell, Adapting Copyright for the Mashup Generation, 164
U. Pa. L. Rev. 441 (2016).6. IP and Inequality. While the digital revolution has provided especially
rapid technological advance, it has also contributed to skewing of wealth distribution. Like the
technological advances of the Industrial Revolution, the Digital Revolution of the past several
decades—characterized by scalability of information technologies, network effects, and
displacement of labor by smart machines—has produced a new Gilded Age. See Menell,
Property, Intellectual Property, and Social Justice, supra; Erik Brynjolfsson & Andrew Mcafee,
Race Against The Machine: How The Digital Revolution Is Accelerating Innovation, Driving
Productivity, And Irreversibly Transforming Employment And The Economy (2011). Many of the
wealthiest people in the world are technology entrepreneurs. The sports and entertainment
professions, which depend critically upon copyright, trademark, and publicity right protections,
also contribute to high wealth for a relatively small “superstar” class.7. Gender and Racial
Equality. The concentration of wealth and economic leverage that intellectual property produces
places vast power in the hands of a relatively small group of entrepreneurs and their
representatives. The class of venture capitalists, corporate titans, Hollywood moguls, and
technology and entertainment lawyers reflect historical gender and race biases. See Menell,
Property, Intellectual Property, and Social Justice, supra; K.J. Greene, Intellectual Property at the
Intersection of Race and Gender: Lady Sings the Blues, 16 Am. U. J. Gender, Soc. Pol’y & L. 365
(2008). Yet copyright protection has been especially effective in providing whatever limited
“equality of opportunity” African-Americans have enjoyed in the United States. Indeed, for the
wealthiest African-Americans, copyright has been the most important form of property for social
and economic advancement. See Justin Hughes & Robert P. Merges, Copyright and Distributive



Justice, 92 Notre Dame L. Rev. (forthcoming 2016).Moreover, adequately funded and well-
produced film, art, music, and literature play an inestimable role in promoting social and cultural
understanding and tolerance. As much as lawyers emphasize the role of legal advocacy in
shifting the law, the television series Will and Grace likely had more influence in shifting the
nation’s and Supreme Court’s views on gay marriage than anything that lawyers argued.
Similarly, works such as To Kill a Mockingbird and The Help powerfully communicated the
indignity of the Jim Crow South. The public’s gradual embrace of R&B, jazz, and gospel—what
was once referred to as “race music”—played a critical role in building a more cohesive and
inclusive nation. See Menell, Property, Intellectual Property, and Social Justice, supra.8. IP and
the Environment. While motivating the development of better environmental technologies, the
patent system potentially constrains the diffusion of technological advances that seek to
ameliorate environmental harms. Even if advances in wind turbine and solar technologies
dramatically lowered the cost of producing electricity, distributing that energy to consumers
depends critically upon a grid infrastructure that can move decentralized sources of electricity to
market. Moreover, such energy must compete with harmful alternatives. Without fees to
internalize those harmful effects, renewable sources of energy face a competitive disadvantage.
Thus, intellectual property cannot be the sole policy to address problems like pollution and
climate change. Prizes, subsidies, and externality-internalizing fees on fossil fuels offer
complementary tools for balancing the R&D appropriability problem, the environmental
externalities of fossil fuel consumption, and the geopolitical distortions of reliance on oil. See
generally Peter S. Menell & Sarah M. Tran, Intellectual Property, Innovation and the Environment
(2014).PROBLEMProblem I-2. Building on your lifelong interest in music and computers, you
have just spent ten years creating a computer-based encyclopedia of music called Musipedia.
The encyclopedia includes text, snippets of recorded music (no longer than 60 seconds each),
pictures, and other graphics, all of which can be called up by the user.Like many other
multimedia products, your encyclopedia allows the user to select a topic of interest and see (or
hear) more about it. For example, from the opening menu, a user can select classical
composers, then select Mozart, and then choose from a biographical sketch, with text, pictures,
video clips, and samples of sheet music and audio recordings.To make it easier for computer
users to access all the information in your encyclopedia, you have used an “access interface”
similar to the widely used “MediaMate” interface written and made popular by billionaire
computer impresario Gil Bates. (Bates adapted the “MediaMate” interface from a publicly
available interface designed by the U.S. Army to teach electronics and other technical subjects
to recruits.) Although MediaMate has now become the standard interface program, Bates,
because of his prodigious programming talent, wrote the program in his spare time over several
weeks while watching soap operas. According to his autobiography, he “never broke a sweat”
while writing it.Since Bates’s company, MacroLoft, also owns many of the legal rights needed to
play music from such musicians as Jimi Hendrix and Aretha Franklin, you have decided it is time
to negotiate directly with Bates prior to placing your encyclopedia on the market. Note that



although Bates has received licenses in the relevant copyrights, it is widely known that some of
the musicians, notably Neil Young, who created the songs are not pleased with the use of short
snippets on low fidelity computer sound systems, some of which sound “tinny.”You are aware
that negotiating with Bates is far different from standard business practice. He is known to do all
negotiating standing up in an unheated room in a mountain cabin with no lawyers or assistants
of any kind. Most unusually, he is not interested at all in formal legal rights. Reflecting his
photographic memory of all of the great works of philosophy, he insists on negotiating from what
he calls “first principles.” This usually involves long discussions of who should have which rights
in which situations, and why.You would like to convince Bates to let you market your
encyclopedia without paying him any royalties for songs, the access interface, or anything else.
Failing this, you would like to keep these royalties to a minimum. What are your strongest
arguments? What are Bates’s best counter-arguments and how would you counter them?B.
Overview of Intellectual PropertyIntellectual property law has traditionally been taught along
doctrinal lines. Separate courses have covered patent, copyright, and trademarks, with trade
secrets often lost between the gaps. Yet the practice of intellectual property law increasingly cuts
across these lines. Computer technology companies, for example, frequently require lawyers to
address trade secret, copyright, patent, trademark, and antitrust issues simultaneously.
Moreover, from a purely practical standpoint, clients are ultimately interested in appropriating a
return from their investments, not in how many patents, copyrights, trademarks, or trade secrets
their lawyers can obtain. Thus, intellectual property lawyers must possess an integrated
understanding of these various fields to provide sound advice.With this objective in mind, our
book integrates the various modes of intellectual property in a functional manner. Nonetheless, it
is still necessary to devote significant time to mastering each of the distinct fields. Therefore, the
next five chapters survey the principal modes of intellectual property—trade secret, patent,
copyright, trademark/trade dress, and related state law doctrines—while emphasizing the
overlaps and interactions of the various bodies of law. Later chapters integrate this material and
explore advanced topics.Before we begin this more detailed study, however, a brief survey of the
overall landscape of intellectual property is in order. The following section sketches the elements
of each of the principal modes of intellectual property protection in a comparative framework.
These elements are summarized in Table 1-1. As an initial exploration, we conclude the chapter
with a problem highlighting the integrated nature of intellectual property law and the challenges
of applying its many branches to a real-world problem.TABLE 1-1Principal Modes of Legal
Protection for Intellectual WorkTrade secretPatentCopyrightTrademark/dressUnderlying
TheoryFreedom of contract; protection against unfair means of competitionLimited monopoly to
encourage production of utilitarian works in exchange for immediate disclosure and ultimate
enrichment of the public domainLimited (although relatively long-lived) monopoly to encourage
the authorship of expressive works; developed initially as a means of promoting
publishingPerpetual protection for distinctive nonfunctional names and dress to improve the
quality of information in the marketplaceSource of LawState statute (Uniform Trade Secrets Act);



common lawPatent Act (federal)Copyright Act (federal); common law (limited)Lanham Act
(federal); common law (unfair competition)Subject MatterFormula, pattern, compilation,
program, device, method, technique, processProcess, machine, manufacture, or composition of
matter; plants (asexually reproducing); designs—excluding: laws of nature, natural substances,
printed matter (forms), mental stepsLiterary, musical, choreographic, dramatic and artistic works
as well as computer software and aesthetic elements of useful articles limited by idea/
expression dichotomy (no protection for ideas, systems, methods, procedures); no protection for
facts/researchTrademarks; service marks; certification marks (e.g., Good Housekeeping);
collective marks (e.g., American Automobile Association); trade dress (§43(a)); no protection for
functional features, descriptive terms, geographic names, misleading aspects, or “generic” terms
(e.g., thermos)Standard for ProtectionInformation not generally known or available; reasonable
efforts to maintain secrecy; commercial valueNovelty; non-obviousness; and utility
(distinctiveness for plant patents; ornamentality for design patents)Originality; authorship;
fixation in a tangible mediumDistinctiveness; secondary meaning (for descriptive and
geographic marks); use in commerce (minimal); famous mark (for dilution protection)Scope of
ProtectionProtection against misappropriation—acquisition by improper means or unauthorized
disclosureExclusive rights to make, use, sell, offer to sell, or import innovation as Limited by
contribution to art; extends to ‘‘equivalents’’Rights of performance, display, distribution,
reproduction, derivative works; limited protection for attribution and integrity afforded some
works of visual art; protection against circumvention of technical protection measuresExclusive
rights in U.S.; likelihood of confusion; false designation of origin (§43(a)); dilution (for famous
marks)Period of ProtectionUntil becomes public knowledge20 years from filing (utility);
extensions up to 5 years for drugs, medical devices and additives; 15 years from issuance
(design)Life of author + 70 years; “works for hire”: minimum of 95 years after publication or 120
years after creationPerpetual, subject to abandonmentDisclosureLoss of protection (unless sub
rosa)Right to patent lost if inventor delays too long after publishing before filing application; full
disclosure is required as part of application; notice of patent required for damages in some
cases© notice and publication no longer required, but confer certain benefits® notice optional;
establishes prima facie evidence of validity, constructive knowledge of registration, confers
federal jurisdiction, becomes incontestable after 5 years of continuous use, authorizes treble
damages and attorney fees, and right to bar imports bearing infringing markRights of
OthersIndependent discovery; reverse engineeringOnly if licensed; can request reexamination
of patent by Patent OfficeFair use; compulsory licensing for musical compositions, cable TV, et
al.; independent creationTruthful reflection of source of product; fair and collateral use (e.g.,
comment)Costs of ProtectionSecurity expenses; personnel dissatisfaction; litigation costsFiling,
issue, and maintenance fees; litigation costsNone (protection attaches upon fixation);
publication requires notice; suit requires registration; litigation costsRegistration search; marking
product (optional—see above); litigation costsLicensing and AssignmentComplicated by
inherent nature of bargaining (seller wants guarantee before disclosure; buyer wants to know



what is offered)Encouraged by completeness of property rights, subject to antitrust
constraintsAssignor has termination right between 36th and 41st years following transferNo
naked licenses (owner must monitor licensee); no sales of trademark “in gross”RemediesCivil
suit for misappropriation; conversion, unjust enrichment, breach of contract; damages
(potentially treble) and injunctive relief; criminal prosecution for theftInjunctive relief and
damages (potentially treble); attorney fees (in exceptional cases)Injunction against further
infringement; destruction of infringing articles; damages (actual or profits); statutory ($200–
$150,000 damages within court’s discretion); attorney fees (within court’s discretion); criminal
prosecutionInjunction; accounting for profits; damages (potentially treble); attorney fees (in
exceptional cases); seizure and destruction of infringing goods; criminal prosecution for
trafficking in counterfeit goods or services1. Trade SecretTrade secret protection arises from
state law statutes and common law doctrines that protect against the misappropriation of
confidential information that is the subject of reasonable efforts to maintain secrecy. As such,
they are more akin to traditional tort and contract law than to patent or copyright law. While
protection for trade secrets has long been a part of the common law, most states today protect
trade secrets by statute. The federal government has taken a growing interest in protecting trade
secrets as concerns about international espionage and hacking have grown. The purpose of
protecting trade secrets is to prevent “theft” of information by unfair or commercially
unreasonable means. In essence, trade secret law is a form of private intellectual property law
under which creators establish contractual limitations or build legal “fences” that afford
protection from misappropriation.The definition of subject matter eligible for protection is quite
broad: business or technical information of any sort. To be protected by trade secret laws, the
information must be a secret. However, only relative and not absolute secrecy is required. In
addition, the owner of a trade secret must take reasonable steps to maintain its secrecy. Trade
secrets have no definite term of protection but may be protected only as long as they are secret.
Once a trade secret is disclosed, protection is lost.There is no state agency that “issues” (or
even registers) trade secrets. Rather, any information that meets the above criteria can be
protected. Courts will find misappropriation of trade secrets in two circumstances: (1) where the
secrets were obtained by theft or other improper means, or where they were used; or (2)
disclosed in violation of a confidential relationship agreement. However, trade secret laws do not
protect against independent discovery or invention. Nor do they prevent competitors from
“reverse engineering” a legally obtained product to determine the secrets contained inside.
Violations of trade secret law entitle the owner to damages and in some cases injunctions
against use or further disclosure.2. PatentPatent law is the classic example of an intellectual
property regime modeled on the utilitarian framework. Following the constitutional authorization
to promote progress in the “useful Arts,” what we would today call technology and scientific
discovery, patent law offers the possibility of a limited period of exclusive rights to encourage
research and development aimed at discovering new processes, machines, articles of
manufacture, and compositions of matter, and improvements thereof. The public benefits directly



through the spur to innovation and disclosure of new technology. After the term of the patent
expires, the innovation becomes part of the public domain, freely available to all.To obtain a
utility patent, an inventor must submit an application to the Patent and Trademark Office (PTO)
that meets five requirements: patentable subject matter, usefulness, novelty, nonobviousness,
and disclosure sufficient to enable others skilled in the art to make and use the invention. While
the threshold for usefulness is low, the novelty and non-obviousness standards are substantial,
and the PTO conducts an independent review of the application to ensure that it meets these
requirements. If the PTO grants the patent, the inventor obtains exclusive rights to make, use,
and sell the innovation for a term of up to 20 years (from the application filing date). The patent
grant is nearly absolute, barring even those who independently develop the invention from
practicing its art. Infringement will be found where the accused device, composition, or process
embodies all of the elements of a valid patent claim (or accomplishes substantially the same
function in substantially the same way to achieve the same result).The PTO also issues plant
patents for distinctive plants and design patents for ornamental designs for articles of
manufacture. Design patents have a term of 15 years (from issuance).3. CopyrightAlthough
the copyright and patent laws flow from the same constitutional basis and share the same
general approach—statutorily created monopolies to foster progress—they feature different
elements and rights, reflecting the very different fields of human ingenuity that they seek to
encourage. In general, copyrights are easier to secure and last substantially longer than patents,
although the scope of protection afforded copyrights is narrower and less absolute than that
given to patents.Copyright law covers the broad range of literary and artistic expression—
including books, poetry, song, dance, dramatic works, computer programs, movies, sculpture,
and paintings. Ideas themselves are not copyrightable, but the author’s particular expression of
an idea is protectable. A work must exhibit a modicum of originality and be fixed in a “tangible
medium of expression” to receive protection. Copyright protection attaches as soon as a work is
fixed. There is no examination by a governmental authority, although the Copyright Office
registers copyrightable works. Such registration is no longer required for validity, but U.S. authors
must register their works prior to filing an infringement suit. A copyright lasts for the life of the
author plus 70 years or a total of 95 years in the case of entity authors.The breadth and ease of
acquisition of copyright protection are balanced by the more limited rights that copyright law
confers. Ownership of a valid copyright protects a copyright holder from unauthorized copying,
public performance, and display, and it entitles the holder to make derivative works and to
control sale and distribution of the work. These rights, however, are limited in a number of ways.
Others may make ‘‘fair use’’ of the material in certain circumstances. The Copyright Act also
establishes compulsory licensing for musical compositions and cable television. A limited set of
moral rights protects against misattribution or destruction of a narrow class of works of visual
art.Copyright law protects only against copying of protected expression. Independent creation of
a copyrighted work does not violate the Copyright Act, nor does copying the unprotected
elements of a work. Therefore, copyright law must have some mechanism for determining when



a work has been copied illegally. While in rare cases direct proof of copying may be available,
usually it is not. In its place, courts infer copying from proof that the defendant has had access to
the plaintiff’s work combined with evidence that the two works are similar. Even if copying is
established, it must be further shown that the defendant’s work is substantially similar to
protected elements (e.g., excluding ideas) of the plaintiff’s work.With the proliferation of digital
technology, Congress has augmented traditional copyright protection by prohibiting the
circumvention of technical protection measures intended to prevent unauthorized use and
distribution of copyrighted works and alteration of copyright management information. These
new rights are subject to various exceptions and limitations.4. Trademark/Trade
DressTrademarks are also protected by state statute and common law as well as federal statute,
although the source of constitutional authority is different from that of the Patent and Copyright
Acts. Rather than deriving from a specific grant of constitutional power, federal power to regulate
trademarks and unfair competition is based on the Commerce Clause, which authorizes
Congress to regulate foreign and interstate commerce. Unlike patent and copyright protection,
trademark law did not evolve from a desire to stimulate particular types of economic activity.
Rather, its original purpose was to protect consumers from unscrupulous sellers attempting to fly
under the banner of someone else’s logo or identifying symbol. Trademark law has more
recently embraced incentive and natural rights rationales. The Lanham Act (the federal
trademark statute) protects words, symbols, and other attributes that serve to identify the nature
and source of goods or services. Examples of marks protectable under the Lanham Act include
corporate and product names, symbols, logos, slogans, pictures and designs, product
configurations, colors, and even smells. Not all such marks are protectable, however. To receive
trademark protection, a mark need not be new or previously unused, but it must represent to
consumers the source of the good or service identified. It cannot be merely a description of the
good itself or a generic term for the class of goods or services offered. Further, the identifying
mark may not be a functional element of the product itself but must serve a purely identifying
purpose. Since 1996, famous marks also receive federal protection against “dilution” by blurring
or tarnishment. Finally, trademark protection is directly tied to the use of the mark to identify
goods in commerce. Trademarks do not expire on any particular date but continue in force until
they are “abandoned” by their owner or become unprotectable.The PTO examines trademark
applications and issues trademark registrations that confer significant benefits upon the
registrants, including prima facie evidence of validity; constructive notice to others of the claim of
ownership; federal subject matter jurisdiction; incontestability after five years, which confers
exclusive right to use the mark; authorization to seek treble damages and attorney fees; and the
right to bar importation of goods bearing the infringing mark. Federal trademark registration,
however, is not necessary to obtain trademark protection. A trademark owner who believes that
another is using the same or a similar mark to identify competing goods can bring suit for
trademark infringement. Infringement turns on whether consumers are likely to be confused as
to the origin of the goods or services. If so, the trademark owner is entitled to an injunction



against the confusing use, damages for past infringement, and in some cases the seizure and
destruction of infringing goods.PROBLEMProblem I-3MEMORANDUMTo: AssociateFrom:
Senior PartnerRe: HEALTHWARE Inc.Janet Peterson called me yesterday about a new venture
that she plans to try to get off the ground. As you may know, Janet is a computer programmer
and a registered nurse. She has an interesting idea for a new venture and would like our advice
on how she might structure the business to have the best potential for success.She would like to
call the venture Healthware. Janet believes that she can tap into the diet/health/environmental/
mobile device craze by developing a user-friendly app that would monitor the user’s diet and
fitness activity. The user would input information on his or her health (e.g., age, weight, medical
history, dietary restrictions). Each day, the program would collect information on the user’s diet
and physical exercise. An accelerometer built into the user’s smartphone would collect exercise
information. The user could manually enter their food consumption, or could use a Quick
Response Code (a matrix barcode) reader to scan dietary information on a growing array of
packaged and restaurant foods. The software would periodically provide an analysis of the
user’s health, as well as suggestions for achieving the user’s goals, whether weight reduction,
better fitness, or general health. In addition, the program would compile a record of the user’s
activities which they could bring to annual physicals. Other subroutines would be available for
pregnant and lactating women, children, the elderly, diabetics, vegetarians, triathletes, etc.Janet
thinks that she could put together the diverse people necessary to pull this project off:
programmers, a nutritionist, a physician, a fitness consultant. She is concerned, however, that
one of these people could, after they are familiar with the product, develop a competing
program.What are the options for structuring Healthware? What problems do you foresee in
structuring this venture? Assuming that the product is popular, what are the major risks to
Healthware’s success? How can we structure Healthware so as to overcome these problems?
Chapter II: Trade Secret LawA. Introduction1. Historical Background2.
Theoretical Justifications for Trade Secretsi. Property Rightsii. Tort Lawiii. A
Third Way?3. Overview of Modern Trade Secret ProtectionB. Subject Matter1.
Defining Trade SecretsMetallurgical Industries Inc. v. Fourtek, Inc., United States Court of
Appeals for the Fifth Circuit, 790 F.2d 1195 (5th Cir. 1986)2. Reasonable Efforts to
Maintain SecrecyRockwell Graphic Systems, Inc. v. DEV Industries, Inc., United States Court of
Appeals for the Seventh Circuit, 925 F.2d 174 (7th Cir. 1991)3. Disclosure of Trade
Secretsi. Voluntary Disclosure by the Trade Secret Ownerii. Distributing a Product
that Embodies the Trade Secret to the Publiciii. Public Disclosure by a Third Partyiv.
Inadvertent Disclosurev. Government DisclosureC. Misappropriation of Trade
Secrets1. Improper MeansE. I. du Pont deNemours & Co. v. Christopher, United States
Court of Appeals for the Fifth Circuit, 431 F.2d 1012 (5th Cir. 1970)2. Confidential
RelationshipSmith v. Dravo Corp., United States Court of Appeals for the Seventh Circuit, 203
F.2d 369 (7th Cir. 1953)D. Defenses1. Independent Discovery and Reverse
EngineeringKadant, Inc. v. Seeley Machine, Inc., United States District Court for the Northern



District of New York, 244 F. Supp. 2d 19 (N.D.N.Y. 2003)2. Public Policy LimitationE.
Agreements to Keep SecretsWarner-Lambert Pharmaceutical Co. v. John J. Reynolds, Inc.,
United States District Court for the Southern District of New York, 178 F. Supp. 655 (S.D.N.Y.
1959)F. The Special Case of Departing Employees1. Employee Trade Secretsi.
The Common Law Obligation to Assign Inventionsii. Contracts That Restrict the Use of
Trade Secretsiii. Trailer Clauses2. Noncompetition AgreementsEdwards v. Arthur
Andersen LLP, Supreme Court of California, 81 Cal. Rptr. 3d 282 (Cal. 2008)3. The
“Inevitable Disclosure” of Trade SecretsPepsiCo, Inc. v. Redmond, United States Court of
Appeals for the Seventh Circuit, 54 F.3d 1262 (7th Cir. 1995)4. Nonsolicitation
AgreementsG. RemediesWinston Research Corp. v. 3M Corp., United States Court of
Appeals for the Ninth Circuit, 350 F.2d 134 (9th Cir. 1965)1. Criminal Trade Secret
Statutes2. Federal Criminal Liability for Trade Secret MisappropriationH. Federal
PreemptionKewanee Oil Co. v. Bicron Corp., Supreme Court of the United States, 416 U.S. 470
(1974)A. Introduction1. Historical BackgroundThe idea that information should be
protected against “theft” (which may include the physical taking of tangible goods containing
information or simply the copying or memorization of data) is a venerable one in the law. One
scholar traces the earliest legal protection against “misappropriation of trade secrets” to the
Roman empire. See A. Arthur Schiller, Trade Secrets and the Roman Law: The Actio Servi
Corrupti, 30 Colum. L. Rev. 837 (1930).[3] The Roman courts created a cause of action called
“actio servi corrupti” — literally, an action for corrupting a slave. According to Schiller, the actio
servi corrupti was used to protect slave owners from third parties who would “corrupt” slaves (by
bribery or intimidation) into disclosing their owners’ confidential business information. The law
made such third parties liable to the slave owner for twice the damages he suffered as a result of
the disclosure.While scholarship has cast some doubt on the enforcement of trade secret
protection in the Roman empire, see Alan Watson, Trade Secrets and Roman Law: The Myth
Exploded, 11 Tul. Eur. & Civ. L.F. 19 (1996), the concept that so-called business or “trade
secrets” were entitled to legal protection spread rapidly throughout the world. As early as the
Renaissance, most European nation-states had laws that protected businesses (notably, the
guild cartels) from those who used their secret processes and ideas without permission. During
the Industrial Revolution, courts and legislatures translated these early laws into statutes that
protected “industrial secrets.” Many of these statutes are still in force today, albeit in modified
form.The modern trade secret regime traces most clearly and directly to the Industrial
Revolution. In preindustrial economies, craftsmen passed along their knowledge of the trade to
their apprentice with the understanding that the know-how would be kept secret during the
apprenticeship period. See Catherine L. Fisk, Working Knowledge: Trade Secrets, Restrictive
Covenants in Employment, and the Rise of Corporate Intellectual Property, 1800–1920, 52
Hastings L.J. 441, 450-51 (2001). After this training, the apprentice was free to practice the
trade. These protections were reinforced by custom, trade guilds, and close-knit communities.
See Carlo M. Cipolla, Before the Industrial Revolution: European Economy and Society



1000-1700 (2d ed. 1980).This informal system, governed principally through social norms and
restrictions on apprentice mobility through mandatory periods of service, eroded as
industrialization shifted production to factories and labor mobility increased. Factories operated
on a far larger scale than traditional craft enterprises and without the social and guild constraints
on the dissemination of proprietary techniques and know-how. While patents afforded protection
for larger, discrete advances, smaller-bore, incremental know-how was more vulnerable to
misappropriation in the impersonal, specialized factory setting. By the early nineteenth century,
factory owners in England pressed for a broader form of protection for workplace trade secrets.
The know-how behind industrial processes gradually gained recognition and enforcement by
common law courts. See Newbery v. James, 35 Eng. Rep. 1011, 1011-12 (Ch.) (1817); Fisk,
supra, at 450-88. The practice spread to the United States by the mid-nineteenth century and
developed rapidly. See Vickery v. Welch, 36 Mass. (19 Pick.) 523, 525–27 (1837).Trade secret
protection could encompass information that was not generally known to the public so long as
the employer undertook reasonable precautions to preserve secrecy. This latter requirement
brought non-disclosure agreements (“NDAs”) into common practice. Failure to guard against
disclosure of trade secrets by employees and contractors would jeopardize trade secret
protection.The emerging law of trade secrets was thus collected in the Restatement of Torts,
published in 1939. The Restatement protected as a trade secret any information “used in one’s
business” that gives its owner “an opportunity to obtain an advantage over competitors who do
not know or use it,” so long as the information was in fact a secret. When the Restatement
(Second) of Torts was published in 1979, the authors omitted sections 757 and 758 on the
grounds that the law of trade secrets had developed into an independent body of law that no
longer relied on general principles of tort law. Nonetheless, the original Restatement has
remained influential because so many judicial decisions have relied on it, and statutes and other
key sources have integrated its tenets.By the mid-twentieth century, “the body of state and
federal law that ha[d] traditionally coped with [industrial espionage] languish[ed] in a deepening
maze of conflict and confusion.” See Note, Theft of Trade Secrets: The Need for a Statutory
Solution, 120 U. Pa. L. Rev. 378 (1971). Recognizing this doctrinal muddle and the growing
economic importance of trade secret protection, the American Bar Association established a
special committee to investigate the drafting of a uniform trade secret act to harmonize
protection among the states in 1968. Over the course of the next decade, that committee drafted
and refined the Uniform State Trade Secrets Act (UTSA), which the National Commission on
Uniform State Laws promulgated in 1979. The UTSA has since been adopted by 47 states and
the District of Columbia. In the 1990s, the American Law Institute integrated trade secret law into
the Restatement (Third) Of Unfair Competition. In 2016, Congress enacted the Defend Trade
Secrets Act, which brought uniformity of federal law without significantly changing the rules that
have developed in state law. Before turning to these modern sources of trade secret protection, it
will useful to examine the principles undergirding trade secret protection.2. Theoretical
Justifications for Trade SecretsTrade secret law has long been justified on one of two competing



grounds. Some treat trade secrets as a form of property, while others view it as a law grounded
in unfair competition.i. Property RightsSome jurists have conceptualized “intellectual
property” as a species of the broader concept of “property.” In addressing whether government
disclosure of proprietary information constituted a taking under the Fifth Amendment to the U.S.
Constitution, the Supreme Court held that trade secrets constituted a form of property.
Ruckelshaus v. Monsanto Co., 467 U.S. 986, 1001-04 (1984). In finding that trade secrets were
“property,” the court reasoned in part that “[t]rade secrets have many of the characteristics of
more tangible forms of property. A trade secret is assignable. A trade secret can form the res of a
trust, and it passes to a trustee in bankruptcy.” Id. at 1002-04.Courts routinely characterized
trade secrets as “property”[4] and granted injunctive relief to prevent their disclosure. The nature
of the “property” interest was, however, limited by the relational character of trade secrets. See
Robert G. Bone, A New Look at Trade Secret Law: Doctrine in Search of Justification, 86 Cal. L.
Rev. 241, 251-60 (1998). As the court in Peabody v. Norfolk, 98 Mass. 452, 458 (1868), noted, if
a party “invents or discovers and keeps secret a process of manufacture, whether a proper
subject for a patent or not, he has not indeed an exclusive right to it as against the public, or
against those who in good faith acquire knowledge of it, but he has property in it which a court of
chancery will protect against one who, in violation of contract and breach of confidence,
undertakes to apply it to his own use, or to disclose it to third persons.” The court explained that
courts of equity would intervene to “prevent such a breach of trust, when the injury would be
irreparable and the remedy at law inadequate, is well established by authority.” Thus, injunctions
were available for breaches of trust “in the course of confidential employment.”Treatment of trade
secrets as property rights vested in the trade secret “owner” is consistent with a view of trade
secrets law as providing an additional incentive to innovate, beyond those provided in patent law.
The Supreme Court has offered some support for this incentive view:Certainly the patent policy
of encouraging invention is not disturbed by the existence of another form of incentive to
invention. In this respect the two systems are not and never would be in conflict. . . .Trade secret
law will encourage invention in areas where patent law does not reach, and will prompt the
independent innovator to proceed with the discovery and exploitation of his invention.
Competition is fostered and the public is not deprived of the use of valuable, if not quite
patentable, invention.Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470, 481-85 (1974).ii.
Tort LawAn alternate explanation for much of trade secrets law is what might be described as a
“duty-based” theory, or what Melvin Jager calls “the maintenance of commercial morality.” 1
Melvin Jager, Trade Secrets Law §1.03, at 1-4. As noted above, Justice Oliver Wendell Holmes
questioned the “property” view of trade secrets in E.I. du Pont & Co. v. Masland, 244 U.S. 100,
102 (1917), preferring to characterize these rights in relational terms. As Justice Holmes
explained,the word ‘property’ as applied to . . . trade secrets is an unanalyzed expression of
certain secondary consequences of the primary fact that the law makes some rudimentary
requirements of good faith. Whether the plaintiffs have any valuable secret or not, the defendant
knows the facts, whatever they are, through a special confidence that he accepted. The property



may be denied, but the confidence cannot be. Therefore, the starting point for the present matter
is not property or due process of law, but that the defendant stood in confidential relations with
the plaintiffs.E.I. duPont de Nemours Powder Co. v. Masland, 244 U.S. 100, 102 (1917).[5]
Closely related to Masland’s theory of “breach of confidence” is the contract basis for trade
secret law. While not always applicable, many trade secret cases arise out of a “duty” explicitly
stated in a contract, such as a technology license or an employment agreement. The tort-based
theory of breach of duty merges in those cases with a standard common law action for breach of
contract. Cf. Robert G. Bone, A New Look at Trade Secret Law: Doctrine in Search of
Justification, 86 Cal. L. Rev. 241 (1998) (questioning any distinct theoretical justification for trade
secret law and arguing that contract and tort doctrines provide a proper foundation).Trade secret
law has long been grounded in what has been termed “commercial morality.” See Melvin F.
Jager, Trade Secrets Law §1:3 (2013) (“[t]he Anglo-American common law . . . began to develop
protection for business secrets to enhance commercial morality and good-faith dealings in
business”); Bone, 86 Cal. L. Rev. at 244 (“Trade secret law is grounded in “relationally specific
duties,” such as “disloyal employees who use or disclose their employers’ secrets in violation of
a duty of confidence stemming from the employer-employee relationship”).The Eastman case
illustrates the principle in action. See Eastman Co. v. Reichenbach, 20 N.Y.S. 110, 110, 116 (N.Y.
Sup. Ct. 1892), aff’d sub nom. Eastman Kodak Co. v. Reighenbach, 29 N.Y.S. 1143 (N.Y. Gen.
Term 1894). In the late nineteenth century, Eastman (Kodak), a pioneering developer of
photographic technology, brought suit against former high-level employees who departed to
start a competing business using secret information that they helped develop at Eastman. They
had executed assignment agreements covering all inventions, discoveries, and improvements in
photography that they might make, discover, or invent while at Eastman and agreed to maintain
company secrets in strict confidence and not to disclose or make improper use of them. The
court enjoined defendants’ competing venture on the ground that[t]his is not legitimate
competition, which it is always the policy of the law to foster and encourage, but it is contra
bonos mores [against good morals], and constitutes a breach of trust which a court of law, and
much less a court of equity, should not tolerate.20 N.Y.S. at 116.This theme pervades trade
secret law. As the Supreme Court recognized in Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470
(1974), its landmark decision holding that federal patent law does not preempt state trade secret
protection, “[t]he maintenance of standards of commercial ethics and the encouragement of
invention are the broadly stated policies behind trade secret law. ‘The necessity of good faith
and honest faith dealing is the very life and spirit of the commercial world.’” Id. at 481–82 (1974)
(quoting National Tube Co. v. Eastern Tube Co., 3 Ohio Cir.Ct.R., N.S., 459, 462 (1902), aff’d, 69
Ohio St. 560, 70 N.E. 1127 (1903)).iii. A Third Way?Professor Mark Lemley argues that
trade secrets make sense not so much as real property, but as intellectual property—that is, as
government policy designed to promote innovation and, ironically, to encourage efficient
disclosure of secrets. Mark A. Lemley, The Surprising Virtues of Treating Trade Secrets as IP
Rights, 61 Stan. L. Rev. 311 (2008).The promotion of innovation principle resonates with a



property view of trade secrets. Protecting against the theft of proprietary information encourages
investment in such information. By contrast, the commercial morality concern aims to deter
wrongful acts and is therefore sometimes described as a tort theory. Here the aim of trade secret
law is to punish and prevent illicit behavior and even to uphold reasonable standards of
commercial behavior. Under the tort theory trade secret protection is not explicitly about
encouraging investments. It is plain, however, that one consequence of deterring wrongful
behavior would be to encourage investment in trade secrets. Hence, despite their conceptual
differences, the tort and property/incentive approaches to trade secrets may well push in the
same direction.The Kewanee Oil opinion similarly recognized an IP-related goal of trade secret
protection: encouragement of research and development. The Court recognized thateven
though a discovery may not be patentable, that does not destroy the value of the discovery to
one who makes it, or advantage the competitor who by unfair means, or as the beneficiary of a
broken faith, obtains the desired knowledge without himself paying the price in labor, money, or
machines expended by the discoverer.Id. at 482 (quoting A. O. Smith Corp. v. Petroleum Iron
Works Co., 73 F.2d 531, 539 (6th Cir. 1934). The Court emphasized “the importance of trade
secret protection to the subsidization of research and development and to increased economic
efficiency within large companies through the dispersion of responsibilities for creative
developments.” See id. (citing Wexler v. Greenberg, 399 Pa. 569, 578-79, 160 A.2d 430, 434-435
(Penn. S.Ct. 1960)). This aligns with Justice Gray’s declaration, in an early seminal case, that “it
is the policy of the law, for the advantage of the public, to encourage and protect invention and
commercial enterprise.” Peabody v. Norfolk, 98 Mass. at 458.3. Overview of Modern Trade
Secret ProtectionToday, every one of the United States protects trade secrets in some form or
another. Improper use or disclosure of a trade secret was traditionally a common law tort. As
noted earlier, the Uniform Trade Secrets Act has come to unify trade secret protection
notwithstanding its predominately state law foundation. The Restatement of Torts, §§757, 758 as
well as the Restatement (Third) of Unfair Competition also serve as valuable sources for
navigating trade secret protection.Only New York, North Carolina, and Massachusetts have not
adopted the UTSA, although North Carolina’s trade secret statute borrows heavily from the
UTSA. New York and Massachusetts protect trade secrets under common law, applying the
Restatement of Torts framework. Because of the Uniform Act’s importance, we reproduce its
primary provisions here.Uniform Trade Secrets Act, with 1985 Amendments§1. DefinitionsAs
used in this [Act], unless the context requires otherwise:(1) “Improper means” includes theft,
bribery, misrepresentation, breach or inducement of a breach of a duty to maintain secrecy, or
espionage through electronic or other means;(2) “Misappropriation” means:(i) acquisition of a
trade secret of another by a person who knows or has reason to know that the trade secret was
acquired by improper means; or(ii) disclosure or use of a trade secret of another without express
or implied consent by a person who(A) used improper means to acquire knowledge of the trade
secret; or(B) at the time of disclosure or use, knew or had reason to know that his knowledge of
the trade secret was(I) derived from or through a person who had utilized improper means to



acquire it;(II) acquired under circumstances giving rise to a duty to maintain its secrecy or limit
its use; or(III) derived from or through a person who owed a duty to the person seeking relief to
maintain its secrecy or limit its use; or(C) before a material change of his [or her] position, knew
or had reason to know that it was a trade secret and that knowledge of it had been acquired by
accident or mistake. . . .(4) “Trade secret” means information, including a formula, pattern,
compilation, program, device, method, technique, or process, that:(i) derives independent
economic value, actual or potential, from not being generally known to, and not being readily
ascertainable by proper means by, other persons who can obtain economic value from its
disclosure or use, and(ii) is the subject of efforts that are reasonable under the circumstances to
maintain its secrecy.The federal Defend Trade Secrets Act, enacted in 2016, was “modeled on
the Uniform Trade Secrets Act,” H. Rep. No. 114-529, 114th Cong., 2d Sess., Defend Trade
Secrets Act of 2016, (2016). It defines both trade secret and misappropriation using the
language of the UTSA. The DTSA augments the UTSA by defining “improper means”:(A)
includes theft, bribery, misrepresentation, breach or inducement of a breach of a duty to
maintain secrecy, or espionage through electronic or other means; and(B) does not include
reverse engineering, independent derivation, or any other lawful means of acquisition.A trade
secret claim can be broken down into three essential elements. First, the subject matter involved
must qualify for trade secret protection: it must be the type of knowledge or information that
trade secret law was meant to protect, and it must not be generally known to all. On eligible
subject matter, the current trend, exemplified once again by the UTSA, is to protect as a trade
secret any valuable information so long as the information is capable of adding economic value
to the plaintiff. The requirement that the information not be generally known follows from the
label trade secret. The requirement is meant to ensure that no one claims intellectual property
protection for information commonly known in a trade or industry.The second element to be
established by the plaintiff in a trade secret case is that the plaintiff, holder of the trade secret,
took reasonable precautions under the circumstances to prevent its disclosure. Courts have
shown some confusion over the rationale for this requirement. Some see in it evidence that the
trade secret is valuable enough to bother litigating; others argue that where the plaintiff has
taken reasonable precautions, chances are that a defendant acquired the trade secret
wrongfully. Whatever the justification, it is clear that no one may let information about products
and operations flow freely to competitors at one time and then later claim that competitors have
wrongfully acquired valuable trade secrets. To establish the right to sue later, one must be
consistently diligent in protecting information. As always, however, the presence of the term
“reasonable” ensures close cases and difficult line-drawing for courts, a theme reflected in
several of the cases that follow.Finally, a trade secret plaintiff also must prove that the defendant
acquired the information wrongfully—in a word, that the defendant misappropriated the trade
secret. Just because a person’s information is valuable does not make it wrong for another to
use it or disclose it. But use or disclosure is wrong, in the eyes of trade secret law, when the
information is acquired through deception, skullduggery, or outright theft. As we will see in the



cases that follow, close cases abound in this area because of the creativity of competitors in
rooting out information about their rivals’ businesses and products.In many cases, a defendant’s
use or disclosure is wrongful because of a preexisting obligation to the plaintiff not to disclose or
appropriate the trade secret. Such an obligation can arise in either of two ways: explicitly, by
contract; and implicitly, because of an implied duty. A classic example of an implied duty is the
case of an employee. Even in the absence of an explicit contract, most employees are held to
have a duty to protect their employers’ interests in their secret practices and information. Even
where the duty arises by explicit contract, however, public policy limitations on the scope and
duration of the agreement will often come into play, in some cases resulting in substantial
judicial modification of the explicit obligations laid out in the contract.B. Subject Matter1.
Defining Trade SecretsMetallurgical Industries Inc. v. Fourtek, Inc., United States Court of
Appeals for the Fifth Circuit, 790 F.2d 1195 (5th Cir. 1986)Gee, Circuit Judge:Today’s case
requires us to review Texas law on the misappropriation of trade secrets. Having done so, we
conclude that the district court misconceived the nature and elements of this cause of action, a
misconception that led it to direct a verdict erroneously in favor of appellee Bielefeldt. We also
conclude that the court abused its discretion in excluding certain evidence. Accordingly, we
affirm in part, reverse in part, and remand the case for a new trial.I. Facts of the CaseWe
commence with a brief description of the scientific process concerned. Tungsten carbide is a
metallic compound of great value in certain industrial processes. Combined with the metal
cobalt, it forms an extremely hard alloy known as “cemented tungsten carbide” used in oil drills,
tools for manufacturing metals, and wear-resistant coatings. Because of its great value,
reclamation of carbide from scrap metals is feasible. For a long time, however, the alloy’s
extreme resistance to machining made reclamation difficult. In the late 1960’s and early 1970’s,
a new solution — known as the zinc recovery process — was devised, a solution based on
carbide’s reaction with zinc at high temperatures. In the crucibles of a furnace, molten zinc will
react with the cobalt in the carbide to cause swelling and cracking of the scrap metal. After this
has occurred, the zinc is distilled from the crucible, leaving the scrap in a more brittle state. The
carbide is then ground into a powder, usable in new products as an alternative to virgin carbide.
This process is the generally recognized modern method of carbide reclamation.Metallurgical
Industries has been in the business of reclaiming carbide since 1976, using the more primitive
“cold-stream process.” In the mid-1970’s, Metallurgical began to consider using the zinc
recovery process. In that connection, it came to know appellee Irvin Bielefeldt, a representative
of Therm-O-Vac Engineering & Manufacturing Company (Therm-O-Vac). Negotiations led to a
contract authorizing Therm-O-Vac to design and construct two zinc recovery furnaces, the
purchase order for the first being executed in July 1976.The furnace arrived in April 1977.
Dissatisfied with its performance, Metallurgical modified it extensively. First, it inserted chill
plates in one part of the furnace to create a better temperature differential for distilling the zinc.
Second, Metallurgical replaced the one large crucible then in place with several smaller
crucibles to prevent the zinc from dispersing in the furnace. Third, it replaced segmented heating



elements which had caused electric arcing with unitary graphite heating elements. Last, it
installed a filter in the furnace’s vacuum-pumps, which zinc particles had continually clogged.
These efforts proved successful and the modified furnace soon began commercial operation.. . .
[M]etallurgical returned to Therm-O-Vac for its second furnace. A purchase order was signed in
January 1979, and the furnace arrived that July. Further modifications again had to be made, but
commercial production was allegedly achieved in January 1980.In 1980, after Therm-O-Vac
went bankrupt, Bielefeldt and three other former Therm-O-Vac employees — Norman
Montesino, Gary Boehm, and Michael Sarvadi — formed Fourtek, Incorporated. Soon
thereafter, Fourtek agreed to build a zinc recovery furnace for appellee Smith International,
Incorporated (Smith). . . .Metallurgical . . . brought a diversity action against Smith, Bielefeldt,
Montesino, Boehm, and Sarvadi in November 1981. In its complaint, Metallurgical charged the
defendants with misappropriating its trade secrets. . . . [Trial] testimony indicated Metallurgical’s
frequent notices to Bielefeldt that the process was a secret and that the disclosures to him were
made in confidence. Another witness recounted meetings in which the modifications were
agreed to. Bielefeldt was allegedly unconvinced about the efficacy of these changes and
contributed little to the discussion. Metallurgical also presented evidence that it had expended
considerable time, effort, and money to modify the furnaces.[The district court nonetheless
granted defendants’ motions for directed verdicts.] The principal reason advanced was the
court’s conclusion that no trade secret is involved. At trial, Metallurgical acknowledged that the
individual changes, by themselves, are not secrets; chill plates and pump filters, for example, are
well-known. Metallurgical’s position instead was that the process, taken as a whole, is a trade
secret in the carbide business. The court, however, refused to recognize any protection Texas
law provides to a modification process. It also concluded that the information Bielefeldt obtained
from working with Metallurgical is too general to be legally protected. Finally, it ruled that
“negative know-how”—the knowledge of what not to do — is unprotected. . . .III. Defining a
“Trade Secret”We begin by reviewing the legal definition of a trade secret. Of course, to qualify
as one, the subject matter involved must, in fact, be a secret; “matters of general knowledge in
an industry cannot be appropriated by one as his secret.” Wissman v. Boucher, 150 Tex. 326,
240 S.W.2d 278, 280 (Tex. 1951); see also Zoecon Industries v. American Stockman Tag Co.,
713 F.2d 1174, 1179 (5th Cir. 1983) (“a customer list of readily ascertainable names and
addresses will not be protected as a trade secret”). Smith emphasizes the absence of any secret
because the basic zinc recovery process has been publicized in the trade. Acknowledging the
publicity of the zinc recovery process, however, we nevertheless conclude that Metallurgical’s
particular modification efforts can be as yet unknown to the industry. A general description of the
zinc recovery process reveals nothing about the benefits unitary heating elements and vacuum
pump filters can provide to that procedure. That the scientific principles involved are generally
known does not necessarily refute Metallurgical’s claim of trade secrets.Metallurgical,
furthermore, presented evidence to back up its claim. One of its main witnesses was Arnold
Blum, a consultant very influential in the decisions to modify the furnaces. Blum testified as to his



belief that Metallurgical’s changes were unknown in the carbide reclamation industry. The
evidence also shows Metallurgical’s efforts to keep secret its modifications. Blum testified that
he noted security measures taken to conceal the furnaces from all but authorized personnel.
The furnaces were in areas hidden from public view, while signs warned all about restricted
access. Company policy, moreover, required everyone authorized to see the furnace to sign a
non-disclosure agreement. These measures constitute evidence probative of the existence of
secrets. One’s subjective belief of a secret’s existence suggests that the secret exists. Security
measures, after all, cost money; a manufacturer therefore presumably would not incur these
costs if it believed its competitors already knew about the information involved. In University
Computing Co. v. Lykes-Youngstown Corp., 504 F.2d 518, 535 (5th Cir. 1974), we regarded
subjective belief as a factor to consider in determining whether secrecy exists. Because
evidence of security measures is relevant, that shown here helps us conclude that a reasonable
jury could have found the existence of the requisite secrecy.Smith argues, however, that
Metallurgical’s disclosure to other parties vitiated the secrecy required to obtain legal protection.
Metallurgical revealed its information to Consarc Corporation in 1978; it also disclosed
information in 1980 to La Floridienne, its European licensee of carbide reclamation technology.
Because both these disclosures occurred before Bielefeldt allegedly misappropriated the
knowledge of modifications, others knew of the information when the Smith furnace was built.
This being so, Smith argues, no trade secret in fact existed.Although the law requires secrecy, it
need not be absolute. Public revelation would, of course, dispel all secrecy, but the holder of a
secret need not remain totally silent:He may, without losing his protection, communicate to
employees involved in its use. He may likewise communicate it to others pledged to secrecy. . . .
Nevertheless, a substantial element of secrecy must exist, so that except by the use of improper
means, there would be difficulty in acquiring the information.Restatement of Torts, §757
Comment b (1939). We conclude that a holder may divulge his information to a limited extent
without destroying its status as a trade secret. To hold otherwise would greatly limit the holder’s
ability to profit from his secret. If disclosure to others is made to further the holder’s economic
interests, it should, in appropriate circumstances, be considered a limited disclosure that does
not destroy the requisite secrecy. The only question is whether we are dealing with a limited
disclosure here. . . .Looking. . . to the policy considerations involved, we glean two reasons why
Metallurgical’s disclosures to others are limited and therefore insufficient to extinguish the
secrecy Metallurgical’s other evidence has suggested. First, the disclosures were not public
announcements; rather, Metallurgical divulged its information to only two businesses with whom
it was dealing. This case thus differs from Luccous v. J. C. Kinley Co., 376 S.W.2d 336 (Tex.
1964), in which the court concluded that the design of a device could not be a trade secret
because it had been patented — and thus revealed to all the world — before any dealing
between the parties. Second, the disclosures were made to further Metallurgical’s economic
interests. Disclosure to Consarc was made with the hope that Consarc could build the second
furnace. A long-standing agreement gave La Floridienne the right, as a licensee, to the



information in exchange for royalty payments. Metallurgical therefore revealed its discoveries as
part of business transactions by which it expected to profit.Metallurgical’s case would have been
stronger had it also presented evidence of confidential relationships with these two companies,
but we are unwilling to regard this failure as conclusively disproving the limited nature of the
disclosures. Smith correctly points out that Metallurgical bears the burden of showing the
existence of confidential relationships. Contrary to Smith’s assertion, however, confidentiality is
not a requisite; it is only a factor to consider. Whether a disclosure is limited is an issue the
resolution of which depends on weighing many facts. The inference from those facts, construed
favorably to Metallurgical, is that it wished only to profit from its secrets in its business dealings,
not to reveal its secrets to the public. We therefore are unpersuaded by Smith’s
argument.Existing law, however, emphasizes other requisites for legal recognition of a trade
secret. In Huffines, 314 S.W.2d 763, a seminal case of trade secret law, Texas adopted the
widely-recognized pronouncements of the American Law Institute’s Restatement of the Law. The
Texas Supreme Court quoted the Restatement’s definition of a trade secret:A trade secret may
consist of any formula, pattern, device, or compilation of information which is used in one’s
business, and which gives him an opportunity to obtain an advantage over competitors who do
not know or use it. It may be a chemical compound, a process of manufacturing, treating or
preserving materials, a pattern for a machine or other device or a list of customers.Id. at 776,
quoting Restatement of Torts, §757 Comment b (1939). From this the criterion of value to the
holder of the alleged secret arises. . . .Metallurgical met the burden of showing the value of its
modifications. Lawrence Lorman, the company’s vice president, testified that the zinc recovery
process gave Metallurgical an advantage over its two competitors by aiding in the production of
the highest quality reclaimed carbide powder. The quality of the powder, in fact, makes it an
alternative to the more costly virgin carbide. Lorman testified that customers regarded
Metallurgical’s zinc reclaimed powder as a better product than that reclaimed by the coldstream
process used by others. This evidence clearly indicates that the modifications that led to the
commercial operation of the zinc recovery furnace provided a clear advantage over the
competition.Another requisite is the cost of developing the secret device or process. In Huffines’
companion case, K&G Oil, Tool & Service Co. v. G&G Fishing Tool Service, 158 Tex. 594, 314
S.W.2d 782, 790, 117 U.S.P.Q. (BNA) 471 (Tex. 1958), the court recognized the cost involved in
developing the device in question; “the record shows . . . that much work and ingenuity have
been applied to the development of a practical and successful device.” See also Zoecon
Industries, 713 F.2d at 1179 (“even if the names and addresses were readily ascertainable
through trade journals as the defendants allege, the other information could be compiled only at
considerable expense”). No question exists that Metallurgical expended much time, effort, and
money to make the necessary changes. It clearly has met the burden of demonstrating the effort
involved in making a complex manufacturing process work.That the cost of devising the secret
and the value the secret provides are criteria in the legal formulation of a trade secret shows the
equitable underpinnings of this area of the law. It seems only fair that one should be able to keep



and enjoy the fruits of his labor. If a businessman has worked hard, has used his imagination,
and has taken bold steps to gain an advantage over his competitors, he should be able to profit
from his efforts. Because a commercial advantage can vanish once the competition learns of it,
the law should protect the businessman’s efforts to keep his achievements secret. As is
discussed below, this is an area of law in which simple fairness still plays a large role.We do not
say, however, that all these factors need exist in every case. Because each case must turn on its
own facts, no standard formula for weighing the factors can be devised. Secrecy is always
required, of course, but beyond that there are no universal requirements. In a future case, for
example, should the defendant’s breach of confidence be particularly egregious, the injured
party might still seek redress in court despite the possibility that the subject matter was
discovered at little or no cost or that the object of secrecy is not of great value to him. The
definition of “trade secret” will therefore be determined by weighing all equitable considerations.
It is easy to recognize the possibility of a trade secret here, however, because Metallurgical
presented evidence of all three factors discussed above. . . .Intellectual Property in the New
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Dylan, and NoahP.S.M.For my brothers, Bruce, Paul, and MattR.P.MFor Rose, as
alwaysM.A.L.For Claire, Dylan, and NoahP.S.M.For my brothers, Bruce, Paul, and
MattR.P.MPrefaceWhen we embarked on this project more than two decades ago, we
envisioned many things, but not that it would lead to self-publishing a casebook.A lot has
changed since we began collaborating. At the time that we launched this project, most
intellectual property courses were taught along particular mode of protection lines: patent law,
copyright law, trademark law, and trade secret law. From our research and real world experience,
we recognized that digital technology blurred the traditional doctrinal lines. We set out to design
a book for the emerging technological age. We built the book around core philosophical
frameworks, broad integrated coverage, and a pedagogical model that emphasizes problem-
solving.Over the ensuing years, our insight and framing proved enduring. Nearly all manner of
enterprise and organization—from high technology start-ups to traditional manufacturing and
media companies, government agencies, and even educational institutions—came to confront a
broad range of intellectual property issues spanning the full spectrum of protection modes. The
survey intellectual property course became a core subject at our law schools and many others
across the United States and around the world. That much we had at least dreamed of.But we
did not foresee entering the publishing business. During the formative stage of our careers, we
were thrilled to gain the interest of established publishers. Our book hit the market just as the
Internet was gaining traction. The IP field expanded rapidly and we found ourselves churning out
new editions every two or three years to keep pace with the increasing velocity of IP law. Little,
Brown’s law book division was acquired by Aspen, which was then acquired by Wolters Kluwer.
The market for our book continued to grow.Yet as advances in digital technology reshaped the
world around us—from Internet search to online publishing—we, and our adopters and students,
saw relatively little change in our publishing market. Prices continued to rise each year.
Publishing schedules remained rigid. The publishing of our book seemed suspended in time.
Most frustratingly, our students were paying well over $200 for a book that generated just $15 in
total royalties. This pattern conflicted with the thrust of our book and scholarship. Advances in
digital technology and competition should have been driving prices down, not up. Our frustration
grew.These issues came to a head in September 2014. When our publisher indicated that we
missed the deadline for getting our book into the summer 2015 catalog, we dusted off our
original publishing contract from December 1993. In checking the revision clause, we
recognized that we held the copyright in the work and retained the right to prepare derivative
works.Once we realized that we had the right to shift to self-publishing, we faced a choice: stay
with a leading publisher or take on the start-up costs and day-to-day operations of self-
publishing. Peter had been writing about disintermediation in the media industries and strongly
believed the time was ripe to branch out on our own. He posed a simple question: how would we
view this choice ten years down the road? A quick review of self-publishing options indicated
that we could substantially reduce the cost of our book while providing students with more
convenient access—both digital versions and print-on-demand. We could also move to annual



editions and take control over the production pipeline. This would ensure that our book was
always current. Although striking out on our own involved some risk and additional tasks, failing
to take this path would perpetuate an obsolete and unjustifiably costly burden on students at a
time when they can ill afford it. We decided to take the plunge.After reviewing options, we
decided to begin our self-publishing experiment with Ebook Library. (We retain copyright
ownership and hence flexibility to try other platforms as the marketplace evolves, an important
lesson from various media markets.) Ebook Library’s publishing platform imposes size limits that
required us to divide our book into two volumes: Volume I covering Philosophical Perspectives,
Trade Secrets, and Patent Law (we also included the patent preemption cases from Chapter VI
for those interested in studying those materials in conjunction with the trade secret and patent
law chapters); Volume II covering Copyright Law, Trademark Law, and State Law IP Protections
(including the preemption materials). The volumes will be available as eBooks and through
Ebook Library’s on-demand publishing platform. This has the virtues of reducing the weight of
what students need to carry around on a daily basis and creating more modular teaching
options. We also plan to distribute Chapters I and II on SSRN so that students can sample the
book before committing to the class.Which brings us to what we hope is a New Publishing Age
for all manner of academic publishing. In addition to releasing IPNTA2016 (we plan to designate
new editions by publication year rather than volume number), we are launching Clause 8
Publishing, a new publishing venture to “promote Progress” in intellectual property education
(and possibly more). We plan to introduce a series of complementary products, enhancements,
supplementary texts, multimedia, and other resources for adopters and students—at low cost
and with easy accessibility. You will be able to learn about these resources at IPNTA.com and
Clause8Publishing.com over the coming year.While we are exploring new paths in many
respects with this book, in one respect we decided on a traditional approach: as is customary in
legal academic writing, the authors are listed alphabetically. You shouldn’t read anything into that
other than an effort to follow the norm. Rob and Mark want to express our appreciation to Peter
for the extraordinary work he has put in this year making this project a reality. Peter has managed
the transition of our book to a self-publishing model and will be taking the lead on establishing
this platform. Those interested in adopting our book (or anything else about the project) should
contact him at pmenell@law.berkeley.edu. (Please include “IPNTA” or “Clause 8” in the subject
line.)In retrospect, the subject matter covered by our original edition—philosophical
perspectives on intangible resources, promoting progress in technology and creative
expression, and competition policy—set us on the path to DIY/New Age publishing. Copyright
law seeks to harness market forces to encourage creative expression and widespread
dissemination. It builds bridges between creators and those who value their work. Digital
technology and the Internet enhance these powerful forces by lowering the costs of creation and
providing the virtual dissemination bridges. We feel fortunate to have liberated our book and very
much look forward to working with law professors and students in building a more productive
marketplace and community for IP teaching materials.Mark A. LemleyPeter S. MenellRobert P.



MergesJune 2016PrefaceWhen we embarked on this project more than two decades ago, we
envisioned many things, but not that it would lead to self-publishing a casebook.A lot has
changed since we began collaborating. At the time that we launched this project, most
intellectual property courses were taught along particular mode of protection lines: patent law,
copyright law, trademark law, and trade secret law. From our research and real world experience,
we recognized that digital technology blurred the traditional doctrinal lines. We set out to design
a book for the emerging technological age. We built the book around core philosophical
frameworks, broad integrated coverage, and a pedagogical model that emphasizes problem-
solving.Over the ensuing years, our insight and framing proved enduring. Nearly all manner of
enterprise and organization—from high technology start-ups to traditional manufacturing and
media companies, government agencies, and even educational institutions—came to confront a
broad range of intellectual property issues spanning the full spectrum of protection modes. The
survey intellectual property course became a core subject at our law schools and many others
across the United States and around the world. That much we had at least dreamed of.But we
did not foresee entering the publishing business. During the formative stage of our careers, we
were thrilled to gain the interest of established publishers. Our book hit the market just as the
Internet was gaining traction. The IP field expanded rapidly and we found ourselves churning out
new editions every two or three years to keep pace with the increasing velocity of IP law. Little,
Brown’s law book division was acquired by Aspen, which was then acquired by Wolters Kluwer.
The market for our book continued to grow.Yet as advances in digital technology reshaped the
world around us—from Internet search to online publishing—we, and our adopters and students,
saw relatively little change in our publishing market. Prices continued to rise each year.
Publishing schedules remained rigid. The publishing of our book seemed suspended in time.
Most frustratingly, our students were paying well over $200 for a book that generated just $15 in
total royalties. This pattern conflicted with the thrust of our book and scholarship. Advances in
digital technology and competition should have been driving prices down, not up. Our frustration
grew.These issues came to a head in September 2014. When our publisher indicated that we
missed the deadline for getting our book into the summer 2015 catalog, we dusted off our
original publishing contract from December 1993. In checking the revision clause, we
recognized that we held the copyright in the work and retained the right to prepare derivative
works.Once we realized that we had the right to shift to self-publishing, we faced a choice: stay
with a leading publisher or take on the start-up costs and day-to-day operations of self-
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to take this path would perpetuate an obsolete and unjustifiably costly burden on students at a
time when they can ill afford it. We decided to take the plunge.After reviewing options, we
decided to begin our self-publishing experiment with Ebook Library. (We retain copyright
ownership and hence flexibility to try other platforms as the marketplace evolves, an important
lesson from various media markets.) Ebook Library’s publishing platform imposes size limits that
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(including the preemption materials). The volumes will be available as eBooks and through
Ebook Library’s on-demand publishing platform. This has the virtues of reducing the weight of
what students need to carry around on a daily basis and creating more modular teaching
options. We also plan to distribute Chapters I and II on SSRN so that students can sample the
book before committing to the class.Which brings us to what we hope is a New Publishing Age
for all manner of academic publishing. In addition to releasing IPNTA2016 (we plan to designate
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and with easy accessibility. You will be able to learn about these resources at IPNTA.com and
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respects with this book, in one respect we decided on a traditional approach: as is customary in
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other than an effort to follow the norm. Rob and Mark want to express our appreciation to Peter
for the extraordinary work he has put in this year making this project a reality. Peter has managed
the transition of our book to a self-publishing model and will be taking the lead on establishing
this platform. Those interested in adopting our book (or anything else about the project) should
contact him at pmenell@law.berkeley.edu. (Please include “IPNTA” or “Clause 8” in the subject
line.)In retrospect, the subject matter covered by our original edition—philosophical
perspectives on intangible resources, promoting progress in technology and creative
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technology and the Internet enhance these powerful forces by lowering the costs of creation and
providing the virtual dissemination bridges. We feel fortunate to have liberated our book and very
much look forward to working with law professors and students in building a more productive
marketplace and community for IP teaching materials.Mark A. LemleyPeter S. MenellRobert P.
MergesJune 2016Mark A. LemleyMark A. LemleyPeter S. MenellPeter S. MenellRobert P.
MergesRobert P. MergesJune 2016June 2016New FeaturesRapid advances in digital and life



sciences technology continue to spur the evolution of intellectual property law. As professors
and practitioners in this field know all too well, Congress and the courts continue to develop
intellectual property law and jurisprudence at a rapid pace. For that reason, we have significantly
augmented and revised our text.The 2016 Edition reflects the following principal developments:•
Trade Secrets: Congress passed the Defend Trade Secrets Act of 2016, one of the most
momentous changes in the history of trade secret protection. The new law opens up the federal
courts to trade secret cases, provides for ex parte seizures of misappropriated trade secrets in
“extraordinary circumstances,” and establishes immunity for whistleblowers.• Patent Law: The
past several years have witnessed some of the most significant developments in U.S. patent
history—from the establishment of the new administrative review proceedings at the Patent
Office to important shifts in patent-eligibility, claim indefiniteness, and enhanced damages at the
Supreme Court and means-plus-function claim interpretation and infringement doctrine at the
Federal Circuit. We have restructured the patent chapter to illuminate these areas. We have also
significantly expanded coverage of design patents in response to the growing importance of this
form of protection.• Copyright Law: The Supreme Court issued important decisions addressing
the public performance right and the first sale doctrine. The past few years also witnessed
important developments in the Online Service Provider safe harbor, fair use, and state protection
for pre-1972 sound recordings. We have also integrated the digital copyright materials into a
unified treatment of copyright law and substantially revamped the fair use section to reflect the
broadening landscape of this important doctrine.• Trademark Law: We have integrated important
cases on federal registrability of disparaging marks, merchandising rights, likelihood of
confusion on the Internet, and remedies.• Other State IP Protections: We have updated material
on the right of publicity, an active and growing area. We have also reorganized the chapter and
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situation.Editorial NoteWe have selectively omitted citations and footnotes from cases without
the uses of ellipses or other indications. All footnotes are numbered consecutively within each
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In many instances, have altered the facts and the names of the parties for pedagogical
purposes. In a few cases, however, particularly in the trademark chapter, we felt that it was
important to the problem to use the name of a product or company with which the reader would
be familiar. Readers should understand that the problems are hypothetical in nature and that we
do not intend them to represent the actual facts of any case or situation.Chapter I: IntroductionA.
Philosophical Perspectives1. The Natural Rights PerspectiveJohn Locke, Two
Treatises on Government, Third Edition, 16982. The Personhood PerspectiveMargaret
Jane Radin, Property and Personhood, 34 Stanford Law Review 957 (1982)3. The
Utilitarian/Economic Incentive Perspectivei. Promoting Innovation and Creativitya.
Economic Incentive Benefitb. Costs of Limiting Diffusionii. Ensuring Integrity of the
Marketplace4. Distributive and Social JusticeB. Overview of Intellectual Property1.
Trade Secret2. Patent3. Copyright4. Trademark/Trade DressThe concept
of property is well understood in Western society. It is among the oldest institutions of human
civilization. It is widely recognized that people may own real property and tangible objects. The
common law and the criminal law protect private property from interference by others. The Fifth
Amendment to the U.S. Constitution protects private property against takings by the government
without just compensation. The philosophical bases for protection of private property are well
entrenched in our culture: Private property results when labor is applied to nature, as an
incentive for discovery, as an essential part of personhood, and as a foundation for an ordered
economic system.Ideas, by definition, are less tangible. They exist in the mind and work of
humans. Legal protection for intellectual work evolved much later in the development of human
society than did protection for tangible property. The protection of such “intellectual property”
raises complex philosophical questions. Should the first person to discover a way of performing
an important task—for example, a procedure for closing a wound—be entitled to prevent others
from using this procedure? Should the first person to pen a phrase or hum a melody be entitled
to prevent others from copying such words or singing the song? Should such “intellectual
property rights” be more limited than traditional property rights (i.e., the fee simple)? This book
explores the legal institutions and rules that have developed to protect intellectual property.This
chapter has two principal purposes. It first explores the principal philosophical foundations for



the protection of intellectual property. Understanding the reasons why we protect intellectual
property—and how those reasons differ from the justifications for real property—will help the
reader grasp the details of the many legal rules that will follow in this book. The second section
provides a comparative overview of the principal modes of intellectual property protection:
patent, copyright, trademark/trade dress, and trade secret. Understanding the intellectual
property landscape requires thinking about each form of intellectual property not just in isolation
but as it interacts with all the others. The remainder of this book will explore these areas in detail,
highlighting their logic and interplay in promoting progress in technology and the arts.A.
Philosophical PerspectivesAll justifications for intellectual property protection, whether
economic or moral, must contend with a fundamental difference between ideas and tangible
property. Tangible property, whether land or chattels, is composed of atoms, physical things that
can occupy only one place at any given time. This means that possession of a physical thing is
necessarily “exclusive”—if I have it, you don’t. Indeed, the core of the Western concept of
property lies in the right granted to the “owner” of a thing or a piece of land to exclude others
from certain uses of it. Settled ownership rights in land and goods are thought to prevent both
disputes over who can use the property for what purpose, and the overuse of property that
would result if everyone had common access to it.Ideas, though, do not have this characteristic
of excludability. If I know a particular piece of information, and I tell it to you, you have not
deprived me of it. Rather, we both possess it. The fact that the possession and use of ideas is
largely “nonrivalrous” is critical to intellectual property theory because it means that the
traditional economic justification for tangible property does not fit intellectual property. In the
state of nature, there is no danger of overusing or overdistributing an idea, and no danger of
fighting over who gets to use it. Everyone can use the idea without diminishing its value. See
generally Peter S. Menell & Suzanne Scotchmer, Intellectual Property Law, in 2 Handbook of
Law and Economics 1474 (A. Mitchell Polinsky & Steven Shavell eds., 2007).Theorists have
therefore turned elsewhere to justify exclusive rights in ideas. Over the course of human history,
numerous theories have been put forth to explain intellectual property protection. The principal
basis for such protection in the United States is the utilitarian or economic incentive framework.
Nonetheless, other theories—most notably the natural rights and personhood justifications—
have been important in understanding the development and scope of intellectual property law,
both here and abroad. The two excerpts that follow justify tangible property. Consider how well
they apply to intangible ideas.1. The Natural Rights PerspectiveJohn Locke, Two Treatises
on Government, Third Edition, 1698Though the earth and all inferior creatures be common to all
men, yet every man has a “property” in his own “person.” This nobody has any right to but
himself. The “labour” of his body and the “work” of his hands, we may say, are properly his.
Whatsoever, then, he removes out of the state that Nature hath provided and left it in, he hath
mixed his labor with it, and joined to it something that is his own, and thereby makes it his
property. It being by him removed from the common state Nature placed it in, it hath by this
labour something annexed to it that excludes the common right of other men. For this “labour”



being the unquestionable property of the labourer, no man but he can have a right to what that is
once joined to, at least where there is enough, and as good left in common for others.He that is
nourished by the acorns he picked up under an oak, or the apples he gathered from the trees in
the wood, has certainly appropriated them to himself. . . . . That labour put a distinction between
them and common. . . . And will any one say he had no right to those acorns or apples he thus
appropriated because he had not the consent of all mankind to make them his? Was it a robbery
thus to assume to himself what belonged to all in common? If such a consent as that was
necessary, man had starved, notwithstanding the plenty God had given him. We see in
commons, which remain so by compact, that it is the taking any part of what is common, and
removing it out of the state Nature leaves it in, which begins the property, without which the
common is of no use. And the taking of this or that part does not depend on the express consent
of all the commoners. . . .It will, perhaps, be objected to this, that if gathering the acorns or other
fruits, of the earth, etc., makes a right to them, then any one may engross as much as he will. To
which I answer, Not so. The same law of Nature that does by this means give us property, does
also bound that property too. . . . As much as any one can make use of to any advantage of life
before it spoils, so much he may by his labor fix his property in. Whatever is beyond this is more
than his share, and belongs to others. . . .As much land as a man tills, plants, improves,
cultivates, and can use the product of, so much is his property. He by his labor does, as it were,
enclose it from the common. . . . Nor was this appropriation of any parcel of land, by improving it,
any prejudice to any other man, since there was still enough and as good left, and more than the
yet unprovided could use. So that, in effect, there was never the less left for others because of
his enclosure for himself. For he that leaves as much as another can make use of does as good
as take nothing at all.COMMENTS AND QUESTIONS1. How do Locke’s theories of real
property apply to intellectual property? Should we treat the two as the same for ownership
purposes? What would Locke say about the exclusive rights granted by the patent laws, to
prevent others from using the claimed invention for up to 20 years, whether or not they
discovered the invention on their own? Surely if Locke considered the working of land and raw
materials to be ‘‘labor’’ that justified ownership of the resulting product, he would have
considered labor toward the creation of a new idea—the ‘‘sweat of the brow’’—to be equally
deserving of protection. Or do the differences between real and intellectual property mean that
Locke’s arguments shouldn’t apply to intellectual property?For illumination on these and related
points, see Edwin C. Hettinger, Justifying Intellectual Property, 18 Phil. & Pub. Aff. 31 (1989).
Hettinger critiques the major theories of intellectual property rights. As to Lockean labor theory,
Hettinger makes these useful observations:[A]ssuming that labor’s fruits are valuable, and that
laboring gives the laborer a property right in this value, this would entitle the laborer only to the
value she added, and not to the total value of the resulting product. Though exceedingly difficult
to measure, these two components of value (that attributable to the object labored on and that
attributable to the labor) need to be distinguished. [p. 37]Property rights in the thing produced
are…not a fitting reward if the value of these rights is disproportional to the effort expended by



the laborer. ‘‘Effort’’ includes (1) how hard someone tries to achieve a result, (2) the amount of
risk voluntarily incurred in seeking this result, and (3) the degree to which moral considerations
played a role in choosing the result intended. The harder one tries, the more one is willing to
sacrifice, and the worthier the goal, the greater are one’s deserts. [pp. 41-42]The philosopher
Robert Nozick made the first point by means of reductio ad absurdum: he asks whether the
owner of a can of tomato juice who dumps it into the ocean can thereafter claim ownership of all
the high seas. See Robert Nozick, Anarchy, State and Utopia 175 (1984).2. An application of the
Lockean approach with an especially detailed consideration of the Lockean “proviso” (i.e., that
“as much and as good” be left for others after appropriation) can be found in Wendy J. Gordon, A
Property Right in Self-Expression: Equality and Individualism in the Natural Law of Intellectual
Property, 102 Yale L.J. 1533 (1993). The proviso poses a problem we will see throughout the
course: how to delimit the rights of a creator in the face of claims by consumers and other
members of the public at large.More particularly, Gordon challenges the extreme view taken by
some commentators that a creator’s rights should be absolute. The absolutist view proceeds
from the idea that since the creator is solely responsible for the creation, no one is harmed if the
creation is withheld from the public entirely. And since the creator can withhold it entirely, he or
she can naturally restrict its availability in any manner, including a high price or conditions on its
purchase. See, e.g., John Stuart Mill, Principles of Political Economy 142 (1872); Steven N.S.
Cheung, Property Rights and Invention, in 8 Research in Law and Economics: The Economics
of Patents and Copyrights 5, 6 (John Palmer & Richard O. Zerbe, Jr. eds., 1986). Through the
examination of various examples—such as the Church of Scientology’s efforts to restrain books
critical of its teachings, West Publishing’s suit to enjoin Lexis from offering page numbers
corresponding to West’s case reports, and Disney’s efforts to prevent bawdy parodies of its
images that ridicule sanitized popular culture—Gordon suggests that, sometimes at least, the
public can be worse off if a creation is offered and then limited in its use than it would have been
had the creation never been made.Should it matter whether Locke’s hypothetical creator was the
only one likely to come up with his particular invention or discovery? If others would have
discovered the same phenomenon a few years (or a few weeks) later, does Locke’s argument for
property rights lose its force? We might distinguish between a Lockean theory of copyright,
which prevents copying, and an effort to justify patent law, which precludes even independent
invention and therefore restricts the labor of others.For detailed discussions of the “Lockean
proviso,” see Jeremy Waldron, Enough and as Good Left for Others, 29 Phil. Q. 319 (1979);
Robert Nozick, Anarchy, State and Utopia 175-82 (1984); David Gauthier, Morals by Agreement
190-232 (1986). For more detailed treatment of another problem addressed by Gordon—the
follow-on creator who builds on a preexisting work—see Lawrence C. Becker, Deserving to Own
Intellectual Property, 68 Chi.-Kent L. Rev. 609 (1993). For insightful historical analysis of Locke’s
theory and its application to intellectual property, see Justin Hughes, Copyright and Incomplete
Historiographies: Of Piracy, Propertization, and Thomas Jefferson, 79 S. Cal. L. Rev. 993 (2006).
If labor or effort is the key to property claims under Locke, how should we handle situations



where numerous dispersed people accumulate their labor to produce something useful? See
Robert P. Merges, Locke for the Masses, 36 Hofstra L. Rev. 1179 (2008).3. Nozick’s Anarchy,
State and Utopia offers a different philosophical perspective on intellectual property, one rooted
in the libertarian tradition. It is not clear how libertarians should think of intellectual property
rights. On the one hand, ownership of property seems necessary to the market exchange that is
at the heart of the libertarian model of society. On the other hand, one might view the free flow of
information unfettered by property rights as the norm, and view government-enforced intellectual
property rights as an unnecessary aberration. For a libertarian approach that is decidedly hostile
to intellectual property, see John Perry Barlow, The Economy of Ideas, 2.03 Wired 84 (Mar.
1994).4. Natural rights are strongly emphasized in the continental European justifications for
intellectual property. Those justifications to some extent parallel Locke’s arguments, but there
are important differences. Continental scholars emphasize the importance of reputation and
noneconomic aspects of intellectual property, factors that lead them to support moral rights in
copyright law. Professor Alfred Yen presents a thorough account of the role of natural rights in
American copyright law. See Alfred Yen, Restoring the Natural Law: Copyright as Labor and
Possession, 51 Ohio St. L.J. 517 (1990). For a detailed comparison of efficiency, natural rights,
and other foundational theories of intellectual property law, see Robert P. Merges, Justifying
Intellectual Property (2011).PROBLEMProblem I-1. You are a botanist exploring a remote region
of a small tropical country. You stumble across a field of strange flowers that you have never
encountered before. The tribespeople tell you that they use the flower to heal various ailments by
rubbing its petals on the skin and chanting a healing prayer. You pluck one of the flowers and
when you return to your campsite that night, you show it to a fellow explorer who is an expert in
biochemistry. The biochemist smells the flower and says that it is vaguely reminiscent of
Substance P. Substance P is a medicine widely used to treat a variety of serious diseases. She
tells you that Substance P is easy to detect: It turns bright yellow when exposed to intense heat.
That evening, you put the flower over the campfire and, sure enough, it turns bright yellow. When
you return home, you work for months to isolate the active ingredient in the flower. It is not
Substance P, but a close structural analog. In chemical experiments, the extract shows great
promise for fighting many of the diseases that Substance P can treat without Substance P’s
dreaded side effects.What rights, if any, should you have in this discovery and research? Should
those rights prevent anyone else from going back to the tropical country, finding the flower, and
isolating the chemical you have discovered?You make a profit selling your medicine throughout
the world, including to the native tribespeople of the tropical country. John, a chemist in your
company, is angered by this policy. Your formula is a carefully guarded secret, but John
publishes it in The New England Journal of Medicine. A nonprofit organization begins producing
the medicine and selling your product to the native tribespeople at a discount. The organization
advertises that it is selling your medicine for pennies a year. Should you be able to stop them
from selling your medicine? Should you be able to stop them from using the name of your
medicine in their ads?You have named your medicine “Tropicurical.” To advertise the product,



one of the employees in your advertising department writes a song based on the very distinctive
sounds of the wind in the inland coves of the country mixed with the native birds’ calls. The
tribespeople of the tropical country have a song that sounds remarkably similar to your
advertising tune. The song is important to their tribal identity, and they argue that it is
inappropriate to use their distinctive tribal song to commercialize your product. They ask you to
stop using it. Should they be able to stop you from using the name or song?When you refuse to
stop using the Tropicurical song to advertise your product, the tribespeople write a new version
of their song entitled “Tropicursical” with angry lyrics claiming that your product destroys culture.
Should you be able to stop them from singing the song? National Geographic records the
tribespeople singing “Tropicursical.” The recording plays as part of the news report on their
television show. It is also available for download on National Geographic’s website. Individuals
download copies of the song and e-mail it to their friends. It spreads like wildfire over the
Internet, and eventually popular radio stations play it over the air. Should you be able to stop
these copies and performances?2. The Personhood PerspectiveMargaret Jane Radin,
Property and Personhood, 34 Stanford Law Review 957 (1982)This article explores the
relationship between property and personhood, a relationship that has commonly been both
ignored and taken for granted in legal thought. The premise underlying the personhood
perspective is that to achieve proper self-development—to be a person—an individual needs
some control over resources in the external environment. The necessary assurances of control
take the form of property rights. Although explicit elaboration of this perspective is wanting in
modern writing on property, the personhood perspective is often implicit in the connections that
courts and commentators find between property and privacy or between property and liberty. In
addition to its power to explain certain aspects of existing schemes of property entitlement, the
personhood perspective can also serve as an explicit source of values for making moral
distinctions in property disputes and hence for either justifying or criticizing current law.…In what
follows I shall discuss the personhood perspective as Hegel developed it in Philosophy of Right,
trace some of its later permutations and entanglements with other perspectives on property, and
try to develop a contemporary view useful in the context of the American legal system. . . .I.
Property for Personhood: An Intuitive ViewMost people possess certain objects they feel are
almost part of themselves. These objects are closely bound up with personhood because they
are part of the way we constitute ourselves as continuing personal entities in the world. They
may be as different as people are different, but some common examples might be a wedding
ring, a portrait, an heirloom, or a house.One may gauge the strength or significance of
someone’s relationship with an object by the kind of pain that would be occasioned by its loss.
On this view, an object is closely related to one’s personhood if its loss causes pain that cannot
be relieved by the object’s replacement. If so, that particular object is bound up with the holder.
For instance, if a wedding ring is stolen from a jeweler, insurance proceeds can reimburse the
jeweler, but if a wedding ring is stolen from a loving wearer, the price of a replacement will not
restore the status quo—perhaps no amount of money can do so.The opposite of holding an



object that has become a part of oneself is holding an object that is perfectly replaceable with
other goods of equal market value. One holds such an object for purely instrumental reasons.
The archetype of such a good is, of course, money, which is almost always held only to buy
other things. A dollar is worth no more than what one chooses to buy with it, and one dollar bill is
as good as another. Other examples are the wedding ring in the hands of the jeweler, the
automobile in the hands of the dealer, the land in the hands of the developer, or the apartment in
the hands of the commercial landlord. I shall call these theoretical opposites—property that is
bound up with a person and property that is held purely instrumentally—personal property and
fungible property respectively.…III. Hegel, Property, and PersonhoodA. Hegel’s
Philosophy of Right. . . Because the person in Hegel’s conception is merely an abstract unit of
free will or autonomy, it has no concrete existence until that will acts on the external world.…
Hegel concludes that the person becomes a real self only by engaging in a property relationship
with something external. Such a relationship is the goal of the person. In perhaps the best-
known passage from this book, Hegel says:The person has for its substantive end the right of
placing its will in any and every thing, which thing is thereby mine; [and] because that thing has
no such end in itself, its destiny and soul take on my will. [This constitutes] mankind’s absolute
right of appropriation over all things.Hence, “property is the first embodiment of freedom and so
is in itself a substantive end.” . . .Hegel seems to make property “private” on the same level as
the unit of autonomy that is embodying its will by holding it. He argues that property is private to
individuals when discussing it in the context of the autonomous individual will and that it is
essentially common within a family, when discussing it in the context of the autonomous family
unit. He does not make the leap to state property, however, even though his theory of the state
might suggest it. For Hegel, the properly developed state (in contrast to civil society) is an
organic moral entity. . . . and individuals within the state are subsumed into its community
morality. . . .B. Hegel and Property for Personhood[A] theory of personal property can
build upon some of Hegel’s insights. First, the notion that the will is embodied in things suggests
that the entity we know as a person cannot come to exist without both differentiating itself from
the physical environment and yet maintaining relationships with portions of that environment.
The idea of embodied will, cut loose from Hegel’s grand scheme of absolute mind, reminds us
that people and things have ongoing relationships which have their own ebb and flow, and that
these relationships can be very close to a person’s center and sanity. If these relationships justify
ownership, or at least contribute to its justification, Hegel’s notion that ownership requires
continuous embodiment of the will is appealing.Second, Hegel’s incompletely developed notion
that property is held by the unit to which one attributes autonomy has powerful implications for
the concept of group development and group rights. Hegel thought that freedom (rational self-
determination) was only possible in the context of a group (the properly organized and fully
developed state). Without accepting this role for the state, one may still conclude that in a given
social context certain groups are likely to be constitutive of their members in the sense that the
members find self-determination only within the groups. This might have political consequences



for claims of the group on certain resources of the external world (i.e., property).Third, there may
be an echo of Hegel’s notion of an objective community morality in the intuition that certain kinds
of property relationships can be presumed to bear close bonds to personhood. If property in
one’s body is not too close to personhood to be considered property at all, then it is the clearest
case of property for personhood. The property/privacy nexus of the home is also a relatively
clear case in our particular history and culture. . . .[T]he personhood theory helps us understand
the nature of the right dictating that discrete units [i.e., an undivided, individual asset] ought to
be protected.An argument that discrete units are more important than total assets takes the
following form. A person cannot be fully a person without a sense of continuity of self over time.
To maintain that sense of continuity over time and to exercise one’s liberty or autonomy, one
must have an ongoing relationship with the external environment, consisting of both ‘‘things’’ and
other people. One perceives the ongoing relationship to the environment as a set of individual
relationships, corresponding to the way our perception separates the world into distinct “things.”
Some things must remain stationary if anything is to move; some points of reference must be
constant or thought and action is not possible. In order to lead a normal life, there must be some
continuity in relating to ‘‘things.’’ One’s expectations crystallize around certain ‘‘things,’’ the loss
of which causes more disruption and disorientation than does a simple decrease in aggregate
wealth. For example, if someone returns home to find her sofa has disappeared, that is more
disorienting than to discover that her house has decreased in market value by 5%. If, by magic,
her white sofa were instantly replaced by a blue one of equal market value, it would cause no
loss in net worth but would still cause some disruption in her life.This argument assumes that all
discrete units one owns and perceives as part of her continuing environment are to some degree
personal. If the white sofa were totally fungible, then magically replacing it with a blue one would
cause no disruption. In fact, neither would replacing it with money. . . .But the theory of personal
property suggests that not all object-loss is equally important. Some objects may approach the
fungible end of the continuum so that the justification for protecting them as specially related to
persons disappears. They might just as well be treated by whatever general moral rules govern
wealth-loss at the hands of the government. If the moral rules governing wealth-loss correspond
to Michelman’s utilitarian suggestion—government may take whatever wealth is necessary to
generate higher welfare in which the individual can confidently expect to share—then the
government could take some fungible items without compensation. In general, the moral inquiry
for whether fungible property could be taken would be the same as the moral inquiry for whether
it is fair to impose a tax on this particular person.On the other hand, a few objects may be so
close to the personal end of the continuum that no compensation could be “just.” That is,
hypothetically, if some object were so bound up with me that I would cease to be ‘‘myself’’ if it
were taken, then a government that must respect persons ought not to take it. If my kidney may
be called my property, it is not property subject to condemnation for the general public welfare.
Hence, in the context of a legal system, one might expect to find the characteristic use of
standards of review and burdens of proof designed to shift risk of error away from protected



interests in personal property. For instance, if there were reason to suspect that some object
were close to the personal end of the continuum, there might be a prima facie case against
taking it. That prima facie case might be rebutted if the government could show that the object is
not personal, or perhaps that the object is not “too” personal compared with the importance to
the government of acquiring that particular object for social purposes.COMMENTS AND
QUESTIONS1. How well does Professor Radin’s theory of real property apply to intellectual
property? Can an individual be so “bound up” in their inventions or works of authorship that their
loss would occasion more than economic damage? Does it affect your answer that intellectual
property can be used simultaneously by many people without depleting its functional value to
anyone—so that an author’s “loss” is not the physical deprivation of stolen chattels, but the less
personal fact that someone else has copied her work?It may be that the investment of
“personhood” in intellectual property varies greatly, both with the type of intellectual property at
issue and with the time and effort the owner put into developing it. For example, a novel on which
one has worked for several years may have more personal value than a massive software
program for navigating a jumbo jet or a company’s customer list. Should the law take account of
these differences, giving greater protection to more personal works?For applications of Radin’s
“personhood” ideas in the context of intellectual property, see Neil W. Netanel, Copyright
Alienability Restrictions and the Enhancement of Author Autonomy: A Normative Evaluation, 24
Rutgers L.J. 347 (1993); Steven Cherensky, Comment, A Penny for Their Thoughts: Employee-
Inventors, Preinvention Assignment Agreements, Property, and Personhood, 81 Cal. L. Rev. 595,
641 (1993). Cherensky argues, using personhood theory and the related idea of market-
inalienability, that employee-inventors should retain greater property interests in their inventions
than they typically do under conventional employee assignment contracts. On market-
inalienability, i.e., things which should not be subject to market exchange at all, see Margaret
Jane Radin, Market-Inalienability, 100 Harv. L. Rev. 1849 (1987). Cf. Justin Hughes, The
Philosophy of Intellectual Property, 77 Geo. L.J. 287, 350-53 (1988) (suggesting various strains
of the personhood justification in American copyright law). Professor Roberta Kwall offers a
related “moral” basis for legal protection emphasizing the dignity, honor, self-worth, and
autonomy of the author. See Roberta Kwall, The Soul of Creativity: Forging a Moral Rights Law
for the United States 37 (2009). For more on control over one’s economic situation—i.e.,
economic autonomy—and its role in contemporary intellectual property debates, see Robert P.
Merges, The Concept of Property in the Digital Era, 45 Hous. L. Rev. 1239 (2008). For a detailed
explication of Hegel’s approach to property, see Jeremy Waldron, The Right to Private Property
(1988).2. For a critique of Radin’s broader personhood perspective, see Stephen J. Schnably,
Property and Pragmatism: A Critique of Radin’s Theory of Property and Personhood, 45 Stan. L.
Rev. 347 (1993) (challenging Radin’s appeal to consensus and arguing that this focus obscures
issues of power and the like). For further elaboration and defense of the personhood
perspective, see Margaret Jane Radin, Reinterpreting Property (1993) (a collection of related
essays); A. John Simmons, The Lockean Theory of Rights (1992); Jeremy Waldron, The Right to



Private Property (1991) (comparing Lockean and Hegelian property rights theories);
Symposium, Property Rights, 11 Soc. Phil. & Pol’y 1-286 (1994).3. Personhood theories of IP
rights tend to focus on the connection between the creator’s identity and the thing created. But
consumers too may identify with creative works; indeed, Radin’s example of the couch suggests
that buyers too have an identity interest bound up with the things they own (or, perhaps, read).
How should the law take that interest into account? Does it suggest that we need to give broader
scope for user-generated content like fan fiction and videos that incorporate literary characters
or songs? Or might it suggest the opposite – that consumers have an interest in the purity of
their iconic works, free from the unauthorized modification of those works by others? See Justin
Hughes, “Recoding” Intellectual Property and Overlooked Audience Interests, 77 Tex. L. Rev.
923 (1999). More recent work has suggested that creators are often motivated as much if not
more by attribution and fairness than by the prospect of money. See Jessica Silbey, The Eureka
Myth: Creators, Inventors, and Everyday Intellectual Property (2014); Jeanne Fromer,
Expressive Incentives in Intellectual Property, 98 Va. L. Rev. 1745 (2012).4. A radical critique of
some bedrock notions implicit in intellectual property—most notably, the concept of “the author”
herself—has grown up in recent years, fueled by a general deconstructive trend in literary
criticism. While not aimed directly at Radin’s personhood approach to certain forms of property,
these ideas do pose a challenge to the application of Radin’s approach in the intellectual
property context. They suggest that the concept of authorship is so malleable, contingent, and
“socially constructed” that we should be wary about identifying a creative work too closely with a
particular author, let alone her personality. In this view, all creations are largely a product of
communal forces. Dividing the stream of intellectual discourse into discrete units—each owned
by and closely associated with a particular author—is therefore a logically incoherent exercise
subject more to the political force of asserted authors’ groups than to recognition of inherent
claims of “personhood.” See, e.g., Martha Woodmansee & Peter Jaszi eds., The Construction of
Authorship: Textual Appropriation in Law and Literature (1994); Peter Jaszi, Toward a Theory of
Copyright: The Metamorphoses of “Authorship,” 1991 Duke L.J. 455; James Boyle, A Theory of
Law and Information: Copyright, Spleens, Blackmail and Insider Trading, 80 Cal. L. Rev. 1413
(1992).If authorship is an incoherent concept, is there any role at all for copyright law? How can
one protect the rights (natural, moral, or economic) of the author, if there is, in fact, no author?
Does the literary critique answer the charge that authors will not create in the absence of
economic reward? Or is it directed only at personality-based theories of intellectual property?5.
Consider the observations of philosopher Lawrence Becker:So if property-as-personality [à la
Hegel] again turns out to be a dead end, perhaps we should dispense with the search for a deep
justification for property rights (from metaphysics, moral psychology, sociobiology, or whatever)
and focus on the behavioral surface: the observed, persistent, robust behavioral connections
between various property arrangements and human well-being, broadly conceived. This may
provide a foundation for egalitarian arguments that is more secure than speculative
metaphysics, and a foundation for private property that is more stable than a pluralistic account



of the standard array of bedrock justifications for it.Lawrence Becker, Too Much Property, 21
Phil. & Pub. Aff. 196, 206 (1992).3. The Utilitarian/Economic Incentive PerspectiveUtilitarian
theory and the economic framework built upon it have long provided the dominant paradigm for
analyzing and justifying the various forms of intellectual property protection. See generally Peter
S. Menell & Suzanne Scotchmer, Intellectual Property Law, in 2 Handbook of Law and
Economics 1474, 1525 (A. Mitchell Polinsky & Steven Shavell eds., 2007); William M. Landes &
Richard A. Posner, The Economic Structure of Intellectual Property Law (2003). For purposes of
exploring the economic dimensions of the intellectual property field, it is important to distinguish
between two quite distinct functions. The principal objective of much of intellectual property law
is the promotion of new and improved works—whether technological or expressive. This
purpose encompasses patent, copyright, and trade secret law, as well as several more
specialized protection systems (for mask works (semiconductor chip layouts), databases, and
designs). Trademark and related bodies of unfair competition law focus primarily on a very
different economic problem—ensuring the integrity of the marketplace.i. Promoting
Innovation and CreativityBoth the United States Constitution and judicial decisions emphasize
incentive theory in justifying intellectual property. The Constitution expressly conditions the grant
of power in the patent and copyright clause on a particular end, namely “to Promote the
Progress of Science and useful Arts.” U.S. Const., Art. I, Cl. 8. As the Supreme Court explained
in Mazer v. Stein, 347 U.S. 201 (1954): The copyright law, like the patent statutes, makes reward
to the owner a “secondary consideration.” United States v. Paramount Pictures, 334 U.S. 131,
158. However, it is “intended definitely to grant valuable, enforceable rights to authors,
publishers, etc., without burdensome requirements: ‘to afford greater encouragement to the
production of literary [or artistic] works of lasting benefit to the world.’” Washington Pub. Co. v.
Pearson, 306 U.S. 30. The economic philosophy behind the clause empowering Congress to
grant patents and copyrights is the conviction that it is the best way to advance public welfare
through the talents of authors and inventors in “Science and useful Arts.” Sacrificial days devoted
to such creative activities deserve rewards commensurate with the services rendered.To
understand why the Framers thought exclusive rights in inventions and creations would promote
the public welfare, consider what would happen absent any intellectual property protection.
Invention and creation require the investment of resources—the time of an author or inventor,
and often expenditures on facilities, prototypes, supplies, etc. In a private market economy,
individuals will not invest in invention or creation unless the expected return from doing so
exceeds the cost of doing so—that is, unless they can reasonably expect to make a profit from
the endeavor. To profit from a new idea or work of authorship, the creator must be able either to
sell it to others or to put it to some use that provides her with a comparative advantage in a
market, such as by reducing the cost of producing goods.But ideas (and writings, for that matter)
are notoriously hard to control. Even if the idea is one that the creator can use herself, for
example, to boost productivity in her business, she will reap a reward from that idea only to the
extent that her competitors don’t find out about it. A creator who depends on secrecy for value,



therefore, lives in constant peril of discovery and disclosure. Competitors may steal the idea or
learn of it from an ex-employee. They may be able to figure it out by watching the creator’s
production process or by examining the products she sells. Finally, they may come upon the idea
on their own or discover it in the published literature. In all of these cases, the secrecy value of
the idea will be irretrievably lost.The creator who wants to sell her idea is in an even more
difficult position. Selling information requires disclosing it to others. Once the information has
been disclosed outside a small group, however, it is extremely difficult to control. Information has
the characteristics of what economists call a ‘‘public good’’—it may be ‘‘consumed’’ by many
people without depletion, and it is difficult to identify those who will not pay and prevent them
from using the information. See Kenneth J. Arrow, Economic Welfare and the Allocation of
Resources for Invention, in The Rate and Direction of Inventive Activity: Economic and Social
Factors 609, 614-16 (Nat’l Bureau of Economic Research ed., 1962). Once the idea of the
intermittent windshield wiper is disclosed, others can imitate its design relatively easily. Once a
book is published, others can copy it at low cost. It is difficult to exclude nonpurchasers from
sharing in the benefits of the idea. Ideas and information can also be used by many without
depleting the enjoyment of others. Unlike an ice cream cone, a good story or the concept of
intermittent windshield wipers can be enjoyed by many without diminishing enjoyment of these
creations by others.[1] If we assume that it is nearly costless to distribute information to others—
an assumption that was once unrealistic, but now has become much more reasonable with
advances in digital technology (including the Internet)—it will prove virtually impossible to
charge for information over the medium run in the absence of effective intellectual property or
some other means of protection (such as technological protection measures). If the author of a
book charges more than the cost of distribution, hoping to recover some of her expenditures in
writing the work, competitors will quickly jump in to offer the book at a lower price. Competition
will drive the price of the book toward its marginal cost—in this case, the cost of producing and
distributing one additional copy. In such a competitive market, the author will be unable to
recoup the fixed cost of writing the book. More to the point, if this holds true generally, authors
may be expected to leave the profession in droves, since they cannot make any money at it. The
result, according to economic theory, would be an underproduction of books and other works of
invention and creation with similar public goods characteristics.Information is not the only
example of a public good. Economists generally offer lighthouses and national defense as
examples of public goods, since it is virtually impossible to provide the benefits of either one
only to paying clients. It is impossible, for example, to exclude some ships and not others from
the benefits of a lighthouse. Furthermore, the use of the lighthouse by one ship does not deplete
the value of its hazard warning to others. As a result, it would be inefficient to exclude nonpayers
from using the lighthouse’s warning system even if we could, since consumption of this good is
“nonrivalrous” (meaning that everyone can benefit from it once it is produced). For these
reasons, the market will in theory undersupply such goods because producers cannot reap the
marginal (incremental) value of their investment in providing them.[2]Can you see why broadcast



television signals, beautiful gardens on a public street, and national defense are also public
goods?By contrast, markets for pure private goods, such as ice cream cones, feature exclusivity
and rivalrous competition—the ice cream vendor provides the good only to those who pay the
price, and the consumer certainly depletes the amount of the good available to others. Thus, the
market system provides adequate incentives for the creation of ice cream cones: sellers can
exact their cost of production, and the value of the product is fully enjoyed by the purchaser.In
the case of national defense (and most lighthouses), we avoid the underproduction that would
result from leaving it to the market by having the government step in and pay for the public good.
For a variety of good reasons, we have not gone that route with many forms of information.
Instead, the government has created intellectual property rights to give authors and inventors
control over the use and distribution of their ideas, thereby encouraging them to invest in the
production of new ideas and works of authorship. Thus, the economic justification for intellectual
property lies not in rewarding creators for their labor but in ensuring that they (and other
creators) have appropriate incentives to engage in creative activities.Unfortunately, this
approach comes at a cost. Granting authors and inventors the right to exclude others from using
their ideas necessarily limits the diffusion of those ideas and so prevents many people from
benefiting from them. In economic terms, intellectual property rights prevent competition in the
sale of the particular work or invention covered by those rights, and therefore may allow the
intellectual property owner to raise the price of that work above the marginal cost of reproducing
it. This means that in many cases fewer people will buy the work than if it were distributed on a
competitive basis, and they will pay more for the privilege. A fundamental principle of our
economic system is the proposition that free market competition will ensure an efficient
allocation of resources, absent market failures. In fact, the principal thrust of the antitrust laws
serves precisely this goal. In this limited sense, then, intellectual property rights appear to run
counter to free market competition: they limit the ability of competitors to copy or otherwise
imitate the intellectual efforts of the first person to develop an idea. These rights enable those
possessing intellectual property rights to charge monopoly prices or to otherwise limit
competition, such as by controlling the use of the intellectual work in subsequent
products.Because intellectual property rights impose social costs on the public, the intellectual
property laws can be justified by the public goods argument only to the extent that they do on
balance encourage enough creation and dissemination of new works to offset those costs. One
of the reasons that intellectual property rights are limited in scope, duration, and effect is to
balance these costs and benefits. For example, the limited term of intellectual property rights
ensures that inventions will be freely available after that fixed term. The key to economic
efficiency lies in balancing the social benefit of providing economic incentives for creation and
the social costs of limiting the diffusion of knowledge. We will encounter this critical trade-off
throughout our study of intellectual property. The two examples below highlight some of the
major issues.a. Economic Incentive BenefitIntellectual property protection is necessary to
encourage inventors, authors, and artists to invest in the process of creation. Without such



protection, others could copy or otherwise imitate the intellectual work without incurring the
costs and effort of creation, thereby inhibiting the original creators from reaping a reasonable
return on their investment. Consider the following example: After years of effort and substantial
expense, Earnest Inventor develops the Mousomatic, a significantly better mousetrap. Not only
does it catch mice better than the competition’s trap, but it also neatly packages the dead mice
in disposable sanitary bags. Consumers are willing to pay substantially more for this product
than for its competitors. The Mousomatic catches the attention of Gizmo Gadget Incorporated.
Gizmo copies the basic design of the Mousomatic and offers its version of the Mousomatic at a
substantial discount. (Gizmo can still earn a profit at this lower price because it had minimal
research and development expense.) To stay in business, Earnest is forced to lower his price.
Market competition pushes the price down to the cost of production and distribution. In the end,
Earnest is unable to recover his cost of research and development and suffers a loss. Although
he has numerous other interesting ideas, he decides that they are not worth pursuing because
Gizmo, or some other company, will simply copy them if they turn out well.The existence of
intellectual property rights encourages Earnest and other inventors to pursue their creative
efforts. If Earnest can obtain the right to prevent others from copying his inventions, then he
stands a much better chance to reap a profit. Hence, he will be much more inclined to make the
initial investment in research and development. In the end, not only will Earnest be wealthier, but
the public will be enriched by the new and better products brought forth by intellectual property
protection.b. Costs of Limiting DiffusionLegal protection for ideas and their expression
prevents others from using those works to develop similar works that build upon them.
Knowledge in society is cumulative. In the words of Sir Isaac Newton, ‘‘If I have seen further
[than others], it is by standing on the shoulders of giants.’’ Hence, society at large can be
harmed by intellectual property protection to the extent that it unnecessarily raises the cost of
acquiring a product (through monopoly pricing by the right holder) and limits others from making
further advances. Consider the following scenario: Professor Lee conducts research on drug
treatments at University College. Grants from the federal government generously fund her
laboratory. For the past decade, Professor Lee has competed with colleagues at other
laboratories to discover the cure for a prevalent form of cancer. It is likely that the first person to
discover the cure will win a Nobel prize, as well as numerous other financial and professional
rewards. In early 1995, Professor Lee hits upon the Alpha drug, which cures the disease. She
files for and receives a patent. Professor Hu, a researcher at another research institution,
independently discovers the identical cure a few months later. With patent in hand, Professor
Lee starts a company to sell Alpha and charges a price 100 times the cost of production.
Because Alpha is a life-saving cure, those stricken with the disease who can afford the treatment
are more than willing to pay the price. Then, to relieve the suffering of millions, Professor Hu
begins selling Alpha at the cost of production. Moreover, she has developed an improvement on
the Alpha drug, Alpha+, that reduces the side effects of the treatment. Professor Lee quickly
obtains an injunction preventing Hu from selling either version of Alpha for the life of the



patent.This example raises serious questions about whether intellectual property protection is
desirable, at least for this class of invention. Professor Lee does not bear significant risk in
pursuing the invention because the government and university generously fund her research.
Furthermore, the potential for a Nobel prize, expanded research funding, and professional
recognition provide substantial encouragement for Professor Lee to pursue a cure whether or
not she gains financially from sales of Alpha. Moreover, other researchers were poised to make
the same discovery at about the time that Professor Lee made her discovery. Yet she has the
right not only to block sales of Alpha by competitors, but also to block sales of improvements
such as Alpha+. Does such a system benefit society? One must also consider that without the
financial incentive of a patent, there would perhaps have been less competition to discover and
market any cure for cancer. Problems such as this one have led some scholars to question the
economic efficiency of the patent system in particular circumstances. See F. M. Scherer,
Industrial Market Structure and Economic Performance 445-55 (2d ed. 1980).Similar problems
can arise in the copyright domain. In 1936, Margaret Mitchell published her epic novel Gone with
the Wind. The plot revolves around Scarlett O’Hara, a hard-working and ambitious Southern
woman who lives through the American Civil War and Reconstruction. Gone with the Wind
quickly became one of the most popular books ever written, eventually selling more than 28
million copies throughout the world. Ms. Mitchell would receive a Pulitzer Prize, and the novel
would become the basis for one of the most successful movies ever.Sixty-five years later, Alice
Randall, an African-American historian, set out to tell the history of the Civil War–era South from
another viewpoint. She invented the character of Cynara, a mulatto slave on Scarlett’s plantation
who also happened to be Scarlett’s half-sister. Although Mitchell’s novel did not depict a
character named Cynara, many other characters in Randall’s novel mimic characters in the
original. Randall’s The Wind Done Gone depicts the mistreatment and suffering of slaves in their
vernacular dialect. Randall believed that Gone with the Wind, as the lens through which millions
viewed the deep South during the Civil War era, provided a unique vehicle for communicating
the racial injustice of American history. Margaret Mitchell’s estate sued Randall for copying Gone
with the Wind without authorization, obtaining a preliminary injunction. Although Randall
eventually prevailed on appeal under the fair use doctrine, Suntrust Bank v. Houghton Mifflin Co.,
268 F.3d 1257 (11th Cir. 2001), this controversy illustrates how strong copyright protection can
potentially inhibit cumulative creativity.___________________________In applying a utilitarian
framework, the economic incentive benefits of intellectual property rights must be balanced
against the costs of limiting diffusion of knowledge. A critical issue in assessing the need for
intellectual property protection is whether innovators have sufficient means to appropriate an
adequate return on investment in research and development. In this regard, the market itself
often provides means by which inventors can realize sufficient rewards to pursue innovation
without formal intellectual property rights beyond contract law. The first to introduce a product
can in many contexts earn substantial and long-lived advantages in the market. In many
markets, the costs or time required to imitate a product (for example, to reverse engineer a



complex machine) are so great that the first to market a product has substantial opportunity for
profit. Moreover, as we will see in Chapter II, inventors can often prevent imitation through
contractual means, such as trade secrecy and licensing agreements with customers. Where the
invention relates to a manufacturing process, the innovator may be able to maintain protection
through secrecy even after the product is on the market. Alternatively, a producer may be able to
bundle products with essential services and contracts for updates of the product. In addition, the
producer may be able to spread the costs of research and development among a group of firms
through research joint ventures.In those areas in which economic incentives for innovation are
inadequate, and the creation of intellectual property rights is the most efficacious way of
encouraging progress, society must determine the appropriate requirements for, duration and
scope of, and set of rights afforded intellectual property. Over the past several decades,
economists have developed and refined models to assess the appropriate trade-off between the
social benefits of providing economic incentives for innovation through intellectual property
rights and the social costs of limiting diffusion of knowledge. Professor William Nordhaus
developed the first formal model analyzing the optimal duration of intellectual property. His
model of the innovative process assumed that investments in research produced a single
independent innovation. William Nordhaus, Invention, Growth, and Welfare: A Theoretical
Treatment of Technological Change 3-7 (1969). The principal policy implication of this model is
that the term of intellectual property protection should be calibrated to balance the incentive
benefits of protection against the deadweight loss of monopoly pricing and the resulting
limitations on dissemination.Since Nordhaus’s important early work, economic historians and
economic theorists have greatly enriched our understanding of the innovative process and the
implications for public policy. Historical and industry studies of the innovation process find that
inventions are highly interdependent: “Technologies . . . undergo a gradual, evolutionary
development which is intimately bound up with the course of their diffusion.” Paul David, New
Technology, Diffusion, Public Policy, and Industrial Competitiveness 20 (Center for Economic
Policy Research, Pub. No. 46, Apr. 1985). In fact, “secondary inventions”—including essential
design improvements, refinements, and adaptations to a variety of uses—are often as crucial to
the generation of social benefits as the initial discovery. See, e.g., J.L. Enos, A Measure of the
Rate of Technological Progress in the Petroleum Refining Industry, 6 J. Indus. Econ. 180, 189
(1958); James Mak & Gary Walton, Steamboats and the Great Productivity Surge in River
Transportation, 32 J. Econ. Hist. 619, 625 (1972). Economic theorists have more recently
developed models of the innovative process incorporating concepts of rivalrous and cumulative
innovation, see Suzanne Scotchmer, Standing on the Shoulders of Giants: Cumulative Research
and the Patent Law, 5 J. Econ. Perspectives 29 (1991); Robert P. Merges & Richard Nelson, On
the Complex Economics of Patent Scope, 90 Colum. L. Rev. 839 (1990); Peter S. Menell,
Tailoring Legal Protection for Computer Software, 39 Stan. L. Rev. 1329 (1987), uncovering a
range of important effects. Most notably, excessive protection for first-generation innovation can
impede later innovations if licensing is costly. More generally, these models cast doubt on the



notion that society can perfectly calibrate intellectual property rewards for each innovation.As is
increasingly evident, the range of innovative activity and creative expression in our society is
vast and ever changing. As the materials in this book will highlight, the intellectual property
institutions and rules that have evolved to promote technology and the arts are intricate. It will be
the challenge of future generations of policymakers, judges, and lawyers to refine the ability of
the intellectual property system to enhance the public welfare.COMMENTS AND QUESTIONS1.
One significant difference between the natural rights perspective and the utilitarian perspective
relates to who is entitled to the fruits of productive labor. In the natural rights framework, the
inventor or author is entitled to all the social benefits produced by his or her efforts. In the
utilitarian framework, reward to the inventor or author is a secondary consideration; the principal
objective is to enrich the public at large. Which view is more compelling? Consider in this regard
the optimal division of benefits from the invention of Alpha among Professor Lee, Professor Hu,
and the public at large. Is Professor Lee entitled to all or even a lion’s share of the benefits?2. In
1966, the Report of the President’s Commission on the Patent System identified four major
economic justifications for the patent laws. First, a patent system provides an incentive to invent
by offering the possibility of reward to the inventor and to those who support him. This prospect
encourages the expenditure of time and private risk capital in research and development efforts.
Second, and complementary to the first, a patent system stimulates the investment of additional
capital needed for the further development and marketing of the invention. In return, the patent
owner is given the right, for a limited period, to exclude others from making, using, or selling the
invented product or process. Third, by affording protection, a patent system encourages early
public disclosure of technological information, some of which might otherwise be kept secret.
Early disclosure reduces the likelihood of duplication of effort by others and provides a basis for
further advances in the technology involved. Fourth, a patent system promotes the beneficial
exchange of products, services, and technological information across national boundaries by
providing protection for industrial property of foreign nationals.While directed specifically at the
patent system, many of these arguments have application to all forms of intellectual property.Are
these incentives necessary to invention and creation? Using cost and other data from publishing
companies, Professor (now Justice) Stephen Breyer contended that lead time advantages and
the threat of retaliation reduce the cost advantages of copiers, thus obviating if not eliminating
the need for copyright protection for books. See Stephen Breyer, The Uneasy Case for
Copyright: A Study in Copyright of Books, Photocopies and Computer Programs, 84 Harv. L.
Rev. 281 (1970). Cf. Barry W. Tyerman, The Economic Rationale for Copyright Protection for
Published Books: A Reply to Professor Breyer, 18 UCLA L. Rev. 1100 (1971); Stephen Breyer,
Copyright: A Rejoinder, 20 UCLA L. Rev. 75 (1972). This debate took place decades ago. Have
advances in technology strengthened or weakened Breyer’s argument?3. Intellectual Property
as Property. It is tempting to view intellectual property through a tangible property lens. See
Richard Epstein, The Disintegration of Intellectual Property? A Classical Liberal Response to a
Premature Obituary, 62 Stan. L. Rev. 455 (2010). After all, intellectual property draws on tangible



property concepts of first-in-time, exclusivity, and transferability, and scholars have explored the
philosophy of tangible property rules and institutions for centuries. However, simplistic
Blackstonian conceptions of land and other tangible resources miss a lot of the most important
economic and social concerns relating to protecting intangible resources. See Peter S. Menell,
Governance of Intellectual Resources and Disintegration of Intellectual Property in the Digital
Age, 26 Berkeley Tech. L.J. 1523 (2011); Mark A. Lemley, Property, Intellectual Property, and
Free Riding, 83 Tex. L. Rev. 1031 (2005). Nonetheless, tangible property law and institutions
dealing with more complex resources (such as water, wild animals, oil and natural gas) and
circumstances (control of the dead hand, shared use of resources) offer valuable insights into
the design of intellectual property rules and institutions. Cf. Molly Van Houweling, Intellectual
Property as Property, in Research Handbook On The Economics Of Intellectual Property Law
(Peter S. Menell & Ben Depoorter eds., forthcoming 2016)4. Comparative Institutional Analysis.
Numerous institutional mechanisms exist for addressing the public goods problem inherent in
the production of ideas and information—direct government funding of research, government
research subsidies, promotion of joint ventures, and prizes. The case for intellectual property
rights ideally compares all of these options. Intellectual property rights have the advantage of
limiting the government’s role in allocating resources to a finite set of decentralized decisions:
whether particular inventions are worthy of a fixed period of protection. The market then serves
as the principal engine of progress. Decentralized consumers generate demand for products
and competing decentralized sellers produce them. By contrast, most other incentive systems,
especially large-scale research funding, require central planning on a mass scale. Most
economists place more confidence in the former means of allocating resources. The case for
intellectual property rights, then, is based more on a generalized perception of institutional
choice than on strong direct evidence of the superiority of intellectual property rights relative to
the alternatives.5. The Open Source Movement. The emergence of cooperative working
environments for the development of software has raised questions about the core precept
underlying the utilitarian/economic perspective: that exclusive property rights represent the most
effective means for promoting creative enterprise. See generally Steven Weber, The Success of
Open Source (2004); Yochai Benkler, Coase’s Penguin, or Linux and the Nature of the Firm, 112
Yale L.J. 369 (2002); David McGowan, The Legal Implications of Open Source Software, 2001 U.
Ill. L. Rev. 241. Open source software traces its origins to the early 1970s and the culture of
collaborative research on computer software that existed in many software research
environments. To perpetuate that model in the face of increasingly proprietary software, Richard
Stallman, a former researcher in MIT’s Artificial Intelligence Laboratory, established the Free
Software Foundation (FSF) to promote users’ rights to use, study, copy, modify, and redistribute
computer programs. Such rights obviously conflict with the default bundle of rights of copyright
law. For that reason, FSF developed the GNU General Public License (GPL), a complex
licensing agreement designed to prevent programmers from building proprietary limitations into
“free” software. Stallman set forth a task list for the development of a viable UNIX-compatible



open source operating system. Many programmers from throughout the world contributed to this
effort on a voluntary basis, and by the late 1980s most of the components had been assembled.
The project gained substantial momentum in 1991 when Linus Torvalds developed a UNIX-
compatible kernel, which he called “Linux.” Torvalds structured the evolution of his component
on the GNU GPL “open source” model. The integration of the GNU and Linux components
resulted in a UNIX-compatible open source program (referred to as GNU/Linux) and has since
become widely used throughout the computing world. In the process, it has spawned a large
community of computer programmers and service organizations committed to the principles of
open source development. The growth and success of Linux has brought the open source
movement into the mainstream computer software industry. Today, a variety of vendors, such as
Red Hat, Caldera, and Ubuntu, distribute open source software, and it has tens of millions of
users worldwide. Does this experience refute the logic underlying the property rights paradigm
or merely broaden the range of viable governance structures?6. Drawing upon Thomas
Jefferson’s natural rights insight that “ideas should freely spread from one to another over the
globe, for the moral and mutual instruction of man, and improvement of his condition, seems to
have been peculiarly and benevolently designed by nature,” Andrew A. Lipscomb & Albert Ellery
Bergh eds., The Writings of Thomas Jefferson, vol. 13: 333-35 (Writings (document 12): letter
from Thomas Jefferson to Isaac McPherson, 13 Aug. 1813) (1905), John Perry Barlow’s essay
“The Economy of Ideas” has emerged as a manifesto for a new libertarianism that resists
intellectual property protection in cyberspace. John Perry Barlow, The Economy of Ideas, 2.03
Wired 84 (Mar. 1994). Barlow questions whether a right of property can or should exist in a
medium (digital networks) lacking physical structure or any significant cost of distribution. This
approach resonates with many in the computer hacker community who believe that “information
wants to be free.” Professor Lawrence Lessig explores and expands upon this perspective in his
books Free Culture: How Big Media Uses Technology and the Law to Lock Down Culture and
Control Creativity (2004) and The Future of Ideas: The Fate of the Commons in a Connected
World (2001), although his focus is not on eliminating intellectual property but on preserving
spaces free of such property. For historical analysis of Jefferson’s thinking and its application to
intellectual property, see Adam Mossoff, Who Cares What Thomas Jefferson Thought About
Patents? Reevaluating the Patent Privilege in Historical Context, 92 Cornell L. Rev. 953 (2007);
Justin Hughes, Copyright and Incomplete Historiographies—of Piracy, Propertization, and
Thomas Jefferson, 79 S. Cal. L. Rev. 993 (2006).What is likely to happen if we abolish the
concept of ownership of information on the Internet? In general? Consider the implications for
particular works of authorship: musical compositions, sound recordings, software, movies,
databases. Will people stop producing these works? Or will other types of incentives and
appropriation mechanisms (e.g., encryption, secrecy) continue to encourage invention and
creativity? What are the advantages and disadvantages of these alternative mechanisms? For a
controversial argument that we don’t need IP at all, see Michele Boldrin & David Levine, Against
Intellectual Monopoly (2007).ii. Ensuring Integrity of the MarketplaceUnlike patent and



copyright, trademark law does not protect innovation or creativity directly. Rather, it aims to
protect the integrity of the marketplace by prohibiting the use of marks associated with particular
manufacturers in ways that would cause confusion as to the sources of the goods. In so doing,
trademark law reduces consumer confusion and enhances incentives for firms to invest in
activities (including R&D) that improve brand reputation. This function, however, is part of a
larger framework of laws and institutions that regulate the quality of information in the
marketplace. See generally Peter S. Menell & Suzanne Scotchmer, Intellectual Property Law, in
2 Handbook of Law and Economics 1474, 1536-56 (A. Mitchell Polinsky & Steven Shavell eds.,
2007)The efficiency of the marketplace depends critically upon the quality of information
available to consumers. In markets in which the quality of goods is uniform or easily inspected at
the time of purchase, consumers can determine the attributes themselves and no information
problem arises. In many markets, however—such as used automobiles, computers, watches, as
well as designer handbags—an information asymmetry exists: sellers typically have better
information about their products or services than buyers can uncover without buying the product.
See George A. Ackerlof, The Market for “Lemons”: Quality Uncertainty and the Market
Mechanism, 84 Q.J. Econ. 488 (1970). Unscrupulous sellers will be tempted to make false or
misleading product claims or copy the trademark of a rival producer known for superior quality. It
is often easier to copy a trademark than to duplicate production techniques, quality assurance
programs, and the like. For example, two watches that look the same on the outside may have
very different mechanical features, manufacturing quality, and composition of materials
used.Proliferation of unreliable information in the marketplace increases consumers’ costs of
search and distorts the provision of goods. Consumers will have to spend more time and effort
inspecting goods, researching the product market, and testing products. Manufacturers will have
less incentive to produce quality goods as others will be able to free-ride on such reputations. In
markets for products where quality is costly to observe, high-quality manufacturers might not be
able to survive without effective mechanisms for policing the source of products and the
accuracy of claims relating to unobservable product characteristics.Trademarks, as concise and
unequivocal indicators of the source (e.g., Intel) and nature (e.g., Pentium) of particular goods,
counteract the “market for lemons” problem by communicating to consumers the enterprise
responsible for the goods and, in some cases, the specifications of the goods. The brand name
Coca-Cola, for example, informs the consumer of the maker of the soft drink beverage as well as
the taste that they can expect. If the product meets or exceeds expectations, then the trademark
owner gains a loyal customer who will be willing to pay a premium in future transactions; if the
product disappoints, then the trademark owner will have more difficulty making future sales to
that consumer (or will have to offer a discount to attract their business). In this way, trademarks
implicitly communicate unobservable characteristics about the quality of branded products,
thereby fostering incentives for firms to invest in product quality, even when such attributes are
not directly observable prior to a purchasing decision. Sellers who enter the high-quality
segment of the market must initially invest in building a strong reputation. Only after consumers



become acquainted with the attributes of their brand can they recoup these costs. As this
process unfolds, high-quality items can sell for a premium above their costs of production, since
consumers will expect them to be of high quality. Trademarks also facilitate efficient new
business models, such as franchising, which generate economies of scale and scope in
marketing and facilitate rapid business diffusion across vast geographic areas.The marking of
products also creates incentives for disreputable sellers to pass off their own wares as the
goods of better-respected manufacturers. Trademark law (as well as false advertising and unfair
competition laws more generally) harnesses the incentives of sellers in the marketplace to police
the use of marks and advertising claims of competitors. Sellers often have the best information
about the quality of products in the marketplace; they also have a direct stake in preventing
competitors from free-riding on their brand, reputation, and consumer loyalty. By creating private
causes of action, trademark and false advertising law take advantage of this informational base
and incentive structure as well as the vast, decentralized enforcement resources of trademark
owners to regulate the informational marketplace, effectively in the name of consumers.As with
patent and copyright law, the creation of intellectual property rights in words, phrases, logos, and
other identifying product features can entail several types of costs. Protection of descriptive
terms as trademarks can increase search costs and impair competition by raising the marketing
costs of competitors. For example, if a cookie manufacturer were to obtain a trademark on the
word “cookie,” then other companies interested in selling cookies would have a much more
difficult time communicating the nature of their goods to consumers. If, however, the trademark
was to “Mrs. Fields Cookies” and any protection for “cookies” was disclaimed, then potential
competitors would be able to describe their products in the most easily recognized manner and
would be able to develop their own marks—such as “ACME Cookies.” At a minimum, trademark
protection for descriptive terms significantly reduces the effective range of terms that others can
use commercially.More generally, trademark protection for descriptive terms can impede
competition. Gaining control over the most effective term for describing a product raises the
costs of potential competitors seeking to sell in that marketplace. By not being able to use a term
or means of communication most easily understood by the consuming public, the entrant must
bear higher marketing costs. Limitations on the use of trademarked terms for purposes of
comparative advertising would also impede vigorous competition.Trademark protection can also
interfere with both communicative and creative expression. Broad exclusive trademark rights
would limit the ability of others (including non-competitors) to comment on and poke fun at
trademarks and their owners. As we will see, various doctrines limit such adverse effects. But as
trademark protection has expanded beyond the traditional core—for example, to encompass a
broad conception of connection to, sponsorship of, and affiliation with a trademark owner—it
becomes more difficult to assess the boundaries, leading film and television production
companies, for example, to tread carefully (and increasingly incur the costs of licensing
transactions) in the use of trademarks in their works.COMMENTS AND QUESTIONS1.
Comparative Institutional Analysis. In addition to private rights of action for trademark



infringement and false advertising, several other mechanisms are available to provide and
regulate market information, such as deceit and fraud common law causes of action and
privately enforced consumer protection statutes, public regulation and public enforcement of
unfair competition laws, and industry self-regulation and certification organizations. How do
these institutions compare with trademark protection? Should they supplement or substitute for
trademark protection? See Dan L. Burk & Brett McDonnell, Trademarks and the Theory of the
Firm, 51 Wm. & Mary L. Rev. 345 (2009).2. Status Goods. Some trademarks also serve a more
ambiguous function: signaling status or identity for some consumers. Some have referred to
such commodities as “Veblen” goods, reflecting Thorstein Veblen’s theory of conspicuous
consumption. See Thorstein Veblen, The Theory of the Leisure Class: An Economic Study of
Institutions (1899). This theory posits that unlike normal goods, demand for status goods
increases with their price. Purchasers of such goods may be interested in being associated with
a particular brand—such as a Rolex watch, a t-shirt with the name and colors of a particular
university, or a corporate brand—possibly apart from whether it is authentic or the quality
associated with the authentic good. Some purchasers of such goods may well prefer a less
expensive, counterfeit version. They presumably would not be confused when purchasing such
goods (e.g., a Rolex watch sold on a street corner for $10). Of course, where both buyers and
sellers are aware of the difference between cheap imitations of a luxury good and the genuine
article, things might be different. It could be that cheap imitations in some ways promote sales of
the luxury good. See Jonathan Barnett, Shopping for Gucci on Canal Street: Status
Consumption, Intellectual Property and the Incentive Thesis, 91 Va. L. Rev. 1381 (2005).The
marketing of less expensive, lower quality imitations of status goods creates the possibility of
separate harm to the sellers and purchasers of authentic goods. The availability of counterfeit
articles could well divert some consumers who would otherwise purchase the authentic article,
although this effect is likely to be relatively small due to the large price differential and the
availability of the authentic goods for those who are interested. The lower quality of the
counterfeit goods could, however, erode the goodwill associated with the authentic
manufacturer through post-sale confusion—on-lookers who mistake the shoddier counterfeit
good for the authentic good and are thereby less inclined to purchase the authentic version,
thereby reducing sales by the trademark owner. In addition, due to the proliferation of non-easily
recognized “fakes,” prior and potential purchasers of the authentic “status” goods may be less
interested in owning a much less rare commodity. The value of ownership may be sullied. In
essence, status goods exhibit a negative network externality, whereby proliferation of such
goods erodes the value to prior purchasers. Should trademark law be concerned with this effect?
3. Protection Against Dilution. In 1996, Congress expanded trademark protection beyond the
prevention of consumer confusion to safeguard famous marks—such as Coca-Cola, Nike, Rolls
Royce, Disney, and Tiffany’s—against blurring (loss of distinctiveness) and tarnishment of brand
identity. As consumers develop their mental lexicon of brands, they associate both specific
products and general attributes with particular trademarks. For example, Rolls Royce connotes



both the source of a luxury automobile as well as a brand of uncompromising quality and ornate
styling (as well as high cost). If another company were to introduce Rolls Royce candy bars, it is
unlikely that many (if any) consumers would believe that the automobile manufacturer was the
source. Whether intended or not, the candy company might benefit from the particular general
attributes that the consuming public associates with the Rolls Royce brand. They might also gain
some “status” equity to the extent that consumers value the signal associated with a mark. Thus,
adopting the Rolls Royce name enables the newcomer some ability to free-ride on the general
brand reputation of the famous trademark owner.Such use, however, might impose some costs
on consumers and the owner of the famous trademark. As this new use of the Rolls Royce term
gained popularity, the association between the mark and a particular source would become
blurred. Furthermore, as more companies in unrelated markets adopt this moniker—Rolls Royce
tennis racquets, Rolls Royce landscaping, Rolls Royce tacos—the distinctive quality of the mark
would become further eroded. Over time, consumers would lose the non-product specific
identity (i.e., Rolls Royce as a brand of uncompromising quality and ornate styling) that the
original Rolls Royce mark once evoked. Arguably this raises consumers’ search costs:
consumers’ mental lexicon has become more difficult to parse. See Stacey L. Dogan & Mark A.
Lemley, The Merchandising Right: Fragile Theory or Fait Accompli?, 54 Emory L.J. 461
(2005).As another example, Disney has developed a strong reputation for wholesome, family
entertainment. If a pornographic filmmaker were to brand its films Disney Smut Productions, it is
unlikely that many consumers would be confused as to the source of such films. Nonetheless,
consumers’ shopping lexicon would arguably be distorted because the Disney name would
trigger associations with both family-oriented content and pornography. Such a negative
association could well injure the Disney Corporation’s brand equity.Anti-dilution protection
prevents this erosion of the distinctive quality of a mark by prohibiting famous marks from being
used by others—even in unrelated product markets and in non-confusing ways. This preserves
distinctive brands and affords the owners exclusive rights to carry their brand names into wholly
new markets (or not). We see examples of such brand migration in many markets. Sony
Corporation which honed its reputation in the consumer electronics marketplace, has now
developed products in the sound recording and motion picture marketplaces. Cross-branding,
such as the marketing of a Barbie doll adorned with Coca-Cola’s logo and a distinctive red
ensemble, is also increasingly common.What are the costs of anti-dilution protection? Is the
harm to consumers of non-confusing, diluting uses of famous marks likely to be significant?
Would scaling back or eliminating anti-dilution protection significantly weaken the incentives of
firms to invest in and maintain their brand equity?4. Distributive and Social JusticeIn A
Theory of Justice (1971)—probably the most influential work of political philosophy written in the
past century—John Rawls offers an “ideal contractarian” theory of distributive shares. To
determine the just allocation of the benefits and burdens of social life, he asks what distributive
principles would suitably disinterested persons choose. To ask what selfish people would want,
or what social contract would actually result from a convocation of all members of society, Rawls



argues, would ensure that the naturally smart or strong, or people who shared a particular race,
nationality, religion, or ideology, dominated the rest, if any agreement could be reached at all.
Rawls rejects this construction of the "original position" for choosing social rules—which more
libertarian philosophers, such as David Gauthier, come closer to favoring—because he finds this
consequence intuitively unacceptable. He assumes instead that the resources and opportunities
a person should have available should not depend primarily on how fortunate he or she was in
the natural lottery of talents and parents, or in what group that person happens to be
born.Rawls, therefore, tries to determine principles that rational people behind a “veil of
ignorance” would choose. Rawls contends that the veil must be quite opaque. It must, for
example, exclude from the minds of those choosing principles of justice all knowledge of their
own abilities, desires, parentage, and social stratum.Rawls concludes that people behind the
veil of ignorance would adopt what he calls the “difference principle.” They would agree, he says,
that the fundamental institutions of society should be arranged so that the distribution of
“primary goods”—not only wealth, income, and opportunities for work or leisure, but also what
Rawls terms the “bases of self-respect”—is to the maximal advantage of a representative
member of the least advantaged social class. Defining the least advantaged class and the
proper set of primary goods is difficult and contentious. In Political Liberalism (1993), Rawls
refines his theory of distributive justice in the following passage:[M]easures are required to
assure that the basic needs of all citizens can be met so that they can take part in political and
social life.About this last point, the idea is not that of satisfying needs as opposed to mere
desires and wants; nor is it that of redistribution in favor of greater equality. The constitutional
essential here is rather that below a certain level of material and social well-being, and of
training and education, people simply cannot take part in society as citizens, much less equal
citizens.Id. at 166.COMMENTS AND QUESTIONS1. Do you agree with Rawls that people
behind the veil of ignorance would agree that the fundamental institutions of society should be
arranged so that the distribution of “primary goods”—including property—is to the maximal
advantage of a representative member of the least advantaged social class? Would you agree
to this principle if you were behind a veil of ignorance?Consider political scientist James Q.
Wilson’s critique:[E]verybody in Rawls's universe is averse to risk; each wants to make certain
that, if he winds up on the bottom of the heap, the bottom is as attractive as possible.But many
people are in fact not averse to risk, they are risk takers; to them, a just society would be one in
which inequalities in wealth were acceptable provided that the people at the top of the heap got
there as a result of effort and skill. And even people who are not risk takers may endorse this
position because they think it fair that rewards should be proportional to effort, even if some
people lose out entirely. (These same people might also expect their church or government to
take care of those who lost out.) They have this view of fairness because they recognize that
people differ in talent, energy, temperament, and interests; that conflicts among such people are
inevitable; and that matching, as best one can, rewards to contributions is the best way of
handling that conflict. . . .Equality is a special and, as it turns out, rare and precarious case of



equity. Settled living, and in particular the accumulation of private property, makes equality of
outcomes impossible because inequality of contributions become manifest. The task of settled
societies is to devise ways of assuring that outcomes are proportional to worth, reasonably
defined.James Q. Wilson, The Moral Sense 73-76 (1993); see also Eric Rakowksi, Equal Justice
(1991) (advocating a more meritocratic “equality of fortune” that affords all members of society a
just initial distribution of resources but tolerates inequalities resulting from exercise of free will—
notably, occupational preferences, wise business decisions, and diligence in school, training,
and work).2. What do Rawls’ principles of distributive justice imply for the rights in intellectual
property? Doesn’t the essential mechanism of intellectual property protection—rewarding time-
limited monopoly power in exchange for advancing society’s knowledge base—inexorably
produce inequality?3. Justifying Intellectual Property? At a basic level, technological advance
produces higher standards of living. It enables society to accomplish more with fewer resources
and therefore increases productivity. Furthermore, no one is required to purchase IP-protected
goods. Therefore, in an exchange economy, only those who value such goods more than their
cost will purchase the goods. Moreover, patent and copyright protection eventually expire. At a
coarse level of granularity, modern societies have the benefit of all manner of innovation and
creativity—from sanitation technologies that support safe drinking water to telecommunications
and modern medicines. As such, innovation tends to reduce poverty and raise standards of
living in an absolute sense over the long run (but as John Maynard Keynes famously observed,
“In the long run we are all dead”). See Peter S. Menell, Property, Intellectual Property, and Social
Justice: Mapping the Next Frontier, 5 Brigham-Kanner Property Conference Journal
(forthcoming 2016); cf. Robert P. Merges, Justifying Intellectual Property (2011).4. Access to
Medicine. The argument that intellectual property protection increases productivity and
eventually becomes available to all affords little solace to those who cannot afford to purchase
patented, life-saving medicines. Should the patent rights give way for life-saving medicines and
treatments? To what extent would such a rule undermine the race to discover cures for disease?
Is unequal access to medicine best addressed through social insurance institutions? Cf. Amy
Kapczynski, Access to Knowledge Mobilization and the New Politics of Intellectual Property, 117
Yale L.J. 804 (2008); William W. Fisher & Talha Syed, Global Justice in Healthcare: Developing
Drugs for the Developing World, 40 U.C. Davis L. Rev. 581 (2007).5. Access to Culture and
Cumulative Creativity. We can also see distributive values in the broadening of expressive
opportunities for authors and artists. Since expression often builds on and reacts to prior
expressive works, such distributive values can run counter to the provision of exclusive rights.
Limiting doctrines and the fair use privilege implicitly cross-subsidizes cumulative creators. Such
freedom to build on the work of others can, however, adversely affect authors’ moral and
dignitary interests. See Molly Shaffer Van Houweling, Distributive Values in Copyright, 83 Tex. L.
Rev. 1535 (2005); see also Peter S. Menell, Adapting Copyright for the Mashup Generation, 164
U. Pa. L. Rev. 441 (2016).6. IP and Inequality. While the digital revolution has provided especially
rapid technological advance, it has also contributed to skewing of wealth distribution. Like the



technological advances of the Industrial Revolution, the Digital Revolution of the past several
decades—characterized by scalability of information technologies, network effects, and
displacement of labor by smart machines—has produced a new Gilded Age. See Menell,
Property, Intellectual Property, and Social Justice, supra; Erik Brynjolfsson & Andrew Mcafee,
Race Against The Machine: How The Digital Revolution Is Accelerating Innovation, Driving
Productivity, And Irreversibly Transforming Employment And The Economy (2011). Many of the
wealthiest people in the world are technology entrepreneurs. The sports and entertainment
professions, which depend critically upon copyright, trademark, and publicity right protections,
also contribute to high wealth for a relatively small “superstar” class.7. Gender and Racial
Equality. The concentration of wealth and economic leverage that intellectual property produces
places vast power in the hands of a relatively small group of entrepreneurs and their
representatives. The class of venture capitalists, corporate titans, Hollywood moguls, and
technology and entertainment lawyers reflect historical gender and race biases. See Menell,
Property, Intellectual Property, and Social Justice, supra; K.J. Greene, Intellectual Property at the
Intersection of Race and Gender: Lady Sings the Blues, 16 Am. U. J. Gender, Soc. Pol’y & L. 365
(2008). Yet copyright protection has been especially effective in providing whatever limited
“equality of opportunity” African-Americans have enjoyed in the United States. Indeed, for the
wealthiest African-Americans, copyright has been the most important form of property for social
and economic advancement. See Justin Hughes & Robert P. Merges, Copyright and Distributive
Justice, 92 Notre Dame L. Rev. (forthcoming 2016).Moreover, adequately funded and well-
produced film, art, music, and literature play an inestimable role in promoting social and cultural
understanding and tolerance. As much as lawyers emphasize the role of legal advocacy in
shifting the law, the television series Will and Grace likely had more influence in shifting the
nation’s and Supreme Court’s views on gay marriage than anything that lawyers argued.
Similarly, works such as To Kill a Mockingbird and The Help powerfully communicated the
indignity of the Jim Crow South. The public’s gradual embrace of R&B, jazz, and gospel—what
was once referred to as “race music”—played a critical role in building a more cohesive and
inclusive nation. See Menell, Property, Intellectual Property, and Social Justice, supra.8. IP and
the Environment. While motivating the development of better environmental technologies, the
patent system potentially constrains the diffusion of technological advances that seek to
ameliorate environmental harms. Even if advances in wind turbine and solar technologies
dramatically lowered the cost of producing electricity, distributing that energy to consumers
depends critically upon a grid infrastructure that can move decentralized sources of electricity to
market. Moreover, such energy must compete with harmful alternatives. Without fees to
internalize those harmful effects, renewable sources of energy face a competitive disadvantage.
Thus, intellectual property cannot be the sole policy to address problems like pollution and
climate change. Prizes, subsidies, and externality-internalizing fees on fossil fuels offer
complementary tools for balancing the R&D appropriability problem, the environmental
externalities of fossil fuel consumption, and the geopolitical distortions of reliance on oil. See



generally Peter S. Menell & Sarah M. Tran, Intellectual Property, Innovation and the Environment
(2014).PROBLEMProblem I-2. Building on your lifelong interest in music and computers, you
have just spent ten years creating a computer-based encyclopedia of music called Musipedia.
The encyclopedia includes text, snippets of recorded music (no longer than 60 seconds each),
pictures, and other graphics, all of which can be called up by the user.Like many other
multimedia products, your encyclopedia allows the user to select a topic of interest and see (or
hear) more about it. For example, from the opening menu, a user can select classical
composers, then select Mozart, and then choose from a biographical sketch, with text, pictures,
video clips, and samples of sheet music and audio recordings.To make it easier for computer
users to access all the information in your encyclopedia, you have used an “access interface”
similar to the widely used “MediaMate” interface written and made popular by billionaire
computer impresario Gil Bates. (Bates adapted the “MediaMate” interface from a publicly
available interface designed by the U.S. Army to teach electronics and other technical subjects
to recruits.) Although MediaMate has now become the standard interface program, Bates,
because of his prodigious programming talent, wrote the program in his spare time over several
weeks while watching soap operas. According to his autobiography, he “never broke a sweat”
while writing it.Since Bates’s company, MacroLoft, also owns many of the legal rights needed to
play music from such musicians as Jimi Hendrix and Aretha Franklin, you have decided it is time
to negotiate directly with Bates prior to placing your encyclopedia on the market. Note that
although Bates has received licenses in the relevant copyrights, it is widely known that some of
the musicians, notably Neil Young, who created the songs are not pleased with the use of short
snippets on low fidelity computer sound systems, some of which sound “tinny.”You are aware
that negotiating with Bates is far different from standard business practice. He is known to do all
negotiating standing up in an unheated room in a mountain cabin with no lawyers or assistants
of any kind. Most unusually, he is not interested at all in formal legal rights. Reflecting his
photographic memory of all of the great works of philosophy, he insists on negotiating from what
he calls “first principles.” This usually involves long discussions of who should have which rights
in which situations, and why.You would like to convince Bates to let you market your
encyclopedia without paying him any royalties for songs, the access interface, or anything else.
Failing this, you would like to keep these royalties to a minimum. What are your strongest
arguments? What are Bates’s best counter-arguments and how would you counter them?B.
Overview of Intellectual PropertyIntellectual property law has traditionally been taught along
doctrinal lines. Separate courses have covered patent, copyright, and trademarks, with trade
secrets often lost between the gaps. Yet the practice of intellectual property law increasingly cuts
across these lines. Computer technology companies, for example, frequently require lawyers to
address trade secret, copyright, patent, trademark, and antitrust issues simultaneously.
Moreover, from a purely practical standpoint, clients are ultimately interested in appropriating a
return from their investments, not in how many patents, copyrights, trademarks, or trade secrets
their lawyers can obtain. Thus, intellectual property lawyers must possess an integrated



understanding of these various fields to provide sound advice.With this objective in mind, our
book integrates the various modes of intellectual property in a functional manner. Nonetheless, it
is still necessary to devote significant time to mastering each of the distinct fields. Therefore, the
next five chapters survey the principal modes of intellectual property—trade secret, patent,
copyright, trademark/trade dress, and related state law doctrines—while emphasizing the
overlaps and interactions of the various bodies of law. Later chapters integrate this material and
explore advanced topics.Before we begin this more detailed study, however, a brief survey of the
overall landscape of intellectual property is in order. The following section sketches the elements
of each of the principal modes of intellectual property protection in a comparative framework.
These elements are summarized in Table 1-1. As an initial exploration, we conclude the chapter
with a problem highlighting the integrated nature of intellectual property law and the challenges
of applying its many branches to a real-world problem.Chapter I: IntroductionChapter I:
IntroductionA. Philosophical Perspectives1. The Natural Rights PerspectiveJohn
Locke, Two Treatises on Government, Third Edition, 16982. The Personhood
PerspectiveMargaret Jane Radin, Property and Personhood, 34 Stanford Law Review 957
(1982)3. The Utilitarian/Economic Incentive Perspectivei. Promoting Innovation and
Creativitya. Economic Incentive Benefitb. Costs of Limiting Diffusionii.
Ensuring Integrity of the Marketplace4. Distributive and Social JusticeB. Overview
of Intellectual Property1. Trade Secret2. Patent3. Copyright4. Trademark/
Trade DressThe concept of property is well understood in Western society. It is among the oldest
institutions of human civilization. It is widely recognized that people may own real property and
tangible objects. The common law and the criminal law protect private property from interference
by others. The Fifth Amendment to the U.S. Constitution protects private property against
takings by the government without just compensation. The philosophical bases for protection of
private property are well entrenched in our culture: Private property results when labor is applied
to nature, as an incentive for discovery, as an essential part of personhood, and as a foundation
for an ordered economic system.Ideas, by definition, are less tangible. They exist in the mind
and work of humans. Legal protection for intellectual work evolved much later in the
development of human society than did protection for tangible property. The protection of such
“intellectual property” raises complex philosophical questions. Should the first person to discover
a way of performing an important task—for example, a procedure for closing a wound—be
entitled to prevent others from using this procedure? Should the first person to pen a phrase or
hum a melody be entitled to prevent others from copying such words or singing the song?
Should such “intellectual property rights” be more limited than traditional property rights (i.e., the
fee simple)? This book explores the legal institutions and rules that have developed to protect
intellectual property.This chapter has two principal purposes. It first explores the principal
philosophical foundations for the protection of intellectual property. Understanding the reasons
why we protect intellectual property—and how those reasons differ from the justifications for real
property—will help the reader grasp the details of the many legal rules that will follow in this



book. The second section provides a comparative overview of the principal modes of intellectual
property protection: patent, copyright, trademark/trade dress, and trade secret. Understanding
the intellectual property landscape requires thinking about each form of intellectual property not
just in isolation but as it interacts with all the others. The remainder of this book will explore these
areas in detail, highlighting their logic and interplay in promoting progress in technology and the
arts.A. Philosophical PerspectivesAll justifications for intellectual property protection,
whether economic or moral, must contend with a fundamental difference between ideas and
tangible property. Tangible property, whether land or chattels, is composed of atoms, physical
things that can occupy only one place at any given time. This means that possession of a
physical thing is necessarily “exclusive”—if I have it, you don’t. Indeed, the core of the Western
concept of property lies in the right granted to the “owner” of a thing or a piece of land to exclude
others from certain uses of it. Settled ownership rights in land and goods are thought to prevent
both disputes over who can use the property for what purpose, and the overuse of property that
would result if everyone had common access to it.Ideas, though, do not have this characteristic
of excludability. If I know a particular piece of information, and I tell it to you, you have not
deprived me of it. Rather, we both possess it. The fact that the possession and use of ideas is
largely “nonrivalrous” is critical to intellectual property theory because it means that the
traditional economic justification for tangible property does not fit intellectual property. In the
state of nature, there is no danger of overusing or overdistributing an idea, and no danger of
fighting over who gets to use it. Everyone can use the idea without diminishing its value. See
generally Peter S. Menell & Suzanne Scotchmer, Intellectual Property Law, in 2 Handbook of
Law and Economics 1474 (A. Mitchell Polinsky & Steven Shavell eds., 2007).Theorists have
therefore turned elsewhere to justify exclusive rights in ideas. Over the course of human history,
numerous theories have been put forth to explain intellectual property protection. The principal
basis for such protection in the United States is the utilitarian or economic incentive framework.
Nonetheless, other theories—most notably the natural rights and personhood justifications—
have been important in understanding the development and scope of intellectual property law,
both here and abroad. The two excerpts that follow justify tangible property. Consider how well
they apply to intangible ideas.1. The Natural Rights PerspectiveJohn Locke, Two Treatises
on Government, Third Edition, 1698Though the earth and all inferior creatures be common to all
men, yet every man has a “property” in his own “person.” This nobody has any right to but
himself. The “labour” of his body and the “work” of his hands, we may say, are properly his.
Whatsoever, then, he removes out of the state that Nature hath provided and left it in, he hath
mixed his labor with it, and joined to it something that is his own, and thereby makes it his
property. It being by him removed from the common state Nature placed it in, it hath by this
labour something annexed to it that excludes the common right of other men. For this “labour”
being the unquestionable property of the labourer, no man but he can have a right to what that is
once joined to, at least where there is enough, and as good left in common for others.He that is
nourished by the acorns he picked up under an oak, or the apples he gathered from the trees in



the wood, has certainly appropriated them to himself. . . . . That labour put a distinction between
them and common. . . . And will any one say he had no right to those acorns or apples he thus
appropriated because he had not the consent of all mankind to make them his? Was it a robbery
thus to assume to himself what belonged to all in common? If such a consent as that was
necessary, man had starved, notwithstanding the plenty God had given him. We see in
commons, which remain so by compact, that it is the taking any part of what is common, and
removing it out of the state Nature leaves it in, which begins the property, without which the
common is of no use. And the taking of this or that part does not depend on the express consent
of all the commoners. . . .It will, perhaps, be objected to this, that if gathering the acorns or other
fruits, of the earth, etc., makes a right to them, then any one may engross as much as he will. To
which I answer, Not so. The same law of Nature that does by this means give us property, does
also bound that property too. . . . As much as any one can make use of to any advantage of life
before it spoils, so much he may by his labor fix his property in. Whatever is beyond this is more
than his share, and belongs to others. . . .As much land as a man tills, plants, improves,
cultivates, and can use the product of, so much is his property. He by his labor does, as it were,
enclose it from the common. . . . Nor was this appropriation of any parcel of land, by improving it,
any prejudice to any other man, since there was still enough and as good left, and more than the
yet unprovided could use. So that, in effect, there was never the less left for others because of
his enclosure for himself. For he that leaves as much as another can make use of does as good
as take nothing at all.COMMENTS AND QUESTIONS1. How do Locke’s theories of real
property apply to intellectual property? Should we treat the two as the same for ownership
purposes? What would Locke say about the exclusive rights granted by the patent laws, to
prevent others from using the claimed invention for up to 20 years, whether or not they
discovered the invention on their own? Surely if Locke considered the working of land and raw
materials to be ‘‘labor’’ that justified ownership of the resulting product, he would have
considered labor toward the creation of a new idea—the ‘‘sweat of the brow’’—to be equally
deserving of protection. Or do the differences between real and intellectual property mean that
Locke’s arguments shouldn’t apply to intellectual property?For illumination on these and related
points, see Edwin C. Hettinger, Justifying Intellectual Property, 18 Phil. & Pub. Aff. 31 (1989).
Hettinger critiques the major theories of intellectual property rights. As to Lockean labor theory,
Hettinger makes these useful observations:[A]ssuming that labor’s fruits are valuable, and that
laboring gives the laborer a property right in this value, this would entitle the laborer only to the
value she added, and not to the total value of the resulting product. Though exceedingly difficult
to measure, these two components of value (that attributable to the object labored on and that
attributable to the labor) need to be distinguished. [p. 37]Property rights in the thing produced
are…not a fitting reward if the value of these rights is disproportional to the effort expended by
the laborer. ‘‘Effort’’ includes (1) how hard someone tries to achieve a result, (2) the amount of
risk voluntarily incurred in seeking this result, and (3) the degree to which moral considerations
played a role in choosing the result intended. The harder one tries, the more one is willing to



sacrifice, and the worthier the goal, the greater are one’s deserts. [pp. 41-42][A]ssuming that
labor’s fruits are valuable, and that laboring gives the laborer a property right in this value, this
would entitle the laborer only to the value she added, and not to the total value of the resulting
product. Though exceedingly difficult to measure, these two components of value (that
attributable to the object labored on and that attributable to the labor) need to be distinguished.
[p. 37]Property rights in the thing produced are…not a fitting reward if the value of these rights is
disproportional to the effort expended by the laborer. ‘‘Effort’’ includes (1) how hard someone
tries to achieve a result, (2) the amount of risk voluntarily incurred in seeking this result, and (3)
the degree to which moral considerations played a role in choosing the result intended. The
harder one tries, the more one is willing to sacrifice, and the worthier the goal, the greater are
one’s deserts. [pp. 41-42]The philosopher Robert Nozick made the first point by means of
reductio ad absurdum: he asks whether the owner of a can of tomato juice who dumps it into the
ocean can thereafter claim ownership of all the high seas. See Robert Nozick, Anarchy, State
and Utopia 175 (1984).2. An application of the Lockean approach with an especially detailed
consideration of the Lockean “proviso” (i.e., that “as much and as good” be left for others after
appropriation) can be found in Wendy J. Gordon, A Property Right in Self-Expression: Equality
and Individualism in the Natural Law of Intellectual Property, 102 Yale L.J. 1533 (1993). The
proviso poses a problem we will see throughout the course: how to delimit the rights of a creator
in the face of claims by consumers and other members of the public at large.More particularly,
Gordon challenges the extreme view taken by some commentators that a creator’s rights should
be absolute. The absolutist view proceeds from the idea that since the creator is solely
responsible for the creation, no one is harmed if the creation is withheld from the public entirely.
And since the creator can withhold it entirely, he or she can naturally restrict its availability in any
manner, including a high price or conditions on its purchase. See, e.g., John Stuart Mill,
Principles of Political Economy 142 (1872); Steven N.S. Cheung, Property Rights and Invention,
in 8 Research in Law and Economics: The Economics of Patents and Copyrights 5, 6 (John
Palmer & Richard O. Zerbe, Jr. eds., 1986). Through the examination of various examples—such
as the Church of Scientology’s efforts to restrain books critical of its teachings, West Publishing’s
suit to enjoin Lexis from offering page numbers corresponding to West’s case reports, and
Disney’s efforts to prevent bawdy parodies of its images that ridicule sanitized popular culture—
Gordon suggests that, sometimes at least, the public can be worse off if a creation is offered and
then limited in its use than it would have been had the creation never been made.Should it
matter whether Locke’s hypothetical creator was the only one likely to come up with his
particular invention or discovery? If others would have discovered the same phenomenon a few
years (or a few weeks) later, does Locke’s argument for property rights lose its force? We might
distinguish between a Lockean theory of copyright, which prevents copying, and an effort to
justify patent law, which precludes even independent invention and therefore restricts the labor
of others.For detailed discussions of the “Lockean proviso,” see Jeremy Waldron, Enough and
as Good Left for Others, 29 Phil. Q. 319 (1979); Robert Nozick, Anarchy, State and Utopia



175-82 (1984); David Gauthier, Morals by Agreement 190-232 (1986). For more detailed
treatment of another problem addressed by Gordon—the follow-on creator who builds on a
preexisting work—see Lawrence C. Becker, Deserving to Own Intellectual Property, 68 Chi.-Kent
L. Rev. 609 (1993). For insightful historical analysis of Locke’s theory and its application to
intellectual property, see Justin Hughes, Copyright and Incomplete Historiographies: Of Piracy,
Propertization, and Thomas Jefferson, 79 S. Cal. L. Rev. 993 (2006). If labor or effort is the key to
property claims under Locke, how should we handle situations where numerous dispersed
people accumulate their labor to produce something useful? See Robert P. Merges, Locke for
the Masses, 36 Hofstra L. Rev. 1179 (2008).3. Nozick’s Anarchy, State and Utopia offers a
different philosophical perspective on intellectual property, one rooted in the libertarian tradition.
It is not clear how libertarians should think of intellectual property rights. On the one hand,
ownership of property seems necessary to the market exchange that is at the heart of the
libertarian model of society. On the other hand, one might view the free flow of information
unfettered by property rights as the norm, and view government-enforced intellectual property
rights as an unnecessary aberration. For a libertarian approach that is decidedly hostile to
intellectual property, see John Perry Barlow, The Economy of Ideas, 2.03 Wired 84 (Mar.
1994).4. Natural rights are strongly emphasized in the continental European justifications for
intellectual property. Those justifications to some extent parallel Locke’s arguments, but there
are important differences. Continental scholars emphasize the importance of reputation and
noneconomic aspects of intellectual property, factors that lead them to support moral rights in
copyright law. Professor Alfred Yen presents a thorough account of the role of natural rights in
American copyright law. See Alfred Yen, Restoring the Natural Law: Copyright as Labor and
Possession, 51 Ohio St. L.J. 517 (1990). For a detailed comparison of efficiency, natural rights,
and other foundational theories of intellectual property law, see Robert P. Merges, Justifying
Intellectual Property (2011).PROBLEMProblem I-1. You are a botanist exploring a remote region
of a small tropical country. You stumble across a field of strange flowers that you have never
encountered before. The tribespeople tell you that they use the flower to heal various ailments by
rubbing its petals on the skin and chanting a healing prayer. You pluck one of the flowers and
when you return to your campsite that night, you show it to a fellow explorer who is an expert in
biochemistry. The biochemist smells the flower and says that it is vaguely reminiscent of
Substance P. Substance P is a medicine widely used to treat a variety of serious diseases. She
tells you that Substance P is easy to detect: It turns bright yellow when exposed to intense heat.
That evening, you put the flower over the campfire and, sure enough, it turns bright yellow. When
you return home, you work for months to isolate the active ingredient in the flower. It is not
Substance P, but a close structural analog. In chemical experiments, the extract shows great
promise for fighting many of the diseases that Substance P can treat without Substance P’s
dreaded side effects.What rights, if any, should you have in this discovery and research? Should
those rights prevent anyone else from going back to the tropical country, finding the flower, and
isolating the chemical you have discovered?You make a profit selling your medicine throughout



the world, including to the native tribespeople of the tropical country. John, a chemist in your
company, is angered by this policy. Your formula is a carefully guarded secret, but John
publishes it in The New England Journal of Medicine. A nonprofit organization begins producing
the medicine and selling your product to the native tribespeople at a discount. The organization
advertises that it is selling your medicine for pennies a year. Should you be able to stop them
from selling your medicine? Should you be able to stop them from using the name of your
medicine in their ads?You have named your medicine “Tropicurical.” To advertise the product,
one of the employees in your advertising department writes a song based on the very distinctive
sounds of the wind in the inland coves of the country mixed with the native birds’ calls. The
tribespeople of the tropical country have a song that sounds remarkably similar to your
advertising tune. The song is important to their tribal identity, and they argue that it is
inappropriate to use their distinctive tribal song to commercialize your product. They ask you to
stop using it. Should they be able to stop you from using the name or song?When you refuse to
stop using the Tropicurical song to advertise your product, the tribespeople write a new version
of their song entitled “Tropicursical” with angry lyrics claiming that your product destroys culture.
Should you be able to stop them from singing the song? National Geographic records the
tribespeople singing “Tropicursical.” The recording plays as part of the news report on their
television show. It is also available for download on National Geographic’s website. Individuals
download copies of the song and e-mail it to their friends. It spreads like wildfire over the
Internet, and eventually popular radio stations play it over the air. Should you be able to stop
these copies and performances?PROBLEMProblem I-1. You are a botanist exploring a remote
region of a small tropical country. You stumble across a field of strange flowers that you have
never encountered before. The tribespeople tell you that they use the flower to heal various
ailments by rubbing its petals on the skin and chanting a healing prayer. You pluck one of the
flowers and when you return to your campsite that night, you show it to a fellow explorer who is
an expert in biochemistry. The biochemist smells the flower and says that it is vaguely
reminiscent of Substance P. Substance P is a medicine widely used to treat a variety of serious
diseases. She tells you that Substance P is easy to detect: It turns bright yellow when exposed to
intense heat. That evening, you put the flower over the campfire and, sure enough, it turns bright
yellow. When you return home, you work for months to isolate the active ingredient in the flower.
It is not Substance P, but a close structural analog. In chemical experiments, the extract shows
great promise for fighting many of the diseases that Substance P can treat without Substance
P’s dreaded side effects.What rights, if any, should you have in this discovery and research?
Should those rights prevent anyone else from going back to the tropical country, finding the
flower, and isolating the chemical you have discovered?You make a profit selling your medicine
throughout the world, including to the native tribespeople of the tropical country. John, a chemist
in your company, is angered by this policy. Your formula is a carefully guarded secret, but John
publishes it in The New England Journal of Medicine. A nonprofit organization begins producing
the medicine and selling your product to the native tribespeople at a discount. The organization



advertises that it is selling your medicine for pennies a year. Should you be able to stop them
from selling your medicine? Should you be able to stop them from using the name of your
medicine in their ads?You have named your medicine “Tropicurical.” To advertise the product,
one of the employees in your advertising department writes a song based on the very distinctive
sounds of the wind in the inland coves of the country mixed with the native birds’ calls. The
tribespeople of the tropical country have a song that sounds remarkably similar to your
advertising tune. The song is important to their tribal identity, and they argue that it is
inappropriate to use their distinctive tribal song to commercialize your product. They ask you to
stop using it. Should they be able to stop you from using the name or song?When you refuse to
stop using the Tropicurical song to advertise your product, the tribespeople write a new version
of their song entitled “Tropicursical” with angry lyrics claiming that your product destroys culture.
Should you be able to stop them from singing the song? National Geographic records the
tribespeople singing “Tropicursical.” The recording plays as part of the news report on their
television show. It is also available for download on National Geographic’s website. Individuals
download copies of the song and e-mail it to their friends. It spreads like wildfire over the
Internet, and eventually popular radio stations play it over the air. Should you be able to stop
these copies and performances?2. The Personhood PerspectiveMargaret Jane Radin,
Property and Personhood, 34 Stanford Law Review 957 (1982)This article explores the
relationship between property and personhood, a relationship that has commonly been both
ignored and taken for granted in legal thought. The premise underlying the personhood
perspective is that to achieve proper self-development—to be a person—an individual needs
some control over resources in the external environment. The necessary assurances of control
take the form of property rights. Although explicit elaboration of this perspective is wanting in
modern writing on property, the personhood perspective is often implicit in the connections that
courts and commentators find between property and privacy or between property and liberty. In
addition to its power to explain certain aspects of existing schemes of property entitlement, the
personhood perspective can also serve as an explicit source of values for making moral
distinctions in property disputes and hence for either justifying or criticizing current law.…In what
follows I shall discuss the personhood perspective as Hegel developed it in Philosophy of Right,
trace some of its later permutations and entanglements with other perspectives on property, and
try to develop a contemporary view useful in the context of the American legal system. . . .I.
Property for Personhood: An Intuitive ViewMost people possess certain objects they feel are
almost part of themselves. These objects are closely bound up with personhood because they
are part of the way we constitute ourselves as continuing personal entities in the world. They
may be as different as people are different, but some common examples might be a wedding
ring, a portrait, an heirloom, or a house.One may gauge the strength or significance of
someone’s relationship with an object by the kind of pain that would be occasioned by its loss.
On this view, an object is closely related to one’s personhood if its loss causes pain that cannot
be relieved by the object’s replacement. If so, that particular object is bound up with the holder.



For instance, if a wedding ring is stolen from a jeweler, insurance proceeds can reimburse the
jeweler, but if a wedding ring is stolen from a loving wearer, the price of a replacement will not
restore the status quo—perhaps no amount of money can do so.The opposite of holding an
object that has become a part of oneself is holding an object that is perfectly replaceable with
other goods of equal market value. One holds such an object for purely instrumental reasons.
The archetype of such a good is, of course, money, which is almost always held only to buy
other things. A dollar is worth no more than what one chooses to buy with it, and one dollar bill is
as good as another. Other examples are the wedding ring in the hands of the jeweler, the
automobile in the hands of the dealer, the land in the hands of the developer, or the apartment in
the hands of the commercial landlord. I shall call these theoretical opposites—property that is
bound up with a person and property that is held purely instrumentally—personal property and
fungible property respectively.…III. Hegel, Property, and PersonhoodA. Hegel’s
Philosophy of Right. . . Because the person in Hegel’s conception is merely an abstract unit of
free will or autonomy, it has no concrete existence until that will acts on the external world.…
Hegel concludes that the person becomes a real self only by engaging in a property relationship
with something external. Such a relationship is the goal of the person. In perhaps the best-
known passage from this book, Hegel says:The person has for its substantive end the right of
placing its will in any and every thing, which thing is thereby mine; [and] because that thing has
no such end in itself, its destiny and soul take on my will. [This constitutes] mankind’s absolute
right of appropriation over all things.Hence, “property is the first embodiment of freedom and so
is in itself a substantive end.” . . .Hegel seems to make property “private” on the same level as
the unit of autonomy that is embodying its will by holding it. He argues that property is private to
individuals when discussing it in the context of the autonomous individual will and that it is
essentially common within a family, when discussing it in the context of the autonomous family
unit. He does not make the leap to state property, however, even though his theory of the state
might suggest it. For Hegel, the properly developed state (in contrast to civil society) is an
organic moral entity. . . . and individuals within the state are subsumed into its community
morality. . . .B. Hegel and Property for Personhood[A] theory of personal property can
build upon some of Hegel’s insights. First, the notion that the will is embodied in things suggests
that the entity we know as a person cannot come to exist without both differentiating itself from
the physical environment and yet maintaining relationships with portions of that environment.
The idea of embodied will, cut loose from Hegel’s grand scheme of absolute mind, reminds us
that people and things have ongoing relationships which have their own ebb and flow, and that
these relationships can be very close to a person’s center and sanity. If these relationships justify
ownership, or at least contribute to its justification, Hegel’s notion that ownership requires
continuous embodiment of the will is appealing.Second, Hegel’s incompletely developed notion
that property is held by the unit to which one attributes autonomy has powerful implications for
the concept of group development and group rights. Hegel thought that freedom (rational self-
determination) was only possible in the context of a group (the properly organized and fully



developed state). Without accepting this role for the state, one may still conclude that in a given
social context certain groups are likely to be constitutive of their members in the sense that the
members find self-determination only within the groups. This might have political consequences
for claims of the group on certain resources of the external world (i.e., property).Third, there may
be an echo of Hegel’s notion of an objective community morality in the intuition that certain kinds
of property relationships can be presumed to bear close bonds to personhood. If property in
one’s body is not too close to personhood to be considered property at all, then it is the clearest
case of property for personhood. The property/privacy nexus of the home is also a relatively
clear case in our particular history and culture. . . .[T]he personhood theory helps us understand
the nature of the right dictating that discrete units [i.e., an undivided, individual asset] ought to
be protected.An argument that discrete units are more important than total assets takes the
following form. A person cannot be fully a person without a sense of continuity of self over time.
To maintain that sense of continuity over time and to exercise one’s liberty or autonomy, one
must have an ongoing relationship with the external environment, consisting of both ‘‘things’’ and
other people. One perceives the ongoing relationship to the environment as a set of individual
relationships, corresponding to the way our perception separates the world into distinct “things.”
Some things must remain stationary if anything is to move; some points of reference must be
constant or thought and action is not possible. In order to lead a normal life, there must be some
continuity in relating to ‘‘things.’’ One’s expectations crystallize around certain ‘‘things,’’ the loss
of which causes more disruption and disorientation than does a simple decrease in aggregate
wealth. For example, if someone returns home to find her sofa has disappeared, that is more
disorienting than to discover that her house has decreased in market value by 5%. If, by magic,
her white sofa were instantly replaced by a blue one of equal market value, it would cause no
loss in net worth but would still cause some disruption in her life.This argument assumes that all
discrete units one owns and perceives as part of her continuing environment are to some degree
personal. If the white sofa were totally fungible, then magically replacing it with a blue one would
cause no disruption. In fact, neither would replacing it with money. . . .But the theory of personal
property suggests that not all object-loss is equally important. Some objects may approach the
fungible end of the continuum so that the justification for protecting them as specially related to
persons disappears. They might just as well be treated by whatever general moral rules govern
wealth-loss at the hands of the government. If the moral rules governing wealth-loss correspond
to Michelman’s utilitarian suggestion—government may take whatever wealth is necessary to
generate higher welfare in which the individual can confidently expect to share—then the
government could take some fungible items without compensation. In general, the moral inquiry
for whether fungible property could be taken would be the same as the moral inquiry for whether
it is fair to impose a tax on this particular person.On the other hand, a few objects may be so
close to the personal end of the continuum that no compensation could be “just.” That is,
hypothetically, if some object were so bound up with me that I would cease to be ‘‘myself’’ if it
were taken, then a government that must respect persons ought not to take it. If my kidney may



be called my property, it is not property subject to condemnation for the general public welfare.
Hence, in the context of a legal system, one might expect to find the characteristic use of
standards of review and burdens of proof designed to shift risk of error away from protected
interests in personal property. For instance, if there were reason to suspect that some object
were close to the personal end of the continuum, there might be a prima facie case against
taking it. That prima facie case might be rebutted if the government could show that the object is
not personal, or perhaps that the object is not “too” personal compared with the importance to
the government of acquiring that particular object for social purposes.COMMENTS AND
QUESTIONS1. How well does Professor Radin’s theory of real property apply to intellectual
property? Can an individual be so “bound up” in their inventions or works of authorship that their
loss would occasion more than economic damage? Does it affect your answer that intellectual
property can be used simultaneously by many people without depleting its functional value to
anyone—so that an author’s “loss” is not the physical deprivation of stolen chattels, but the less
personal fact that someone else has copied her work?It may be that the investment of
“personhood” in intellectual property varies greatly, both with the type of intellectual property at
issue and with the time and effort the owner put into developing it. For example, a novel on which
one has worked for several years may have more personal value than a massive software
program for navigating a jumbo jet or a company’s customer list. Should the law take account of
these differences, giving greater protection to more personal works?For applications of Radin’s
“personhood” ideas in the context of intellectual property, see Neil W. Netanel, Copyright
Alienability Restrictions and the Enhancement of Author Autonomy: A Normative Evaluation, 24
Rutgers L.J. 347 (1993); Steven Cherensky, Comment, A Penny for Their Thoughts: Employee-
Inventors, Preinvention Assignment Agreements, Property, and Personhood, 81 Cal. L. Rev. 595,
641 (1993). Cherensky argues, using personhood theory and the related idea of market-
inalienability, that employee-inventors should retain greater property interests in their inventions
than they typically do under conventional employee assignment contracts. On market-
inalienability, i.e., things which should not be subject to market exchange at all, see Margaret
Jane Radin, Market-Inalienability, 100 Harv. L. Rev. 1849 (1987). Cf. Justin Hughes, The
Philosophy of Intellectual Property, 77 Geo. L.J. 287, 350-53 (1988) (suggesting various strains
of the personhood justification in American copyright law). Professor Roberta Kwall offers a
related “moral” basis for legal protection emphasizing the dignity, honor, self-worth, and
autonomy of the author. See Roberta Kwall, The Soul of Creativity: Forging a Moral Rights Law
for the United States 37 (2009). For more on control over one’s economic situation—i.e.,
economic autonomy—and its role in contemporary intellectual property debates, see Robert P.
Merges, The Concept of Property in the Digital Era, 45 Hous. L. Rev. 1239 (2008). For a detailed
explication of Hegel’s approach to property, see Jeremy Waldron, The Right to Private Property
(1988).2. For a critique of Radin’s broader personhood perspective, see Stephen J. Schnably,
Property and Pragmatism: A Critique of Radin’s Theory of Property and Personhood, 45 Stan. L.
Rev. 347 (1993) (challenging Radin’s appeal to consensus and arguing that this focus obscures



issues of power and the like). For further elaboration and defense of the personhood
perspective, see Margaret Jane Radin, Reinterpreting Property (1993) (a collection of related
essays); A. John Simmons, The Lockean Theory of Rights (1992); Jeremy Waldron, The Right to
Private Property (1991) (comparing Lockean and Hegelian property rights theories);
Symposium, Property Rights, 11 Soc. Phil. & Pol’y 1-286 (1994).3. Personhood theories of IP
rights tend to focus on the connection between the creator’s identity and the thing created. But
consumers too may identify with creative works; indeed, Radin’s example of the couch suggests
that buyers too have an identity interest bound up with the things they own (or, perhaps, read).
How should the law take that interest into account? Does it suggest that we need to give broader
scope for user-generated content like fan fiction and videos that incorporate literary characters
or songs? Or might it suggest the opposite – that consumers have an interest in the purity of
their iconic works, free from the unauthorized modification of those works by others? See Justin
Hughes, “Recoding” Intellectual Property and Overlooked Audience Interests, 77 Tex. L. Rev.
923 (1999). More recent work has suggested that creators are often motivated as much if not
more by attribution and fairness than by the prospect of money. See Jessica Silbey, The Eureka
Myth: Creators, Inventors, and Everyday Intellectual Property (2014); Jeanne Fromer,
Expressive Incentives in Intellectual Property, 98 Va. L. Rev. 1745 (2012).4. A radical critique of
some bedrock notions implicit in intellectual property—most notably, the concept of “the author”
herself—has grown up in recent years, fueled by a general deconstructive trend in literary
criticism. While not aimed directly at Radin’s personhood approach to certain forms of property,
these ideas do pose a challenge to the application of Radin’s approach in the intellectual
property context. They suggest that the concept of authorship is so malleable, contingent, and
“socially constructed” that we should be wary about identifying a creative work too closely with a
particular author, let alone her personality. In this view, all creations are largely a product of
communal forces. Dividing the stream of intellectual discourse into discrete units—each owned
by and closely associated with a particular author—is therefore a logically incoherent exercise
subject more to the political force of asserted authors’ groups than to recognition of inherent
claims of “personhood.” See, e.g., Martha Woodmansee & Peter Jaszi eds., The Construction of
Authorship: Textual Appropriation in Law and Literature (1994); Peter Jaszi, Toward a Theory of
Copyright: The Metamorphoses of “Authorship,” 1991 Duke L.J. 455; James Boyle, A Theory of
Law and Information: Copyright, Spleens, Blackmail and Insider Trading, 80 Cal. L. Rev. 1413
(1992).If authorship is an incoherent concept, is there any role at all for copyright law? How can
one protect the rights (natural, moral, or economic) of the author, if there is, in fact, no author?
Does the literary critique answer the charge that authors will not create in the absence of
economic reward? Or is it directed only at personality-based theories of intellectual property?5.
Consider the observations of philosopher Lawrence Becker:So if property-as-personality [à la
Hegel] again turns out to be a dead end, perhaps we should dispense with the search for a deep
justification for property rights (from metaphysics, moral psychology, sociobiology, or whatever)
and focus on the behavioral surface: the observed, persistent, robust behavioral connections



between various property arrangements and human well-being, broadly conceived. This may
provide a foundation for egalitarian arguments that is more secure than speculative
metaphysics, and a foundation for private property that is more stable than a pluralistic account
of the standard array of bedrock justifications for it.Lawrence Becker, Too Much Property, 21
Phil. & Pub. Aff. 196, 206 (1992).3. The Utilitarian/Economic Incentive PerspectiveUtilitarian
theory and the economic framework built upon it have long provided the dominant paradigm for
analyzing and justifying the various forms of intellectual property protection. See generally Peter
S. Menell & Suzanne Scotchmer, Intellectual Property Law, in 2 Handbook of Law and
Economics 1474, 1525 (A. Mitchell Polinsky & Steven Shavell eds., 2007); William M. Landes &
Richard A. Posner, The Economic Structure of Intellectual Property Law (2003). For purposes of
exploring the economic dimensions of the intellectual property field, it is important to distinguish
between two quite distinct functions. The principal objective of much of intellectual property law
is the promotion of new and improved works—whether technological or expressive. This
purpose encompasses patent, copyright, and trade secret law, as well as several more
specialized protection systems (for mask works (semiconductor chip layouts), databases, and
designs). Trademark and related bodies of unfair competition law focus primarily on a very
different economic problem—ensuring the integrity of the marketplace.i. Promoting
Innovation and CreativityBoth the United States Constitution and judicial decisions emphasize
incentive theory in justifying intellectual property. The Constitution expressly conditions the grant
of power in the patent and copyright clause on a particular end, namely “to Promote the
Progress of Science and useful Arts.” U.S. Const., Art. I, Cl. 8. As the Supreme Court explained
in Mazer v. Stein, 347 U.S. 201 (1954): The copyright law, like the patent statutes, makes reward
to the owner a “secondary consideration.” United States v. Paramount Pictures, 334 U.S. 131,
158. However, it is “intended definitely to grant valuable, enforceable rights to authors,
publishers, etc., without burdensome requirements: ‘to afford greater encouragement to the
production of literary [or artistic] works of lasting benefit to the world.’” Washington Pub. Co. v.
Pearson, 306 U.S. 30. The economic philosophy behind the clause empowering Congress to
grant patents and copyrights is the conviction that it is the best way to advance public welfare
through the talents of authors and inventors in “Science and useful Arts.” Sacrificial days devoted
to such creative activities deserve rewards commensurate with the services rendered.To
understand why the Framers thought exclusive rights in inventions and creations would promote
the public welfare, consider what would happen absent any intellectual property protection.
Invention and creation require the investment of resources—the time of an author or inventor,
and often expenditures on facilities, prototypes, supplies, etc. In a private market economy,
individuals will not invest in invention or creation unless the expected return from doing so
exceeds the cost of doing so—that is, unless they can reasonably expect to make a profit from
the endeavor. To profit from a new idea or work of authorship, the creator must be able either to
sell it to others or to put it to some use that provides her with a comparative advantage in a
market, such as by reducing the cost of producing goods.But ideas (and writings, for that matter)



are notoriously hard to control. Even if the idea is one that the creator can use herself, for
example, to boost productivity in her business, she will reap a reward from that idea only to the
extent that her competitors don’t find out about it. A creator who depends on secrecy for value,
therefore, lives in constant peril of discovery and disclosure. Competitors may steal the idea or
learn of it from an ex-employee. They may be able to figure it out by watching the creator’s
production process or by examining the products she sells. Finally, they may come upon the idea
on their own or discover it in the published literature. In all of these cases, the secrecy value of
the idea will be irretrievably lost.The creator who wants to sell her idea is in an even more
difficult position. Selling information requires disclosing it to others. Once the information has
been disclosed outside a small group, however, it is extremely difficult to control. Information has
the characteristics of what economists call a ‘‘public good’’—it may be ‘‘consumed’’ by many
people without depletion, and it is difficult to identify those who will not pay and prevent them
from using the information. See Kenneth J. Arrow, Economic Welfare and the Allocation of
Resources for Invention, in The Rate and Direction of Inventive Activity: Economic and Social
Factors 609, 614-16 (Nat’l Bureau of Economic Research ed., 1962). Once the idea of the
intermittent windshield wiper is disclosed, others can imitate its design relatively easily. Once a
book is published, others can copy it at low cost. It is difficult to exclude nonpurchasers from
sharing in the benefits of the idea. Ideas and information can also be used by many without
depleting the enjoyment of others. Unlike an ice cream cone, a good story or the concept of
intermittent windshield wipers can be enjoyed by many without diminishing enjoyment of these
creations by others.[1] If we assume that it is nearly costless to distribute information to others—
an assumption that was once unrealistic, but now has become much more reasonable with
advances in digital technology (including the Internet)—it will prove virtually impossible to
charge for information over the medium run in the absence of effective intellectual property or
some other means of protection (such as technological protection measures). If the author of a
book charges more than the cost of distribution, hoping to recover some of her expenditures in
writing the work, competitors will quickly jump in to offer the book at a lower price. Competition
will drive the price of the book toward its marginal cost—in this case, the cost of producing and
distributing one additional copy. In such a competitive market, the author will be unable to
recoup the fixed cost of writing the book. More to the point, if this holds true generally, authors
may be expected to leave the profession in droves, since they cannot make any money at it. The
result, according to economic theory, would be an underproduction of books and other works of
invention and creation with similar public goods characteristics.Information is not the only
example of a public good. Economists generally offer lighthouses and national defense as
examples of public goods, since it is virtually impossible to provide the benefits of either one
only to paying clients. It is impossible, for example, to exclude some ships and not others from
the benefits of a lighthouse. Furthermore, the use of the lighthouse by one ship does not deplete
the value of its hazard warning to others. As a result, it would be inefficient to exclude nonpayers
from using the lighthouse’s warning system even if we could, since consumption of this good is



“nonrivalrous” (meaning that everyone can benefit from it once it is produced). For these
reasons, the market will in theory undersupply such goods because producers cannot reap the
marginal (incremental) value of their investment in providing them.[2]Can you see why broadcast
television signals, beautiful gardens on a public street, and national defense are also public
goods?By contrast, markets for pure private goods, such as ice cream cones, feature exclusivity
and rivalrous competition—the ice cream vendor provides the good only to those who pay the
price, and the consumer certainly depletes the amount of the good available to others. Thus, the
market system provides adequate incentives for the creation of ice cream cones: sellers can
exact their cost of production, and the value of the product is fully enjoyed by the purchaser.In
the case of national defense (and most lighthouses), we avoid the underproduction that would
result from leaving it to the market by having the government step in and pay for the public good.
For a variety of good reasons, we have not gone that route with many forms of information.
Instead, the government has created intellectual property rights to give authors and inventors
control over the use and distribution of their ideas, thereby encouraging them to invest in the
production of new ideas and works of authorship. Thus, the economic justification for intellectual
property lies not in rewarding creators for their labor but in ensuring that they (and other
creators) have appropriate incentives to engage in creative activities.Unfortunately, this
approach comes at a cost. Granting authors and inventors the right to exclude others from using
their ideas necessarily limits the diffusion of those ideas and so prevents many people from
benefiting from them. In economic terms, intellectual property rights prevent competition in the
sale of the particular work or invention covered by those rights, and therefore may allow the
intellectual property owner to raise the price of that work above the marginal cost of reproducing
it. This means that in many cases fewer people will buy the work than if it were distributed on a
competitive basis, and they will pay more for the privilege. A fundamental principle of our
economic system is the proposition that free market competition will ensure an efficient
allocation of resources, absent market failures. In fact, the principal thrust of the antitrust laws
serves precisely this goal. In this limited sense, then, intellectual property rights appear to run
counter to free market competition: they limit the ability of competitors to copy or otherwise
imitate the intellectual efforts of the first person to develop an idea. These rights enable those
possessing intellectual property rights to charge monopoly prices or to otherwise limit
competition, such as by controlling the use of the intellectual work in subsequent
products.Because intellectual property rights impose social costs on the public, the intellectual
property laws can be justified by the public goods argument only to the extent that they do on
balance encourage enough creation and dissemination of new works to offset those costs. One
of the reasons that intellectual property rights are limited in scope, duration, and effect is to
balance these costs and benefits. For example, the limited term of intellectual property rights
ensures that inventions will be freely available after that fixed term. The key to economic
efficiency lies in balancing the social benefit of providing economic incentives for creation and
the social costs of limiting the diffusion of knowledge. We will encounter this critical trade-off



throughout our study of intellectual property. The two examples below highlight some of the
major issues.a. Economic Incentive BenefitIntellectual property protection is necessary to
encourage inventors, authors, and artists to invest in the process of creation. Without such
protection, others could copy or otherwise imitate the intellectual work without incurring the
costs and effort of creation, thereby inhibiting the original creators from reaping a reasonable
return on their investment. Consider the following example: After years of effort and substantial
expense, Earnest Inventor develops the Mousomatic, a significantly better mousetrap. Not only
does it catch mice better than the competition’s trap, but it also neatly packages the dead mice
in disposable sanitary bags. Consumers are willing to pay substantially more for this product
than for its competitors. The Mousomatic catches the attention of Gizmo Gadget Incorporated.
Gizmo copies the basic design of the Mousomatic and offers its version of the Mousomatic at a
substantial discount. (Gizmo can still earn a profit at this lower price because it had minimal
research and development expense.) To stay in business, Earnest is forced to lower his price.
Market competition pushes the price down to the cost of production and distribution. In the end,
Earnest is unable to recover his cost of research and development and suffers a loss. Although
he has numerous other interesting ideas, he decides that they are not worth pursuing because
Gizmo, or some other company, will simply copy them if they turn out well.The existence of
intellectual property rights encourages Earnest and other inventors to pursue their creative
efforts. If Earnest can obtain the right to prevent others from copying his inventions, then he
stands a much better chance to reap a profit. Hence, he will be much more inclined to make the
initial investment in research and development. In the end, not only will Earnest be wealthier, but
the public will be enriched by the new and better products brought forth by intellectual property
protection.b. Costs of Limiting DiffusionLegal protection for ideas and their expression
prevents others from using those works to develop similar works that build upon them.
Knowledge in society is cumulative. In the words of Sir Isaac Newton, ‘‘If I have seen further
[than others], it is by standing on the shoulders of giants.’’ Hence, society at large can be
harmed by intellectual property protection to the extent that it unnecessarily raises the cost of
acquiring a product (through monopoly pricing by the right holder) and limits others from making
further advances. Consider the following scenario: Professor Lee conducts research on drug
treatments at University College. Grants from the federal government generously fund her
laboratory. For the past decade, Professor Lee has competed with colleagues at other
laboratories to discover the cure for a prevalent form of cancer. It is likely that the first person to
discover the cure will win a Nobel prize, as well as numerous other financial and professional
rewards. In early 1995, Professor Lee hits upon the Alpha drug, which cures the disease. She
files for and receives a patent. Professor Hu, a researcher at another research institution,
independently discovers the identical cure a few months later. With patent in hand, Professor
Lee starts a company to sell Alpha and charges a price 100 times the cost of production.
Because Alpha is a life-saving cure, those stricken with the disease who can afford the treatment
are more than willing to pay the price. Then, to relieve the suffering of millions, Professor Hu



begins selling Alpha at the cost of production. Moreover, she has developed an improvement on
the Alpha drug, Alpha+, that reduces the side effects of the treatment. Professor Lee quickly
obtains an injunction preventing Hu from selling either version of Alpha for the life of the
patent.This example raises serious questions about whether intellectual property protection is
desirable, at least for this class of invention. Professor Lee does not bear significant risk in
pursuing the invention because the government and university generously fund her research.
Furthermore, the potential for a Nobel prize, expanded research funding, and professional
recognition provide substantial encouragement for Professor Lee to pursue a cure whether or
not she gains financially from sales of Alpha. Moreover, other researchers were poised to make
the same discovery at about the time that Professor Lee made her discovery. Yet she has the
right not only to block sales of Alpha by competitors, but also to block sales of improvements
such as Alpha+. Does such a system benefit society? One must also consider that without the
financial incentive of a patent, there would perhaps have been less competition to discover and
market any cure for cancer. Problems such as this one have led some scholars to question the
economic efficiency of the patent system in particular circumstances. See F. M. Scherer,
Industrial Market Structure and Economic Performance 445-55 (2d ed. 1980).Similar problems
can arise in the copyright domain. In 1936, Margaret Mitchell published her epic novel Gone with
the Wind. The plot revolves around Scarlett O’Hara, a hard-working and ambitious Southern
woman who lives through the American Civil War and Reconstruction. Gone with the Wind
quickly became one of the most popular books ever written, eventually selling more than 28
million copies throughout the world. Ms. Mitchell would receive a Pulitzer Prize, and the novel
would become the basis for one of the most successful movies ever.Sixty-five years later, Alice
Randall, an African-American historian, set out to tell the history of the Civil War–era South from
another viewpoint. She invented the character of Cynara, a mulatto slave on Scarlett’s plantation
who also happened to be Scarlett’s half-sister. Although Mitchell’s novel did not depict a
character named Cynara, many other characters in Randall’s novel mimic characters in the
original. Randall’s The Wind Done Gone depicts the mistreatment and suffering of slaves in their
vernacular dialect. Randall believed that Gone with the Wind, as the lens through which millions
viewed the deep South during the Civil War era, provided a unique vehicle for communicating
the racial injustice of American history. Margaret Mitchell’s estate sued Randall for copying Gone
with the Wind without authorization, obtaining a preliminary injunction. Although Randall
eventually prevailed on appeal under the fair use doctrine, Suntrust Bank v. Houghton Mifflin Co.,
268 F.3d 1257 (11th Cir. 2001), this controversy illustrates how strong copyright protection can
potentially inhibit cumulative creativity.___________________________In applying a utilitarian
framework, the economic incentive benefits of intellectual property rights must be balanced
against the costs of limiting diffusion of knowledge. A critical issue in assessing the need for
intellectual property protection is whether innovators have sufficient means to appropriate an
adequate return on investment in research and development. In this regard, the market itself
often provides means by which inventors can realize sufficient rewards to pursue innovation



without formal intellectual property rights beyond contract law. The first to introduce a product
can in many contexts earn substantial and long-lived advantages in the market. In many
markets, the costs or time required to imitate a product (for example, to reverse engineer a
complex machine) are so great that the first to market a product has substantial opportunity for
profit. Moreover, as we will see in Chapter II, inventors can often prevent imitation through
contractual means, such as trade secrecy and licensing agreements with customers. Where the
invention relates to a manufacturing process, the innovator may be able to maintain protection
through secrecy even after the product is on the market. Alternatively, a producer may be able to
bundle products with essential services and contracts for updates of the product. In addition, the
producer may be able to spread the costs of research and development among a group of firms
through research joint ventures.In those areas in which economic incentives for innovation are
inadequate, and the creation of intellectual property rights is the most efficacious way of
encouraging progress, society must determine the appropriate requirements for, duration and
scope of, and set of rights afforded intellectual property. Over the past several decades,
economists have developed and refined models to assess the appropriate trade-off between the
social benefits of providing economic incentives for innovation through intellectual property
rights and the social costs of limiting diffusion of knowledge. Professor William Nordhaus
developed the first formal model analyzing the optimal duration of intellectual property. His
model of the innovative process assumed that investments in research produced a single
independent innovation. William Nordhaus, Invention, Growth, and Welfare: A Theoretical
Treatment of Technological Change 3-7 (1969). The principal policy implication of this model is
that the term of intellectual property protection should be calibrated to balance the incentive
benefits of protection against the deadweight loss of monopoly pricing and the resulting
limitations on dissemination.Since Nordhaus’s important early work, economic historians and
economic theorists have greatly enriched our understanding of the innovative process and the
implications for public policy. Historical and industry studies of the innovation process find that
inventions are highly interdependent: “Technologies . . . undergo a gradual, evolutionary
development which is intimately bound up with the course of their diffusion.” Paul David, New
Technology, Diffusion, Public Policy, and Industrial Competitiveness 20 (Center for Economic
Policy Research, Pub. No. 46, Apr. 1985). In fact, “secondary inventions”—including essential
design improvements, refinements, and adaptations to a variety of uses—are often as crucial to
the generation of social benefits as the initial discovery. See, e.g., J.L. Enos, A Measure of the
Rate of Technological Progress in the Petroleum Refining Industry, 6 J. Indus. Econ. 180, 189
(1958); James Mak & Gary Walton, Steamboats and the Great Productivity Surge in River
Transportation, 32 J. Econ. Hist. 619, 625 (1972). Economic theorists have more recently
developed models of the innovative process incorporating concepts of rivalrous and cumulative
innovation, see Suzanne Scotchmer, Standing on the Shoulders of Giants: Cumulative Research
and the Patent Law, 5 J. Econ. Perspectives 29 (1991); Robert P. Merges & Richard Nelson, On
the Complex Economics of Patent Scope, 90 Colum. L. Rev. 839 (1990); Peter S. Menell,



Tailoring Legal Protection for Computer Software, 39 Stan. L. Rev. 1329 (1987), uncovering a
range of important effects. Most notably, excessive protection for first-generation innovation can
impede later innovations if licensing is costly. More generally, these models cast doubt on the
notion that society can perfectly calibrate intellectual property rewards for each innovation.As is
increasingly evident, the range of innovative activity and creative expression in our society is
vast and ever changing. As the materials in this book will highlight, the intellectual property
institutions and rules that have evolved to promote technology and the arts are intricate. It will be
the challenge of future generations of policymakers, judges, and lawyers to refine the ability of
the intellectual property system to enhance the public welfare.COMMENTS AND QUESTIONS1.
One significant difference between the natural rights perspective and the utilitarian perspective
relates to who is entitled to the fruits of productive labor. In the natural rights framework, the
inventor or author is entitled to all the social benefits produced by his or her efforts. In the
utilitarian framework, reward to the inventor or author is a secondary consideration; the principal
objective is to enrich the public at large. Which view is more compelling? Consider in this regard
the optimal division of benefits from the invention of Alpha among Professor Lee, Professor Hu,
and the public at large. Is Professor Lee entitled to all or even a lion’s share of the benefits?2. In
1966, the Report of the President’s Commission on the Patent System identified four major
economic justifications for the patent laws. First, a patent system provides an incentive to invent
by offering the possibility of reward to the inventor and to those who support him. This prospect
encourages the expenditure of time and private risk capital in research and development efforts.
Second, and complementary to the first, a patent system stimulates the investment of additional
capital needed for the further development and marketing of the invention. In return, the patent
owner is given the right, for a limited period, to exclude others from making, using, or selling the
invented product or process. Third, by affording protection, a patent system encourages early
public disclosure of technological information, some of which might otherwise be kept secret.
Early disclosure reduces the likelihood of duplication of effort by others and provides a basis for
further advances in the technology involved. Fourth, a patent system promotes the beneficial
exchange of products, services, and technological information across national boundaries by
providing protection for industrial property of foreign nationals.While directed specifically at the
patent system, many of these arguments have application to all forms of intellectual property.Are
these incentives necessary to invention and creation? Using cost and other data from publishing
companies, Professor (now Justice) Stephen Breyer contended that lead time advantages and
the threat of retaliation reduce the cost advantages of copiers, thus obviating if not eliminating
the need for copyright protection for books. See Stephen Breyer, The Uneasy Case for
Copyright: A Study in Copyright of Books, Photocopies and Computer Programs, 84 Harv. L.
Rev. 281 (1970). Cf. Barry W. Tyerman, The Economic Rationale for Copyright Protection for
Published Books: A Reply to Professor Breyer, 18 UCLA L. Rev. 1100 (1971); Stephen Breyer,
Copyright: A Rejoinder, 20 UCLA L. Rev. 75 (1972). This debate took place decades ago. Have
advances in technology strengthened or weakened Breyer’s argument?3. Intellectual Property



as Property. It is tempting to view intellectual property through a tangible property lens. See
Richard Epstein, The Disintegration of Intellectual Property? A Classical Liberal Response to a
Premature Obituary, 62 Stan. L. Rev. 455 (2010). After all, intellectual property draws on tangible
property concepts of first-in-time, exclusivity, and transferability, and scholars have explored the
philosophy of tangible property rules and institutions for centuries. However, simplistic
Blackstonian conceptions of land and other tangible resources miss a lot of the most important
economic and social concerns relating to protecting intangible resources. See Peter S. Menell,
Governance of Intellectual Resources and Disintegration of Intellectual Property in the Digital
Age, 26 Berkeley Tech. L.J. 1523 (2011); Mark A. Lemley, Property, Intellectual Property, and
Free Riding, 83 Tex. L. Rev. 1031 (2005). Nonetheless, tangible property law and institutions
dealing with more complex resources (such as water, wild animals, oil and natural gas) and
circumstances (control of the dead hand, shared use of resources) offer valuable insights into
the design of intellectual property rules and institutions. Cf. Molly Van Houweling, Intellectual
Property as Property, in Research Handbook On The Economics Of Intellectual Property Law
(Peter S. Menell & Ben Depoorter eds., forthcoming 2016)4. Comparative Institutional Analysis.
Numerous institutional mechanisms exist for addressing the public goods problem inherent in
the production of ideas and information—direct government funding of research, government
research subsidies, promotion of joint ventures, and prizes. The case for intellectual property
rights ideally compares all of these options. Intellectual property rights have the advantage of
limiting the government’s role in allocating resources to a finite set of decentralized decisions:
whether particular inventions are worthy of a fixed period of protection. The market then serves
as the principal engine of progress. Decentralized consumers generate demand for products
and competing decentralized sellers produce them. By contrast, most other incentive systems,
especially large-scale research funding, require central planning on a mass scale. Most
economists place more confidence in the former means of allocating resources. The case for
intellectual property rights, then, is based more on a generalized perception of institutional
choice than on strong direct evidence of the superiority of intellectual property rights relative to
the alternatives.5. The Open Source Movement. The emergence of cooperative working
environments for the development of software has raised questions about the core precept
underlying the utilitarian/economic perspective: that exclusive property rights represent the most
effective means for promoting creative enterprise. See generally Steven Weber, The Success of
Open Source (2004); Yochai Benkler, Coase’s Penguin, or Linux and the Nature of the Firm, 112
Yale L.J. 369 (2002); David McGowan, The Legal Implications of Open Source Software, 2001 U.
Ill. L. Rev. 241. Open source software traces its origins to the early 1970s and the culture of
collaborative research on computer software that existed in many software research
environments. To perpetuate that model in the face of increasingly proprietary software, Richard
Stallman, a former researcher in MIT’s Artificial Intelligence Laboratory, established the Free
Software Foundation (FSF) to promote users’ rights to use, study, copy, modify, and redistribute
computer programs. Such rights obviously conflict with the default bundle of rights of copyright



law. For that reason, FSF developed the GNU General Public License (GPL), a complex
licensing agreement designed to prevent programmers from building proprietary limitations into
“free” software. Stallman set forth a task list for the development of a viable UNIX-compatible
open source operating system. Many programmers from throughout the world contributed to this
effort on a voluntary basis, and by the late 1980s most of the components had been assembled.
The project gained substantial momentum in 1991 when Linus Torvalds developed a UNIX-
compatible kernel, which he called “Linux.” Torvalds structured the evolution of his component
on the GNU GPL “open source” model. The integration of the GNU and Linux components
resulted in a UNIX-compatible open source program (referred to as GNU/Linux) and has since
become widely used throughout the computing world. In the process, it has spawned a large
community of computer programmers and service organizations committed to the principles of
open source development. The growth and success of Linux has brought the open source
movement into the mainstream computer software industry. Today, a variety of vendors, such as
Red Hat, Caldera, and Ubuntu, distribute open source software, and it has tens of millions of
users worldwide. Does this experience refute the logic underlying the property rights paradigm
or merely broaden the range of viable governance structures?6. Drawing upon Thomas
Jefferson’s natural rights insight that “ideas should freely spread from one to another over the
globe, for the moral and mutual instruction of man, and improvement of his condition, seems to
have been peculiarly and benevolently designed by nature,” Andrew A. Lipscomb & Albert Ellery
Bergh eds., The Writings of Thomas Jefferson, vol. 13: 333-35 (Writings (document 12): letter
from Thomas Jefferson to Isaac McPherson, 13 Aug. 1813) (1905), John Perry Barlow’s essay
“The Economy of Ideas” has emerged as a manifesto for a new libertarianism that resists
intellectual property protection in cyberspace. John Perry Barlow, The Economy of Ideas, 2.03
Wired 84 (Mar. 1994). Barlow questions whether a right of property can or should exist in a
medium (digital networks) lacking physical structure or any significant cost of distribution. This
approach resonates with many in the computer hacker community who believe that “information
wants to be free.” Professor Lawrence Lessig explores and expands upon this perspective in his
books Free Culture: How Big Media Uses Technology and the Law to Lock Down Culture and
Control Creativity (2004) and The Future of Ideas: The Fate of the Commons in a Connected
World (2001), although his focus is not on eliminating intellectual property but on preserving
spaces free of such property. For historical analysis of Jefferson’s thinking and its application to
intellectual property, see Adam Mossoff, Who Cares What Thomas Jefferson Thought About
Patents? Reevaluating the Patent Privilege in Historical Context, 92 Cornell L. Rev. 953 (2007);
Justin Hughes, Copyright and Incomplete Historiographies—of Piracy, Propertization, and
Thomas Jefferson, 79 S. Cal. L. Rev. 993 (2006).What is likely to happen if we abolish the
concept of ownership of information on the Internet? In general? Consider the implications for
particular works of authorship: musical compositions, sound recordings, software, movies,
databases. Will people stop producing these works? Or will other types of incentives and
appropriation mechanisms (e.g., encryption, secrecy) continue to encourage invention and



creativity? What are the advantages and disadvantages of these alternative mechanisms? For a
controversial argument that we don’t need IP at all, see Michele Boldrin & David Levine, Against
Intellectual Monopoly (2007).ii. Ensuring Integrity of the MarketplaceUnlike patent and
copyright, trademark law does not protect innovation or creativity directly. Rather, it aims to
protect the integrity of the marketplace by prohibiting the use of marks associated with particular
manufacturers in ways that would cause confusion as to the sources of the goods. In so doing,
trademark law reduces consumer confusion and enhances incentives for firms to invest in
activities (including R&D) that improve brand reputation. This function, however, is part of a
larger framework of laws and institutions that regulate the quality of information in the
marketplace. See generally Peter S. Menell & Suzanne Scotchmer, Intellectual Property Law, in
2 Handbook of Law and Economics 1474, 1536-56 (A. Mitchell Polinsky & Steven Shavell eds.,
2007)The efficiency of the marketplace depends critically upon the quality of information
available to consumers. In markets in which the quality of goods is uniform or easily inspected at
the time of purchase, consumers can determine the attributes themselves and no information
problem arises. In many markets, however—such as used automobiles, computers, watches, as
well as designer handbags—an information asymmetry exists: sellers typically have better
information about their products or services than buyers can uncover without buying the product.
See George A. Ackerlof, The Market for “Lemons”: Quality Uncertainty and the Market
Mechanism, 84 Q.J. Econ. 488 (1970). Unscrupulous sellers will be tempted to make false or
misleading product claims or copy the trademark of a rival producer known for superior quality. It
is often easier to copy a trademark than to duplicate production techniques, quality assurance
programs, and the like. For example, two watches that look the same on the outside may have
very different mechanical features, manufacturing quality, and composition of materials
used.Proliferation of unreliable information in the marketplace increases consumers’ costs of
search and distorts the provision of goods. Consumers will have to spend more time and effort
inspecting goods, researching the product market, and testing products. Manufacturers will have
less incentive to produce quality goods as others will be able to free-ride on such reputations. In
markets for products where quality is costly to observe, high-quality manufacturers might not be
able to survive without effective mechanisms for policing the source of products and the
accuracy of claims relating to unobservable product characteristics.Trademarks, as concise and
unequivocal indicators of the source (e.g., Intel) and nature (e.g., Pentium) of particular goods,
counteract the “market for lemons” problem by communicating to consumers the enterprise
responsible for the goods and, in some cases, the specifications of the goods. The brand name
Coca-Cola, for example, informs the consumer of the maker of the soft drink beverage as well as
the taste that they can expect. If the product meets or exceeds expectations, then the trademark
owner gains a loyal customer who will be willing to pay a premium in future transactions; if the
product disappoints, then the trademark owner will have more difficulty making future sales to
that consumer (or will have to offer a discount to attract their business). In this way, trademarks
implicitly communicate unobservable characteristics about the quality of branded products,



thereby fostering incentives for firms to invest in product quality, even when such attributes are
not directly observable prior to a purchasing decision. Sellers who enter the high-quality
segment of the market must initially invest in building a strong reputation. Only after consumers
become acquainted with the attributes of their brand can they recoup these costs. As this
process unfolds, high-quality items can sell for a premium above their costs of production, since
consumers will expect them to be of high quality. Trademarks also facilitate efficient new
business models, such as franchising, which generate economies of scale and scope in
marketing and facilitate rapid business diffusion across vast geographic areas.The marking of
products also creates incentives for disreputable sellers to pass off their own wares as the
goods of better-respected manufacturers. Trademark law (as well as false advertising and unfair
competition laws more generally) harnesses the incentives of sellers in the marketplace to police
the use of marks and advertising claims of competitors. Sellers often have the best information
about the quality of products in the marketplace; they also have a direct stake in preventing
competitors from free-riding on their brand, reputation, and consumer loyalty. By creating private
causes of action, trademark and false advertising law take advantage of this informational base
and incentive structure as well as the vast, decentralized enforcement resources of trademark
owners to regulate the informational marketplace, effectively in the name of consumers.As with
patent and copyright law, the creation of intellectual property rights in words, phrases, logos, and
other identifying product features can entail several types of costs. Protection of descriptive
terms as trademarks can increase search costs and impair competition by raising the marketing
costs of competitors. For example, if a cookie manufacturer were to obtain a trademark on the
word “cookie,” then other companies interested in selling cookies would have a much more
difficult time communicating the nature of their goods to consumers. If, however, the trademark
was to “Mrs. Fields Cookies” and any protection for “cookies” was disclaimed, then potential
competitors would be able to describe their products in the most easily recognized manner and
would be able to develop their own marks—such as “ACME Cookies.” At a minimum, trademark
protection for descriptive terms significantly reduces the effective range of terms that others can
use commercially.More generally, trademark protection for descriptive terms can impede
competition. Gaining control over the most effective term for describing a product raises the
costs of potential competitors seeking to sell in that marketplace. By not being able to use a term
or means of communication most easily understood by the consuming public, the entrant must
bear higher marketing costs. Limitations on the use of trademarked terms for purposes of
comparative advertising would also impede vigorous competition.Trademark protection can also
interfere with both communicative and creative expression. Broad exclusive trademark rights
would limit the ability of others (including non-competitors) to comment on and poke fun at
trademarks and their owners. As we will see, various doctrines limit such adverse effects. But as
trademark protection has expanded beyond the traditional core—for example, to encompass a
broad conception of connection to, sponsorship of, and affiliation with a trademark owner—it
becomes more difficult to assess the boundaries, leading film and television production



companies, for example, to tread carefully (and increasingly incur the costs of licensing
transactions) in the use of trademarks in their works.COMMENTS AND QUESTIONS1.
Comparative Institutional Analysis. In addition to private rights of action for trademark
infringement and false advertising, several other mechanisms are available to provide and
regulate market information, such as deceit and fraud common law causes of action and
privately enforced consumer protection statutes, public regulation and public enforcement of
unfair competition laws, and industry self-regulation and certification organizations. How do
these institutions compare with trademark protection? Should they supplement or substitute for
trademark protection? See Dan L. Burk & Brett McDonnell, Trademarks and the Theory of the
Firm, 51 Wm. & Mary L. Rev. 345 (2009).2. Status Goods. Some trademarks also serve a more
ambiguous function: signaling status or identity for some consumers. Some have referred to
such commodities as “Veblen” goods, reflecting Thorstein Veblen’s theory of conspicuous
consumption. See Thorstein Veblen, The Theory of the Leisure Class: An Economic Study of
Institutions (1899). This theory posits that unlike normal goods, demand for status goods
increases with their price. Purchasers of such goods may be interested in being associated with
a particular brand—such as a Rolex watch, a t-shirt with the name and colors of a particular
university, or a corporate brand—possibly apart from whether it is authentic or the quality
associated with the authentic good. Some purchasers of such goods may well prefer a less
expensive, counterfeit version. They presumably would not be confused when purchasing such
goods (e.g., a Rolex watch sold on a street corner for $10). Of course, where both buyers and
sellers are aware of the difference between cheap imitations of a luxury good and the genuine
article, things might be different. It could be that cheap imitations in some ways promote sales of
the luxury good. See Jonathan Barnett, Shopping for Gucci on Canal Street: Status
Consumption, Intellectual Property and the Incentive Thesis, 91 Va. L. Rev. 1381 (2005).The
marketing of less expensive, lower quality imitations of status goods creates the possibility of
separate harm to the sellers and purchasers of authentic goods. The availability of counterfeit
articles could well divert some consumers who would otherwise purchase the authentic article,
although this effect is likely to be relatively small due to the large price differential and the
availability of the authentic goods for those who are interested. The lower quality of the
counterfeit goods could, however, erode the goodwill associated with the authentic
manufacturer through post-sale confusion—on-lookers who mistake the shoddier counterfeit
good for the authentic good and are thereby less inclined to purchase the authentic version,
thereby reducing sales by the trademark owner. In addition, due to the proliferation of non-easily
recognized “fakes,” prior and potential purchasers of the authentic “status” goods may be less
interested in owning a much less rare commodity. The value of ownership may be sullied. In
essence, status goods exhibit a negative network externality, whereby proliferation of such
goods erodes the value to prior purchasers. Should trademark law be concerned with this effect?
3. Protection Against Dilution. In 1996, Congress expanded trademark protection beyond the
prevention of consumer confusion to safeguard famous marks—such as Coca-Cola, Nike, Rolls



Royce, Disney, and Tiffany’s—against blurring (loss of distinctiveness) and tarnishment of brand
identity. As consumers develop their mental lexicon of brands, they associate both specific
products and general attributes with particular trademarks. For example, Rolls Royce connotes
both the source of a luxury automobile as well as a brand of uncompromising quality and ornate
styling (as well as high cost). If another company were to introduce Rolls Royce candy bars, it is
unlikely that many (if any) consumers would believe that the automobile manufacturer was the
source. Whether intended or not, the candy company might benefit from the particular general
attributes that the consuming public associates with the Rolls Royce brand. They might also gain
some “status” equity to the extent that consumers value the signal associated with a mark. Thus,
adopting the Rolls Royce name enables the newcomer some ability to free-ride on the general
brand reputation of the famous trademark owner.Such use, however, might impose some costs
on consumers and the owner of the famous trademark. As this new use of the Rolls Royce term
gained popularity, the association between the mark and a particular source would become
blurred. Furthermore, as more companies in unrelated markets adopt this moniker—Rolls Royce
tennis racquets, Rolls Royce landscaping, Rolls Royce tacos—the distinctive quality of the mark
would become further eroded. Over time, consumers would lose the non-product specific
identity (i.e., Rolls Royce as a brand of uncompromising quality and ornate styling) that the
original Rolls Royce mark once evoked. Arguably this raises consumers’ search costs:
consumers’ mental lexicon has become more difficult to parse. See Stacey L. Dogan & Mark A.
Lemley, The Merchandising Right: Fragile Theory or Fait Accompli?, 54 Emory L.J. 461
(2005).As another example, Disney has developed a strong reputation for wholesome, family
entertainment. If a pornographic filmmaker were to brand its films Disney Smut Productions, it is
unlikely that many consumers would be confused as to the source of such films. Nonetheless,
consumers’ shopping lexicon would arguably be distorted because the Disney name would
trigger associations with both family-oriented content and pornography. Such a negative
association could well injure the Disney Corporation’s brand equity.Anti-dilution protection
prevents this erosion of the distinctive quality of a mark by prohibiting famous marks from being
used by others—even in unrelated product markets and in non-confusing ways. This preserves
distinctive brands and affords the owners exclusive rights to carry their brand names into wholly
new markets (or not). We see examples of such brand migration in many markets. Sony
Corporation which honed its reputation in the consumer electronics marketplace, has now
developed products in the sound recording and motion picture marketplaces. Cross-branding,
such as the marketing of a Barbie doll adorned with Coca-Cola’s logo and a distinctive red
ensemble, is also increasingly common.What are the costs of anti-dilution protection? Is the
harm to consumers of non-confusing, diluting uses of famous marks likely to be significant?
Would scaling back or eliminating anti-dilution protection significantly weaken the incentives of
firms to invest in and maintain their brand equity?4. Distributive and Social JusticeIn A
Theory of Justice (1971)—probably the most influential work of political philosophy written in the
past century—John Rawls offers an “ideal contractarian” theory of distributive shares. To



determine the just allocation of the benefits and burdens of social life, he asks what distributive
principles would suitably disinterested persons choose. To ask what selfish people would want,
or what social contract would actually result from a convocation of all members of society, Rawls
argues, would ensure that the naturally smart or strong, or people who shared a particular race,
nationality, religion, or ideology, dominated the rest, if any agreement could be reached at all.
Rawls rejects this construction of the "original position" for choosing social rules—which more
libertarian philosophers, such as David Gauthier, come closer to favoring—because he finds this
consequence intuitively unacceptable. He assumes instead that the resources and opportunities
a person should have available should not depend primarily on how fortunate he or she was in
the natural lottery of talents and parents, or in what group that person happens to be
born.Rawls, therefore, tries to determine principles that rational people behind a “veil of
ignorance” would choose. Rawls contends that the veil must be quite opaque. It must, for
example, exclude from the minds of those choosing principles of justice all knowledge of their
own abilities, desires, parentage, and social stratum.Rawls concludes that people behind the
veil of ignorance would adopt what he calls the “difference principle.” They would agree, he says,
that the fundamental institutions of society should be arranged so that the distribution of
“primary goods”—not only wealth, income, and opportunities for work or leisure, but also what
Rawls terms the “bases of self-respect”—is to the maximal advantage of a representative
member of the least advantaged social class. Defining the least advantaged class and the
proper set of primary goods is difficult and contentious. In Political Liberalism (1993), Rawls
refines his theory of distributive justice in the following passage:[M]easures are required to
assure that the basic needs of all citizens can be met so that they can take part in political and
social life.About this last point, the idea is not that of satisfying needs as opposed to mere
desires and wants; nor is it that of redistribution in favor of greater equality. The constitutional
essential here is rather that below a certain level of material and social well-being, and of
training and education, people simply cannot take part in society as citizens, much less equal
citizens.Id. at 166.COMMENTS AND QUESTIONS1. Do you agree with Rawls that people
behind the veil of ignorance would agree that the fundamental institutions of society should be
arranged so that the distribution of “primary goods”—including property—is to the maximal
advantage of a representative member of the least advantaged social class? Would you agree
to this principle if you were behind a veil of ignorance?Consider political scientist James Q.
Wilson’s critique:[E]verybody in Rawls's universe is averse to risk; each wants to make certain
that, if he winds up on the bottom of the heap, the bottom is as attractive as possible.But many
people are in fact not averse to risk, they are risk takers; to them, a just society would be one in
which inequalities in wealth were acceptable provided that the people at the top of the heap got
there as a result of effort and skill. And even people who are not risk takers may endorse this
position because they think it fair that rewards should be proportional to effort, even if some
people lose out entirely. (These same people might also expect their church or government to
take care of those who lost out.) They have this view of fairness because they recognize that



people differ in talent, energy, temperament, and interests; that conflicts among such people are
inevitable; and that matching, as best one can, rewards to contributions is the best way of
handling that conflict. . . .Equality is a special and, as it turns out, rare and precarious case of
equity. Settled living, and in particular the accumulation of private property, makes equality of
outcomes impossible because inequality of contributions become manifest. The task of settled
societies is to devise ways of assuring that outcomes are proportional to worth, reasonably
defined.James Q. Wilson, The Moral Sense 73-76 (1993); see also Eric Rakowksi, Equal Justice
(1991) (advocating a more meritocratic “equality of fortune” that affords all members of society a
just initial distribution of resources but tolerates inequalities resulting from exercise of free will—
notably, occupational preferences, wise business decisions, and diligence in school, training,
and work).2. What do Rawls’ principles of distributive justice imply for the rights in intellectual
property? Doesn’t the essential mechanism of intellectual property protection—rewarding time-
limited monopoly power in exchange for advancing society’s knowledge base—inexorably
produce inequality?3. Justifying Intellectual Property? At a basic level, technological advance
produces higher standards of living. It enables society to accomplish more with fewer resources
and therefore increases productivity. Furthermore, no one is required to purchase IP-protected
goods. Therefore, in an exchange economy, only those who value such goods more than their
cost will purchase the goods. Moreover, patent and copyright protection eventually expire. At a
coarse level of granularity, modern societies have the benefit of all manner of innovation and
creativity—from sanitation technologies that support safe drinking water to telecommunications
and modern medicines. As such, innovation tends to reduce poverty and raise standards of
living in an absolute sense over the long run (but as John Maynard Keynes famously observed,
“In the long run we are all dead”). See Peter S. Menell, Property, Intellectual Property, and Social
Justice: Mapping the Next Frontier, 5 Brigham-Kanner Property Conference Journal
(forthcoming 2016); cf. Robert P. Merges, Justifying Intellectual Property (2011).4. Access to
Medicine. The argument that intellectual property protection increases productivity and
eventually becomes available to all affords little solace to those who cannot afford to purchase
patented, life-saving medicines. Should the patent rights give way for life-saving medicines and
treatments? To what extent would such a rule undermine the race to discover cures for disease?
Is unequal access to medicine best addressed through social insurance institutions? Cf. Amy
Kapczynski, Access to Knowledge Mobilization and the New Politics of Intellectual Property, 117
Yale L.J. 804 (2008); William W. Fisher & Talha Syed, Global Justice in Healthcare: Developing
Drugs for the Developing World, 40 U.C. Davis L. Rev. 581 (2007).5. Access to Culture and
Cumulative Creativity. We can also see distributive values in the broadening of expressive
opportunities for authors and artists. Since expression often builds on and reacts to prior
expressive works, such distributive values can run counter to the provision of exclusive rights.
Limiting doctrines and the fair use privilege implicitly cross-subsidizes cumulative creators. Such
freedom to build on the work of others can, however, adversely affect authors’ moral and
dignitary interests. See Molly Shaffer Van Houweling, Distributive Values in Copyright, 83 Tex. L.



Rev. 1535 (2005); see also Peter S. Menell, Adapting Copyright for the Mashup Generation, 164
U. Pa. L. Rev. 441 (2016).6. IP and Inequality. While the digital revolution has provided especially
rapid technological advance, it has also contributed to skewing of wealth distribution. Like the
technological advances of the Industrial Revolution, the Digital Revolution of the past several
decades—characterized by scalability of information technologies, network effects, and
displacement of labor by smart machines—has produced a new Gilded Age. See Menell,
Property, Intellectual Property, and Social Justice, supra; Erik Brynjolfsson & Andrew Mcafee,
Race Against The Machine: How The Digital Revolution Is Accelerating Innovation, Driving
Productivity, And Irreversibly Transforming Employment And The Economy (2011). Many of the
wealthiest people in the world are technology entrepreneurs. The sports and entertainment
professions, which depend critically upon copyright, trademark, and publicity right protections,
also contribute to high wealth for a relatively small “superstar” class.7. Gender and Racial
Equality. The concentration of wealth and economic leverage that intellectual property produces
places vast power in the hands of a relatively small group of entrepreneurs and their
representatives. The class of venture capitalists, corporate titans, Hollywood moguls, and
technology and entertainment lawyers reflect historical gender and race biases. See Menell,
Property, Intellectual Property, and Social Justice, supra; K.J. Greene, Intellectual Property at the
Intersection of Race and Gender: Lady Sings the Blues, 16 Am. U. J. Gender, Soc. Pol’y & L. 365
(2008). Yet copyright protection has been especially effective in providing whatever limited
“equality of opportunity” African-Americans have enjoyed in the United States. Indeed, for the
wealthiest African-Americans, copyright has been the most important form of property for social
and economic advancement. See Justin Hughes & Robert P. Merges, Copyright and Distributive
Justice, 92 Notre Dame L. Rev. (forthcoming 2016).Moreover, adequately funded and well-
produced film, art, music, and literature play an inestimable role in promoting social and cultural
understanding and tolerance. As much as lawyers emphasize the role of legal advocacy in
shifting the law, the television series Will and Grace likely had more influence in shifting the
nation’s and Supreme Court’s views on gay marriage than anything that lawyers argued.
Similarly, works such as To Kill a Mockingbird and The Help powerfully communicated the
indignity of the Jim Crow South. The public’s gradual embrace of R&B, jazz, and gospel—what
was once referred to as “race music”—played a critical role in building a more cohesive and
inclusive nation. See Menell, Property, Intellectual Property, and Social Justice, supra.8. IP and
the Environment. While motivating the development of better environmental technologies, the
patent system potentially constrains the diffusion of technological advances that seek to
ameliorate environmental harms. Even if advances in wind turbine and solar technologies
dramatically lowered the cost of producing electricity, distributing that energy to consumers
depends critically upon a grid infrastructure that can move decentralized sources of electricity to
market. Moreover, such energy must compete with harmful alternatives. Without fees to
internalize those harmful effects, renewable sources of energy face a competitive disadvantage.
Thus, intellectual property cannot be the sole policy to address problems like pollution and



climate change. Prizes, subsidies, and externality-internalizing fees on fossil fuels offer
complementary tools for balancing the R&D appropriability problem, the environmental
externalities of fossil fuel consumption, and the geopolitical distortions of reliance on oil. See
generally Peter S. Menell & Sarah M. Tran, Intellectual Property, Innovation and the Environment
(2014).PROBLEMProblem I-2. Building on your lifelong interest in music and computers, you
have just spent ten years creating a computer-based encyclopedia of music called Musipedia.
The encyclopedia includes text, snippets of recorded music (no longer than 60 seconds each),
pictures, and other graphics, all of which can be called up by the user.Like many other
multimedia products, your encyclopedia allows the user to select a topic of interest and see (or
hear) more about it. For example, from the opening menu, a user can select classical
composers, then select Mozart, and then choose from a biographical sketch, with text, pictures,
video clips, and samples of sheet music and audio recordings.To make it easier for computer
users to access all the information in your encyclopedia, you have used an “access interface”
similar to the widely used “MediaMate” interface written and made popular by billionaire
computer impresario Gil Bates. (Bates adapted the “MediaMate” interface from a publicly
available interface designed by the U.S. Army to teach electronics and other technical subjects
to recruits.) Although MediaMate has now become the standard interface program, Bates,
because of his prodigious programming talent, wrote the program in his spare time over several
weeks while watching soap operas. According to his autobiography, he “never broke a sweat”
while writing it.Since Bates’s company, MacroLoft, also owns many of the legal rights needed to
play music from such musicians as Jimi Hendrix and Aretha Franklin, you have decided it is time
to negotiate directly with Bates prior to placing your encyclopedia on the market. Note that
although Bates has received licenses in the relevant copyrights, it is widely known that some of
the musicians, notably Neil Young, who created the songs are not pleased with the use of short
snippets on low fidelity computer sound systems, some of which sound “tinny.”You are aware
that negotiating with Bates is far different from standard business practice. He is known to do all
negotiating standing up in an unheated room in a mountain cabin with no lawyers or assistants
of any kind. Most unusually, he is not interested at all in formal legal rights. Reflecting his
photographic memory of all of the great works of philosophy, he insists on negotiating from what
he calls “first principles.” This usually involves long discussions of who should have which rights
in which situations, and why.You would like to convince Bates to let you market your
encyclopedia without paying him any royalties for songs, the access interface, or anything else.
Failing this, you would like to keep these royalties to a minimum. What are your strongest
arguments? What are Bates’s best counter-arguments and how would you counter them?
PROBLEMProblem I-2. Building on your lifelong interest in music and computers, you have just
spent ten years creating a computer-based encyclopedia of music called Musipedia. The
encyclopedia includes text, snippets of recorded music (no longer than 60 seconds each),
pictures, and other graphics, all of which can be called up by the user.Like many other
multimedia products, your encyclopedia allows the user to select a topic of interest and see (or



hear) more about it. For example, from the opening menu, a user can select classical
composers, then select Mozart, and then choose from a biographical sketch, with text, pictures,
video clips, and samples of sheet music and audio recordings.To make it easier for computer
users to access all the information in your encyclopedia, you have used an “access interface”
similar to the widely used “MediaMate” interface written and made popular by billionaire
computer impresario Gil Bates. (Bates adapted the “MediaMate” interface from a publicly
available interface designed by the U.S. Army to teach electronics and other technical subjects
to recruits.) Although MediaMate has now become the standard interface program, Bates,
because of his prodigious programming talent, wrote the program in his spare time over several
weeks while watching soap operas. According to his autobiography, he “never broke a sweat”
while writing it.Since Bates’s company, MacroLoft, also owns many of the legal rights needed to
play music from such musicians as Jimi Hendrix and Aretha Franklin, you have decided it is time
to negotiate directly with Bates prior to placing your encyclopedia on the market. Note that
although Bates has received licenses in the relevant copyrights, it is widely known that some of
the musicians, notably Neil Young, who created the songs are not pleased with the use of short
snippets on low fidelity computer sound systems, some of which sound “tinny.”You are aware
that negotiating with Bates is far different from standard business practice. He is known to do all
negotiating standing up in an unheated room in a mountain cabin with no lawyers or assistants
of any kind. Most unusually, he is not interested at all in formal legal rights. Reflecting his
photographic memory of all of the great works of philosophy, he insists on negotiating from what
he calls “first principles.” This usually involves long discussions of who should have which rights
in which situations, and why.You would like to convince Bates to let you market your
encyclopedia without paying him any royalties for songs, the access interface, or anything else.
Failing this, you would like to keep these royalties to a minimum. What are your strongest
arguments? What are Bates’s best counter-arguments and how would you counter them?B.
Overview of Intellectual PropertyIntellectual property law has traditionally been taught along
doctrinal lines. Separate courses have covered patent, copyright, and trademarks, with trade
secrets often lost between the gaps. Yet the practice of intellectual property law increasingly cuts
across these lines. Computer technology companies, for example, frequently require lawyers to
address trade secret, copyright, patent, trademark, and antitrust issues simultaneously.
Moreover, from a purely practical standpoint, clients are ultimately interested in appropriating a
return from their investments, not in how many patents, copyrights, trademarks, or trade secrets
their lawyers can obtain. Thus, intellectual property lawyers must possess an integrated
understanding of these various fields to provide sound advice.With this objective in mind, our
book integrates the various modes of intellectual property in a functional manner. Nonetheless, it
is still necessary to devote significant time to mastering each of the distinct fields. Therefore, the
next five chapters survey the principal modes of intellectual property—trade secret, patent,
copyright, trademark/trade dress, and related state law doctrines—while emphasizing the
overlaps and interactions of the various bodies of law. Later chapters integrate this material and



explore advanced topics.Before we begin this more detailed study, however, a brief survey of the
overall landscape of intellectual property is in order. The following section sketches the elements
of each of the principal modes of intellectual property protection in a comparative framework.
These elements are summarized in Table 1-1. As an initial exploration, we conclude the chapter
with a problem highlighting the integrated nature of intellectual property law and the challenges
of applying its many branches to a real-world problem.TABLE 1-1Principal Modes of Legal
Protection for Intellectual WorkTrade secretPatentCopyrightTrademark/dressUnderlying
TheoryFreedom of contract; protection against unfair means of competitionLimited monopoly to
encourage production of utilitarian works in exchange for immediate disclosure and ultimate
enrichment of the public domainLimited (although relatively long-lived) monopoly to encourage
the authorship of expressive works; developed initially as a means of promoting
publishingPerpetual protection for distinctive nonfunctional names and dress to improve the
quality of information in the marketplaceSource of LawState statute (Uniform Trade Secrets Act);
common lawPatent Act (federal)Copyright Act (federal); common law (limited)Lanham Act
(federal); common law (unfair competition)Subject MatterFormula, pattern, compilation,
program, device, method, technique, processProcess, machine, manufacture, or composition of
matter; plants (asexually reproducing); designs—excluding: laws of nature, natural substances,
printed matter (forms), mental stepsLiterary, musical, choreographic, dramatic and artistic works
as well as computer software and aesthetic elements of useful articles limited by idea/
expression dichotomy (no protection for ideas, systems, methods, procedures); no protection for
facts/researchTrademarks; service marks; certification marks (e.g., Good Housekeeping);
collective marks (e.g., American Automobile Association); trade dress (§43(a)); no protection for
functional features, descriptive terms, geographic names, misleading aspects, or “generic” terms
(e.g., thermos)Standard for ProtectionInformation not generally known or available; reasonable
efforts to maintain secrecy; commercial valueNovelty; non-obviousness; and utility
(distinctiveness for plant patents; ornamentality for design patents)Originality; authorship;
fixation in a tangible mediumDistinctiveness; secondary meaning (for descriptive and
geographic marks); use in commerce (minimal); famous mark (for dilution protection)Scope of
ProtectionProtection against misappropriation—acquisition by improper means or unauthorized
disclosureExclusive rights to make, use, sell, offer to sell, or import innovation as Limited by
contribution to art; extends to ‘‘equivalents’’Rights of performance, display, distribution,
reproduction, derivative works; limited protection for attribution and integrity afforded some
works of visual art; protection against circumvention of technical protection measuresExclusive
rights in U.S.; likelihood of confusion; false designation of origin (§43(a)); dilution (for famous
marks)Period of ProtectionUntil becomes public knowledge20 years from filing (utility);
extensions up to 5 years for drugs, medical devices and additives; 15 years from issuance
(design)Life of author + 70 years; “works for hire”: minimum of 95 years after publication or 120
years after creationPerpetual, subject to abandonmentDisclosureLoss of protection (unless sub
rosa)Right to patent lost if inventor delays too long after publishing before filing application; full



disclosure is required as part of application; notice of patent required for damages in some
cases© notice and publication no longer required, but confer certain benefits® notice optional;
establishes prima facie evidence of validity, constructive knowledge of registration, confers
federal jurisdiction, becomes incontestable after 5 years of continuous use, authorizes treble
damages and attorney fees, and right to bar imports bearing infringing markRights of
OthersIndependent discovery; reverse engineeringOnly if licensed; can request reexamination
of patent by Patent OfficeFair use; compulsory licensing for musical compositions, cable TV, et
al.; independent creationTruthful reflection of source of product; fair and collateral use (e.g.,
comment)Costs of ProtectionSecurity expenses; personnel dissatisfaction; litigation costsFiling,
issue, and maintenance fees; litigation costsNone (protection attaches upon fixation);
publication requires notice; suit requires registration; litigation costsRegistration search; marking
product (optional—see above); litigation costsLicensing and AssignmentComplicated by
inherent nature of bargaining (seller wants guarantee before disclosure; buyer wants to know
what is offered)Encouraged by completeness of property rights, subject to antitrust
constraintsAssignor has termination right between 36th and 41st years following transferNo
naked licenses (owner must monitor licensee); no sales of trademark “in gross”RemediesCivil
suit for misappropriation; conversion, unjust enrichment, breach of contract; damages
(potentially treble) and injunctive relief; criminal prosecution for theftInjunctive relief and
damages (potentially treble); attorney fees (in exceptional cases)Injunction against further
infringement; destruction of infringing articles; damages (actual or profits); statutory ($200–
$150,000 damages within court’s discretion); attorney fees (within court’s discretion); criminal
prosecutionInjunction; accounting for profits; damages (potentially treble); attorney fees (in
exceptional cases); seizure and destruction of infringing goods; criminal prosecution for
trafficking in counterfeit goods or servicesTABLE 1-1Principal Modes of Legal Protection for
Intellectual WorkTrade secretPatentCopyrightTrademark/dressUnderlying TheoryFreedom of
contract; protection against unfair means of competitionLimited monopoly to encourage
production of utilitarian works in exchange for immediate disclosure and ultimate enrichment of
the public domainLimited (although relatively long-lived) monopoly to encourage the authorship
of expressive works; developed initially as a means of promoting publishingPerpetual protection
for distinctive nonfunctional names and dress to improve the quality of information in the
marketplaceSource of LawState statute (Uniform Trade Secrets Act); common lawPatent Act
(federal)Copyright Act (federal); common law (limited)Lanham Act (federal); common law (unfair
competition)Subject MatterFormula, pattern, compilation, program, device, method, technique,
processProcess, machine, manufacture, or composition of matter; plants (asexually
reproducing); designs—excluding: laws of nature, natural substances, printed matter (forms),
mental stepsLiterary, musical, choreographic, dramatic and artistic works as well as computer
software and aesthetic elements of useful articles limited by idea/expression dichotomy (no
protection for ideas, systems, methods, procedures); no protection for facts/
researchTrademarks; service marks; certification marks (e.g., Good Housekeeping); collective



marks (e.g., American Automobile Association); trade dress (§43(a)); no protection for functional
features, descriptive terms, geographic names, misleading aspects, or “generic” terms (e.g.,
thermos)Standard for ProtectionInformation not generally known or available; reasonable efforts
to maintain secrecy; commercial valueNovelty; non-obviousness; and utility (distinctiveness for
plant patents; ornamentality for design patents)Originality; authorship; fixation in a tangible
mediumDistinctiveness; secondary meaning (for descriptive and geographic marks); use in
commerce (minimal); famous mark (for dilution protection)Scope of ProtectionProtection against
misappropriation—acquisition by improper means or unauthorized disclosureExclusive rights to
make, use, sell, offer to sell, or import innovation as Limited by contribution to art; extends to
‘‘equivalents’’Rights of performance, display, distribution, reproduction, derivative works; limited
protection for attribution and integrity afforded some works of visual art; protection against
circumvention of technical protection measuresExclusive rights in U.S.; likelihood of confusion;
false designation of origin (§43(a)); dilution (for famous marks)Period of ProtectionUntil
becomes public knowledge20 years from filing (utility); extensions up to 5 years for drugs,
medical devices and additives; 15 years from issuance (design)Life of author + 70 years; “works
for hire”: minimum of 95 years after publication or 120 years after creationPerpetual, subject to
abandonmentDisclosureLoss of protection (unless sub rosa)Right to patent lost if inventor
delays too long after publishing before filing application; full disclosure is required as part of
application; notice of patent required for damages in some cases© notice and publication no
longer required, but confer certain benefits® notice optional; establishes prima facie evidence of
validity, constructive knowledge of registration, confers federal jurisdiction, becomes
incontestable after 5 years of continuous use, authorizes treble damages and attorney fees, and
right to bar imports bearing infringing markRights of OthersIndependent discovery; reverse
engineeringOnly if licensed; can request reexamination of patent by Patent OfficeFair use;
compulsory licensing for musical compositions, cable TV, et al.; independent creationTruthful
reflection of source of product; fair and collateral use (e.g., comment)Costs of ProtectionSecurity
expenses; personnel dissatisfaction; litigation costsFiling, issue, and maintenance fees; litigation
costsNone (protection attaches upon fixation); publication requires notice; suit requires
registration; litigation costsRegistration search; marking product (optional—see above); litigation
costsLicensing and AssignmentComplicated by inherent nature of bargaining (seller wants
guarantee before disclosure; buyer wants to know what is offered)Encouraged by completeness
of property rights, subject to antitrust constraintsAssignor has termination right between 36th
and 41st years following transferNo naked licenses (owner must monitor licensee); no sales of
trademark “in gross”RemediesCivil suit for misappropriation; conversion, unjust enrichment,
breach of contract; damages (potentially treble) and injunctive relief; criminal prosecution for
theftInjunctive relief and damages (potentially treble); attorney fees (in exceptional
cases)Injunction against further infringement; destruction of infringing articles; damages (actual
or profits); statutory ($200–$150,000 damages within court’s discretion); attorney fees (within
court’s discretion); criminal prosecutionInjunction; accounting for profits; damages (potentially



treble); attorney fees (in exceptional cases); seizure and destruction of infringing goods; criminal
prosecution for trafficking in counterfeit goods or servicesTABLE 1-1Principal Modes of Legal
Protection for Intellectual WorkTABLE 1-1Principal Modes of Legal Protection for Intellectual
WorkTrade secretTrade secretPatentPatentCopyrightCopyrightTrademark/dressTrademark/
dressUnderlying TheoryUnderlying TheoryFreedom of contract; protection against unfair means
of competitionFreedom of contract; protection against unfair means of competitionLimited
monopoly to encourage production of utilitarian works in exchange for immediate disclosure and
ultimate enrichment of the public domainLimited monopoly to encourage production of utilitarian
works in exchange for immediate disclosure and ultimate enrichment of the public
domainLimited (although relatively long-lived) monopoly to encourage the authorship of
expressive works; developed initially as a means of promoting publishingLimited (although
relatively long-lived) monopoly to encourage the authorship of expressive works; developed
initially as a means of promoting publishingPerpetual protection for distinctive nonfunctional
names and dress to improve the quality of information in the marketplacePerpetual protection for
distinctive nonfunctional names and dress to improve the quality of information in the
marketplaceSource of LawSource of LawState statute (Uniform Trade Secrets Act); common
lawState statute (Uniform Trade Secrets Act); common lawPatent Act (federal)Patent Act
(federal)Copyright Act (federal); common law (limited)Copyright Act (federal); common law
(limited)Lanham Act (federal); common law (unfair competition)Lanham Act (federal); common
law (unfair competition)Subject MatterSubject MatterFormula, pattern, compilation, program,
device, method, technique, processFormula, pattern, compilation, program, device, method,
technique, processProcess, machine, manufacture, or composition of matter; plants (asexually
reproducing); designs—excluding: laws of nature, natural substances, printed matter (forms),
mental stepsProcess, machine, manufacture, or composition of matter; plants (asexually
reproducing); designs—excluding: laws of nature, natural substances, printed matter (forms),
mental stepsLiterary, musical, choreographic, dramatic and artistic works as well as computer
software and aesthetic elements of useful articles limited by idea/expression dichotomy (no
protection for ideas, systems, methods, procedures); no protection for facts/researchLiterary,
musical, choreographic, dramatic and artistic works as well as computer software and aesthetic
elements of useful articles limited by idea/expression dichotomy (no protection for ideas,
systems, methods, procedures); no protection for facts/researchTrademarks; service marks;
certification marks (e.g., Good Housekeeping); collective marks (e.g., American Automobile
Association); trade dress (§43(a)); no protection for functional features, descriptive terms,
geographic names, misleading aspects, or “generic” terms (e.g., thermos)Trademarks; service
marks; certification marks (e.g., Good Housekeeping); collective marks (e.g., American
Automobile Association); trade dress (§43(a)); no protection for functional features, descriptive
terms, geographic names, misleading aspects, or “generic” terms (e.g., thermos)Standard for
ProtectionStandard for ProtectionInformation not generally known or available; reasonable
efforts to maintain secrecy; commercial valueInformation not generally known or available;



reasonable efforts to maintain secrecy; commercial valueNovelty; non-obviousness; and utility
(distinctiveness for plant patents; ornamentality for design patents)Novelty; non-obviousness;
and utility (distinctiveness for plant patents; ornamentality for design patents)Originality;
authorship; fixation in a tangible mediumOriginality; authorship; fixation in a tangible
mediumDistinctiveness; secondary meaning (for descriptive and geographic marks); use in
commerce (minimal); famous mark (for dilution protection)Distinctiveness; secondary meaning
(for descriptive and geographic marks); use in commerce (minimal); famous mark (for dilution
protection)Scope of ProtectionScope of ProtectionProtection against misappropriation—
acquisition by improper means or unauthorized disclosureProtection against misappropriation—
acquisition by improper means or unauthorized disclosureExclusive rights to make, use, sell,
offer to sell, or import innovation as Limited by contribution to art; extends to
‘‘equivalents’’Exclusive rights to make, use, sell, offer to sell, or import innovation as Limited by
contribution to art; extends to ‘‘equivalents’’Rights of performance, display, distribution,
reproduction, derivative works; limited protection for attribution and integrity afforded some
works of visual art; protection against circumvention of technical protection measuresRights of
performance, display, distribution, reproduction, derivative works; limited protection for
attribution and integrity afforded some works of visual art; protection against circumvention of
technical protection measuresExclusive rights in U.S.; likelihood of confusion; false designation
of origin (§43(a)); dilution (for famous marks)Exclusive rights in U.S.; likelihood of confusion;
false designation of origin (§43(a)); dilution (for famous marks)Period of ProtectionPeriod of
ProtectionUntil becomes public knowledgeUntil becomes public knowledge20 years from filing
(utility); extensions up to 5 years for drugs, medical devices and additives; 15 years from
issuance (design)20 years from filing (utility); extensions up to 5 years for drugs, medical
devices and additives; 15 years from issuance (design)Life of author + 70 years; “works for hire”:
minimum of 95 years after publication or 120 years after creationLife of author + 70 years; “works
for hire”: minimum of 95 years after publication or 120 years after creationPerpetual, subject to
abandonmentPerpetual, subject to abandonmentDisclosureDisclosureLoss of protection (unless
sub rosa)Loss of protection (unless sub rosa)Right to patent lost if inventor delays too long after
publishing before filing application; full disclosure is required as part of application; notice of
patent required for damages in some casesRight to patent lost if inventor delays too long after
publishing before filing application; full disclosure is required as part of application; notice of
patent required for damages in some cases© notice and publication no longer required, but
confer certain benefits© notice and publication no longer required, but confer certain benefits®
notice optional; establishes prima facie evidence of validity, constructive knowledge of
registration, confers federal jurisdiction, becomes incontestable after 5 years of continuous use,
authorizes treble damages and attorney fees, and right to bar imports bearing infringing mark®
notice optional; establishes prima facie evidence of validity, constructive knowledge of
registration, confers federal jurisdiction, becomes incontestable after 5 years of continuous use,
authorizes treble damages and attorney fees, and right to bar imports bearing infringing



markRights of OthersRights of OthersIndependent discovery; reverse engineeringIndependent
discovery; reverse engineeringOnly if licensed; can request reexamination of patent by Patent
OfficeOnly if licensed; can request reexamination of patent by Patent OfficeFair use; compulsory
licensing for musical compositions, cable TV, et al.; independent creationFair use; compulsory
licensing for musical compositions, cable TV, et al.; independent creationTruthful reflection of
source of product; fair and collateral use (e.g., comment)Truthful reflection of source of product;
fair and collateral use (e.g., comment)Costs of ProtectionCosts of ProtectionSecurity expenses;
personnel dissatisfaction; litigation costsSecurity expenses; personnel dissatisfaction; litigation
costsFiling, issue, and maintenance fees; litigation costsFiling, issue, and maintenance fees;
litigation costsNone (protection attaches upon fixation); publication requires notice; suit requires
registration; litigation costsNone (protection attaches upon fixation); publication requires notice;
suit requires registration; litigation costsRegistration search; marking product (optional—see
above); litigation costsRegistration search; marking product (optional—see above); litigation
costsLicensing and AssignmentLicensing and AssignmentComplicated by inherent nature of
bargaining (seller wants guarantee before disclosure; buyer wants to know what is
offered)Complicated by inherent nature of bargaining (seller wants guarantee before disclosure;
buyer wants to know what is offered)Encouraged by completeness of property rights, subject to
antitrust constraintsEncouraged by completeness of property rights, subject to antitrust
constraintsAssignor has termination right between 36th and 41st years following
transferAssignor has termination right between 36th and 41st years following transferNo naked
licenses (owner must monitor licensee); no sales of trademark “in gross”No naked licenses
(owner must monitor licensee); no sales of trademark “in gross”RemediesRemediesCivil suit for
misappropriation; conversion, unjust enrichment, breach of contract; damages (potentially
treble) and injunctive relief; criminal prosecution for theftCivil suit for misappropriation;
conversion, unjust enrichment, breach of contract; damages (potentially treble) and injunctive
relief; criminal prosecution for theftInjunctive relief and damages (potentially treble); attorney
fees (in exceptional cases)Injunctive relief and damages (potentially treble); attorney fees (in
exceptional cases)Injunction against further infringement; destruction of infringing articles;
damages (actual or profits); statutory ($200–$150,000 damages within court’s discretion);
attorney fees (within court’s discretion); criminal prosecutionInjunction against further
infringement; destruction of infringing articles; damages (actual or profits); statutory ($200–
$150,000 damages within court’s discretion); attorney fees (within court’s discretion); criminal
prosecutionInjunction; accounting for profits; damages (potentially treble); attorney fees (in
exceptional cases); seizure and destruction of infringing goods; criminal prosecution for
trafficking in counterfeit goods or servicesInjunction; accounting for profits; damages (potentially
treble); attorney fees (in exceptional cases); seizure and destruction of infringing goods; criminal
prosecution for trafficking in counterfeit goods or services1. Trade SecretTrade secret
protection arises from state law statutes and common law doctrines that protect against the
misappropriation of confidential information that is the subject of reasonable efforts to maintain



secrecy. As such, they are more akin to traditional tort and contract law than to patent or
copyright law. While protection for trade secrets has long been a part of the common law, most
states today protect trade secrets by statute. The federal government has taken a growing
interest in protecting trade secrets as concerns about international espionage and hacking have
grown. The purpose of protecting trade secrets is to prevent “theft” of information by unfair or
commercially unreasonable means. In essence, trade secret law is a form of private intellectual
property law under which creators establish contractual limitations or build legal “fences” that
afford protection from misappropriation.The definition of subject matter eligible for protection is
quite broad: business or technical information of any sort. To be protected by trade secret laws,
the information must be a secret. However, only relative and not absolute secrecy is required. In
addition, the owner of a trade secret must take reasonable steps to maintain its secrecy. Trade
secrets have no definite term of protection but may be protected only as long as they are secret.
Once a trade secret is disclosed, protection is lost.There is no state agency that “issues” (or
even registers) trade secrets. Rather, any information that meets the above criteria can be
protected. Courts will find misappropriation of trade secrets in two circumstances: (1) where the
secrets were obtained by theft or other improper means, or where they were used; or (2)
disclosed in violation of a confidential relationship agreement. However, trade secret laws do not
protect against independent discovery or invention. Nor do they prevent competitors from
“reverse engineering” a legally obtained product to determine the secrets contained inside.
Violations of trade secret law entitle the owner to damages and in some cases injunctions
against use or further disclosure.2. PatentPatent law is the classic example of an intellectual
property regime modeled on the utilitarian framework. Following the constitutional authorization
to promote progress in the “useful Arts,” what we would today call technology and scientific
discovery, patent law offers the possibility of a limited period of exclusive rights to encourage
research and development aimed at discovering new processes, machines, articles of
manufacture, and compositions of matter, and improvements thereof. The public benefits directly
through the spur to innovation and disclosure of new technology. After the term of the patent
expires, the innovation becomes part of the public domain, freely available to all.To obtain a
utility patent, an inventor must submit an application to the Patent and Trademark Office (PTO)
that meets five requirements: patentable subject matter, usefulness, novelty, nonobviousness,
and disclosure sufficient to enable others skilled in the art to make and use the invention. While
the threshold for usefulness is low, the novelty and non-obviousness standards are substantial,
and the PTO conducts an independent review of the application to ensure that it meets these
requirements. If the PTO grants the patent, the inventor obtains exclusive rights to make, use,
and sell the innovation for a term of up to 20 years (from the application filing date). The patent
grant is nearly absolute, barring even those who independently develop the invention from
practicing its art. Infringement will be found where the accused device, composition, or process
embodies all of the elements of a valid patent claim (or accomplishes substantially the same
function in substantially the same way to achieve the same result).The PTO also issues plant



patents for distinctive plants and design patents for ornamental designs for articles of
manufacture. Design patents have a term of 15 years (from issuance).3. CopyrightAlthough
the copyright and patent laws flow from the same constitutional basis and share the same
general approach—statutorily created monopolies to foster progress—they feature different
elements and rights, reflecting the very different fields of human ingenuity that they seek to
encourage. In general, copyrights are easier to secure and last substantially longer than patents,
although the scope of protection afforded copyrights is narrower and less absolute than that
given to patents.Copyright law covers the broad range of literary and artistic expression—
including books, poetry, song, dance, dramatic works, computer programs, movies, sculpture,
and paintings. Ideas themselves are not copyrightable, but the author’s particular expression of
an idea is protectable. A work must exhibit a modicum of originality and be fixed in a “tangible
medium of expression” to receive protection. Copyright protection attaches as soon as a work is
fixed. There is no examination by a governmental authority, although the Copyright Office
registers copyrightable works. Such registration is no longer required for validity, but U.S. authors
must register their works prior to filing an infringement suit. A copyright lasts for the life of the
author plus 70 years or a total of 95 years in the case of entity authors.The breadth and ease of
acquisition of copyright protection are balanced by the more limited rights that copyright law
confers. Ownership of a valid copyright protects a copyright holder from unauthorized copying,
public performance, and display, and it entitles the holder to make derivative works and to
control sale and distribution of the work. These rights, however, are limited in a number of ways.
Others may make ‘‘fair use’’ of the material in certain circumstances. The Copyright Act also
establishes compulsory licensing for musical compositions and cable television. A limited set of
moral rights protects against misattribution or destruction of a narrow class of works of visual
art.Copyright law protects only against copying of protected expression. Independent creation of
a copyrighted work does not violate the Copyright Act, nor does copying the unprotected
elements of a work. Therefore, copyright law must have some mechanism for determining when
a work has been copied illegally. While in rare cases direct proof of copying may be available,
usually it is not. In its place, courts infer copying from proof that the defendant has had access to
the plaintiff’s work combined with evidence that the two works are similar. Even if copying is
established, it must be further shown that the defendant’s work is substantially similar to
protected elements (e.g., excluding ideas) of the plaintiff’s work.With the proliferation of digital
technology, Congress has augmented traditional copyright protection by prohibiting the
circumvention of technical protection measures intended to prevent unauthorized use and
distribution of copyrighted works and alteration of copyright management information. These
new rights are subject to various exceptions and limitations.4. Trademark/Trade
DressTrademarks are also protected by state statute and common law as well as federal statute,
although the source of constitutional authority is different from that of the Patent and Copyright
Acts. Rather than deriving from a specific grant of constitutional power, federal power to regulate
trademarks and unfair competition is based on the Commerce Clause, which authorizes



Congress to regulate foreign and interstate commerce. Unlike patent and copyright protection,
trademark law did not evolve from a desire to stimulate particular types of economic activity.
Rather, its original purpose was to protect consumers from unscrupulous sellers attempting to fly
under the banner of someone else’s logo or identifying symbol. Trademark law has more
recently embraced incentive and natural rights rationales. The Lanham Act (the federal
trademark statute) protects words, symbols, and other attributes that serve to identify the nature
and source of goods or services. Examples of marks protectable under the Lanham Act include
corporate and product names, symbols, logos, slogans, pictures and designs, product
configurations, colors, and even smells. Not all such marks are protectable, however. To receive
trademark protection, a mark need not be new or previously unused, but it must represent to
consumers the source of the good or service identified. It cannot be merely a description of the
good itself or a generic term for the class of goods or services offered. Further, the identifying
mark may not be a functional element of the product itself but must serve a purely identifying
purpose. Since 1996, famous marks also receive federal protection against “dilution” by blurring
or tarnishment. Finally, trademark protection is directly tied to the use of the mark to identify
goods in commerce. Trademarks do not expire on any particular date but continue in force until
they are “abandoned” by their owner or become unprotectable.The PTO examines trademark
applications and issues trademark registrations that confer significant benefits upon the
registrants, including prima facie evidence of validity; constructive notice to others of the claim of
ownership; federal subject matter jurisdiction; incontestability after five years, which confers
exclusive right to use the mark; authorization to seek treble damages and attorney fees; and the
right to bar importation of goods bearing the infringing mark. Federal trademark registration,
however, is not necessary to obtain trademark protection. A trademark owner who believes that
another is using the same or a similar mark to identify competing goods can bring suit for
trademark infringement. Infringement turns on whether consumers are likely to be confused as
to the origin of the goods or services. If so, the trademark owner is entitled to an injunction
against the confusing use, damages for past infringement, and in some cases the seizure and
destruction of infringing goods.PROBLEMProblem I-3MEMORANDUMTo: AssociateFrom:
Senior PartnerRe: HEALTHWARE Inc.Janet Peterson called me yesterday about a new venture
that she plans to try to get off the ground. As you may know, Janet is a computer programmer
and a registered nurse. She has an interesting idea for a new venture and would like our advice
on how she might structure the business to have the best potential for success.She would like to
call the venture Healthware. Janet believes that she can tap into the diet/health/environmental/
mobile device craze by developing a user-friendly app that would monitor the user’s diet and
fitness activity. The user would input information on his or her health (e.g., age, weight, medical
history, dietary restrictions). Each day, the program would collect information on the user’s diet
and physical exercise. An accelerometer built into the user’s smartphone would collect exercise
information. The user could manually enter their food consumption, or could use a Quick
Response Code (a matrix barcode) reader to scan dietary information on a growing array of



packaged and restaurant foods. The software would periodically provide an analysis of the
user’s health, as well as suggestions for achieving the user’s goals, whether weight reduction,
better fitness, or general health. In addition, the program would compile a record of the user’s
activities which they could bring to annual physicals. Other subroutines would be available for
pregnant and lactating women, children, the elderly, diabetics, vegetarians, triathletes, etc.Janet
thinks that she could put together the diverse people necessary to pull this project off:
programmers, a nutritionist, a physician, a fitness consultant. She is concerned, however, that
one of these people could, after they are familiar with the product, develop a competing
program.What are the options for structuring Healthware? What problems do you foresee in
structuring this venture? Assuming that the product is popular, what are the major risks to
Healthware’s success? How can we structure Healthware so as to overcome these problems?1.
Trade SecretTrade secret protection arises from state law statutes and common law
doctrines that protect against the misappropriation of confidential information that is the subject
of reasonable efforts to maintain secrecy. As such, they are more akin to traditional tort and
contract law than to patent or copyright law. While protection for trade secrets has long been a
part of the common law, most states today protect trade secrets by statute. The federal
government has taken a growing interest in protecting trade secrets as concerns about
international espionage and hacking have grown. The purpose of protecting trade secrets is to
prevent “theft” of information by unfair or commercially unreasonable means. In essence, trade
secret law is a form of private intellectual property law under which creators establish contractual
limitations or build legal “fences” that afford protection from misappropriation.The definition of
subject matter eligible for protection is quite broad: business or technical information of any sort.
To be protected by trade secret laws, the information must be a secret. However, only relative
and not absolute secrecy is required. In addition, the owner of a trade secret must take
reasonable steps to maintain its secrecy. Trade secrets have no definite term of protection but
may be protected only as long as they are secret. Once a trade secret is disclosed, protection is
lost.There is no state agency that “issues” (or even registers) trade secrets. Rather, any
information that meets the above criteria can be protected. Courts will find misappropriation of
trade secrets in two circumstances: (1) where the secrets were obtained by theft or other
improper means, or where they were used; or (2) disclosed in violation of a confidential
relationship agreement. However, trade secret laws do not protect against independent
discovery or invention. Nor do they prevent competitors from “reverse engineering” a legally
obtained product to determine the secrets contained inside. Violations of trade secret law entitle
the owner to damages and in some cases injunctions against use or further disclosure.2.
PatentPatent law is the classic example of an intellectual property regime modeled on the
utilitarian framework. Following the constitutional authorization to promote progress in the “useful
Arts,” what we would today call technology and scientific discovery, patent law offers the
possibility of a limited period of exclusive rights to encourage research and development aimed
at discovering new processes, machines, articles of manufacture, and compositions of matter,



and improvements thereof. The public benefits directly through the spur to innovation and
disclosure of new technology. After the term of the patent expires, the innovation becomes part
of the public domain, freely available to all.To obtain a utility patent, an inventor must submit an
application to the Patent and Trademark Office (PTO) that meets five requirements: patentable
subject matter, usefulness, novelty, nonobviousness, and disclosure sufficient to enable others
skilled in the art to make and use the invention. While the threshold for usefulness is low, the
novelty and non-obviousness standards are substantial, and the PTO conducts an independent
review of the application to ensure that it meets these requirements. If the PTO grants the patent,
the inventor obtains exclusive rights to make, use, and sell the innovation for a term of up to 20
years (from the application filing date). The patent grant is nearly absolute, barring even those
who independently develop the invention from practicing its art. Infringement will be found where
the accused device, composition, or process embodies all of the elements of a valid patent
claim (or accomplishes substantially the same function in substantially the same way to achieve
the same result).The PTO also issues plant patents for distinctive plants and design patents for
ornamental designs for articles of manufacture. Design patents have a term of 15 years (from
issuance).3. CopyrightAlthough the copyright and patent laws flow from the same
constitutional basis and share the same general approach—statutorily created monopolies to
foster progress—they feature different elements and rights, reflecting the very different fields of
human ingenuity that they seek to encourage. In general, copyrights are easier to secure and
last substantially longer than patents, although the scope of protection afforded copyrights is
narrower and less absolute than that given to patents.Copyright law covers the broad range of
literary and artistic expression—including books, poetry, song, dance, dramatic works, computer
programs, movies, sculpture, and paintings. Ideas themselves are not copyrightable, but the
author’s particular expression of an idea is protectable. A work must exhibit a modicum of
originality and be fixed in a “tangible medium of expression” to receive protection. Copyright
protection attaches as soon as a work is fixed. There is no examination by a governmental
authority, although the Copyright Office registers copyrightable works. Such registration is no
longer required for validity, but U.S. authors must register their works prior to filing an
infringement suit. A copyright lasts for the life of the author plus 70 years or a total of 95 years in
the case of entity authors.The breadth and ease of acquisition of copyright protection are
balanced by the more limited rights that copyright law confers. Ownership of a valid copyright
protects a copyright holder from unauthorized copying, public performance, and display, and it
entitles the holder to make derivative works and to control sale and distribution of the work.
These rights, however, are limited in a number of ways. Others may make ‘‘fair use’’ of the
material in certain circumstances. The Copyright Act also establishes compulsory licensing for
musical compositions and cable television. A limited set of moral rights protects against
misattribution or destruction of a narrow class of works of visual art.Copyright law protects only
against copying of protected expression. Independent creation of a copyrighted work does not
violate the Copyright Act, nor does copying the unprotected elements of a work. Therefore,



copyright law must have some mechanism for determining when a work has been copied
illegally. While in rare cases direct proof of copying may be available, usually it is not. In its place,
courts infer copying from proof that the defendant has had access to the plaintiff’s work
combined with evidence that the two works are similar. Even if copying is established, it must be
further shown that the defendant’s work is substantially similar to protected elements (e.g.,
excluding ideas) of the plaintiff’s work.With the proliferation of digital technology, Congress has
augmented traditional copyright protection by prohibiting the circumvention of technical
protection measures intended to prevent unauthorized use and distribution of copyrighted works
and alteration of copyright management information. These new rights are subject to various
exceptions and limitations.4. Trademark/Trade DressTrademarks are also protected by state
statute and common law as well as federal statute, although the source of constitutional
authority is different from that of the Patent and Copyright Acts. Rather than deriving from a
specific grant of constitutional power, federal power to regulate trademarks and unfair
competition is based on the Commerce Clause, which authorizes Congress to regulate foreign
and interstate commerce. Unlike patent and copyright protection, trademark law did not evolve
from a desire to stimulate particular types of economic activity. Rather, its original purpose was
to protect consumers from unscrupulous sellers attempting to fly under the banner of someone
else’s logo or identifying symbol. Trademark law has more recently embraced incentive and
natural rights rationales. The Lanham Act (the federal trademark statute) protects words,
symbols, and other attributes that serve to identify the nature and source of goods or services.
Examples of marks protectable under the Lanham Act include corporate and product names,
symbols, logos, slogans, pictures and designs, product configurations, colors, and even smells.
Not all such marks are protectable, however. To receive trademark protection, a mark need not
be new or previously unused, but it must represent to consumers the source of the good or
service identified. It cannot be merely a description of the good itself or a generic term for the
class of goods or services offered. Further, the identifying mark may not be a functional element
of the product itself but must serve a purely identifying purpose. Since 1996, famous marks also
receive federal protection against “dilution” by blurring or tarnishment. Finally, trademark
protection is directly tied to the use of the mark to identify goods in commerce. Trademarks do
not expire on any particular date but continue in force until they are “abandoned” by their owner
or become unprotectable.The PTO examines trademark applications and issues trademark
registrations that confer significant benefits upon the registrants, including prima facie evidence
of validity; constructive notice to others of the claim of ownership; federal subject matter
jurisdiction; incontestability after five years, which confers exclusive right to use the mark;
authorization to seek treble damages and attorney fees; and the right to bar importation of goods
bearing the infringing mark. Federal trademark registration, however, is not necessary to obtain
trademark protection. A trademark owner who believes that another is using the same or a
similar mark to identify competing goods can bring suit for trademark infringement. Infringement
turns on whether consumers are likely to be confused as to the origin of the goods or services. If



so, the trademark owner is entitled to an injunction against the confusing use, damages for past
infringement, and in some cases the seizure and destruction of infringing
goods.PROBLEMProblem I-3MEMORANDUMTo: AssociateFrom: Senior PartnerRe:
HEALTHWARE Inc.Janet Peterson called me yesterday about a new venture that she plans to
try to get off the ground. As you may know, Janet is a computer programmer and a registered
nurse. She has an interesting idea for a new venture and would like our advice on how she might
structure the business to have the best potential for success.She would like to call the venture
Healthware. Janet believes that she can tap into the diet/health/environmental/mobile device
craze by developing a user-friendly app that would monitor the user’s diet and fitness activity.
The user would input information on his or her health (e.g., age, weight, medical history, dietary
restrictions). Each day, the program would collect information on the user’s diet and physical
exercise. An accelerometer built into the user’s smartphone would collect exercise information.
The user could manually enter their food consumption, or could use a Quick Response Code (a
matrix barcode) reader to scan dietary information on a growing array of packaged and
restaurant foods. The software would periodically provide an analysis of the user’s health, as
well as suggestions for achieving the user’s goals, whether weight reduction, better fitness, or
general health. In addition, the program would compile a record of the user’s activities which
they could bring to annual physicals. Other subroutines would be available for pregnant and
lactating women, children, the elderly, diabetics, vegetarians, triathletes, etc.Janet thinks that
she could put together the diverse people necessary to pull this project off: programmers, a
nutritionist, a physician, a fitness consultant. She is concerned, however, that one of these
people could, after they are familiar with the product, develop a competing program.What are
the options for structuring Healthware? What problems do you foresee in structuring this
venture? Assuming that the product is popular, what are the major risks to Healthware’s
success? How can we structure Healthware so as to overcome these problems?
PROBLEMProblem I-3MEMORANDUMTo: AssociateFrom: Senior PartnerRe: HEALTHWARE
Inc.Janet Peterson called me yesterday about a new venture that she plans to try to get off the
ground. As you may know, Janet is a computer programmer and a registered nurse. She has an
interesting idea for a new venture and would like our advice on how she might structure the
business to have the best potential for success.She would like to call the venture Healthware.
Janet believes that she can tap into the diet/health/environmental/mobile device craze by
developing a user-friendly app that would monitor the user’s diet and fitness activity. The user
would input information on his or her health (e.g., age, weight, medical history, dietary
restrictions). Each day, the program would collect information on the user’s diet and physical
exercise. An accelerometer built into the user’s smartphone would collect exercise information.
The user could manually enter their food consumption, or could use a Quick Response Code (a
matrix barcode) reader to scan dietary information on a growing array of packaged and
restaurant foods. The software would periodically provide an analysis of the user’s health, as
well as suggestions for achieving the user’s goals, whether weight reduction, better fitness, or



general health. In addition, the program would compile a record of the user’s activities which
they could bring to annual physicals. Other subroutines would be available for pregnant and
lactating women, children, the elderly, diabetics, vegetarians, triathletes, etc.Janet thinks that
she could put together the diverse people necessary to pull this project off: programmers, a
nutritionist, a physician, a fitness consultant. She is concerned, however, that one of these
people could, after they are familiar with the product, develop a competing program.What are
the options for structuring Healthware? What problems do you foresee in structuring this
venture? Assuming that the product is popular, what are the major risks to Healthware’s
success? How can we structure Healthware so as to overcome these problems?Chapter II:
Trade Secret LawA. Introduction1. Historical Background2. Theoretical
Justifications for Trade Secretsi. Property Rightsii. Tort Lawiii. A Third Way?3.
Overview of Modern Trade Secret ProtectionB. Subject Matter1. Defining Trade
SecretsMetallurgical Industries Inc. v. Fourtek, Inc., United States Court of Appeals for the Fifth
Circuit, 790 F.2d 1195 (5th Cir. 1986)2. Reasonable Efforts to Maintain SecrecyRockwell
Graphic Systems, Inc. v. DEV Industries, Inc., United States Court of Appeals for the Seventh
Circuit, 925 F.2d 174 (7th Cir. 1991)3. Disclosure of Trade Secretsi. Voluntary
Disclosure by the Trade Secret Ownerii. Distributing a Product that Embodies the Trade
Secret to the Publiciii. Public Disclosure by a Third Partyiv. Inadvertent Disclosurev.
Government DisclosureC. Misappropriation of Trade Secrets1. Improper
MeansE. I. du Pont deNemours & Co. v. Christopher, United States Court of Appeals for the Fifth
Circuit, 431 F.2d 1012 (5th Cir. 1970)2. Confidential RelationshipSmith v. Dravo Corp.,
United States Court of Appeals for the Seventh Circuit, 203 F.2d 369 (7th Cir. 1953)D.
Defenses1. Independent Discovery and Reverse EngineeringKadant, Inc. v. Seeley
Machine, Inc., United States District Court for the Northern District of New York, 244 F. Supp. 2d
19 (N.D.N.Y. 2003)2. Public Policy LimitationE. Agreements to Keep SecretsWarner-
Lambert Pharmaceutical Co. v. John J. Reynolds, Inc., United States District Court for the
Southern District of New York, 178 F. Supp. 655 (S.D.N.Y. 1959)F. The Special Case of
Departing Employees1. Employee Trade Secretsi. The Common Law Obligation to
Assign Inventionsii. Contracts That Restrict the Use of Trade Secretsiii. Trailer
Clauses2. Noncompetition AgreementsEdwards v. Arthur Andersen LLP, Supreme Court
of California, 81 Cal. Rptr. 3d 282 (Cal. 2008)3. The “Inevitable Disclosure” of Trade
SecretsPepsiCo, Inc. v. Redmond, United States Court of Appeals for the Seventh Circuit, 54
F.3d 1262 (7th Cir. 1995)4. Nonsolicitation AgreementsG. RemediesWinston
Research Corp. v. 3M Corp., United States Court of Appeals for the Ninth Circuit, 350 F.2d 134
(9th Cir. 1965)1. Criminal Trade Secret Statutes2. Federal Criminal Liability for Trade
Secret MisappropriationH. Federal PreemptionKewanee Oil Co. v. Bicron Corp., Supreme
Court of the United States, 416 U.S. 470 (1974)A. Introduction1. Historical
BackgroundThe idea that information should be protected against “theft” (which may include the
physical taking of tangible goods containing information or simply the copying or memorization



of data) is a venerable one in the law. One scholar traces the earliest legal protection against
“misappropriation of trade secrets” to the Roman empire. See A. Arthur Schiller, Trade Secrets
and the Roman Law: The Actio Servi Corrupti, 30 Colum. L. Rev. 837 (1930).[3] The Roman
courts created a cause of action called “actio servi corrupti” — literally, an action for corrupting
a slave. According to Schiller, the actio servi corrupti was used to protect slave owners from third
parties who would “corrupt” slaves (by bribery or intimidation) into disclosing their owners’
confidential business information. The law made such third parties liable to the slave owner for
twice the damages he suffered as a result of the disclosure.While scholarship has cast some
doubt on the enforcement of trade secret protection in the Roman empire, see Alan Watson,
Trade Secrets and Roman Law: The Myth Exploded, 11 Tul. Eur. & Civ. L.F. 19 (1996), the
concept that so-called business or “trade secrets” were entitled to legal protection spread rapidly
throughout the world. As early as the Renaissance, most European nation-states had laws that
protected businesses (notably, the guild cartels) from those who used their secret processes
and ideas without permission. During the Industrial Revolution, courts and legislatures translated
these early laws into statutes that protected “industrial secrets.” Many of these statutes are still in
force today, albeit in modified form.The modern trade secret regime traces most clearly and
directly to the Industrial Revolution. In preindustrial economies, craftsmen passed along their
knowledge of the trade to their apprentice with the understanding that the know-how would be
kept secret during the apprenticeship period. See Catherine L. Fisk, Working Knowledge: Trade
Secrets, Restrictive Covenants in Employment, and the Rise of Corporate Intellectual Property,
1800–1920, 52 Hastings L.J. 441, 450-51 (2001). After this training, the apprentice was free to
practice the trade. These protections were reinforced by custom, trade guilds, and close-knit
communities. See Carlo M. Cipolla, Before the Industrial Revolution: European Economy and
Society 1000-1700 (2d ed. 1980).This informal system, governed principally through social
norms and restrictions on apprentice mobility through mandatory periods of service, eroded as
industrialization shifted production to factories and labor mobility increased. Factories operated
on a far larger scale than traditional craft enterprises and without the social and guild constraints
on the dissemination of proprietary techniques and know-how. While patents afforded protection
for larger, discrete advances, smaller-bore, incremental know-how was more vulnerable to
misappropriation in the impersonal, specialized factory setting. By the early nineteenth century,
factory owners in England pressed for a broader form of protection for workplace trade secrets.
The know-how behind industrial processes gradually gained recognition and enforcement by
common law courts. See Newbery v. James, 35 Eng. Rep. 1011, 1011-12 (Ch.) (1817); Fisk,
supra, at 450-88. The practice spread to the United States by the mid-nineteenth century and
developed rapidly. See Vickery v. Welch, 36 Mass. (19 Pick.) 523, 525–27 (1837).Trade secret
protection could encompass information that was not generally known to the public so long as
the employer undertook reasonable precautions to preserve secrecy. This latter requirement
brought non-disclosure agreements (“NDAs”) into common practice. Failure to guard against
disclosure of trade secrets by employees and contractors would jeopardize trade secret



protection.The emerging law of trade secrets was thus collected in the Restatement of Torts,
published in 1939. The Restatement protected as a trade secret any information “used in one’s
business” that gives its owner “an opportunity to obtain an advantage over competitors who do
not know or use it,” so long as the information was in fact a secret. When the Restatement
(Second) of Torts was published in 1979, the authors omitted sections 757 and 758 on the
grounds that the law of trade secrets had developed into an independent body of law that no
longer relied on general principles of tort law. Nonetheless, the original Restatement has
remained influential because so many judicial decisions have relied on it, and statutes and other
key sources have integrated its tenets.By the mid-twentieth century, “the body of state and
federal law that ha[d] traditionally coped with [industrial espionage] languish[ed] in a deepening
maze of conflict and confusion.” See Note, Theft of Trade Secrets: The Need for a Statutory
Solution, 120 U. Pa. L. Rev. 378 (1971). Recognizing this doctrinal muddle and the growing
economic importance of trade secret protection, the American Bar Association established a
special committee to investigate the drafting of a uniform trade secret act to harmonize
protection among the states in 1968. Over the course of the next decade, that committee drafted
and refined the Uniform State Trade Secrets Act (UTSA), which the National Commission on
Uniform State Laws promulgated in 1979. The UTSA has since been adopted by 47 states and
the District of Columbia. In the 1990s, the American Law Institute integrated trade secret law into
the Restatement (Third) Of Unfair Competition. In 2016, Congress enacted the Defend Trade
Secrets Act, which brought uniformity of federal law without significantly changing the rules that
have developed in state law. Before turning to these modern sources of trade secret protection, it
will useful to examine the principles undergirding trade secret protection.2. Theoretical
Justifications for Trade SecretsTrade secret law has long been justified on one of two competing
grounds. Some treat trade secrets as a form of property, while others view it as a law grounded
in unfair competition.i. Property RightsSome jurists have conceptualized “intellectual
property” as a species of the broader concept of “property.” In addressing whether government
disclosure of proprietary information constituted a taking under the Fifth Amendment to the U.S.
Constitution, the Supreme Court held that trade secrets constituted a form of property.
Ruckelshaus v. Monsanto Co., 467 U.S. 986, 1001-04 (1984). In finding that trade secrets were
“property,” the court reasoned in part that “[t]rade secrets have many of the characteristics of
more tangible forms of property. A trade secret is assignable. A trade secret can form the res of a
trust, and it passes to a trustee in bankruptcy.” Id. at 1002-04.Courts routinely characterized
trade secrets as “property”[4] and granted injunctive relief to prevent their disclosure. The nature
of the “property” interest was, however, limited by the relational character of trade secrets. See
Robert G. Bone, A New Look at Trade Secret Law: Doctrine in Search of Justification, 86 Cal. L.
Rev. 241, 251-60 (1998). As the court in Peabody v. Norfolk, 98 Mass. 452, 458 (1868), noted, if
a party “invents or discovers and keeps secret a process of manufacture, whether a proper
subject for a patent or not, he has not indeed an exclusive right to it as against the public, or
against those who in good faith acquire knowledge of it, but he has property in it which a court of



chancery will protect against one who, in violation of contract and breach of confidence,
undertakes to apply it to his own use, or to disclose it to third persons.” The court explained that
courts of equity would intervene to “prevent such a breach of trust, when the injury would be
irreparable and the remedy at law inadequate, is well established by authority.” Thus, injunctions
were available for breaches of trust “in the course of confidential employment.”Treatment of trade
secrets as property rights vested in the trade secret “owner” is consistent with a view of trade
secrets law as providing an additional incentive to innovate, beyond those provided in patent law.
The Supreme Court has offered some support for this incentive view:Certainly the patent policy
of encouraging invention is not disturbed by the existence of another form of incentive to
invention. In this respect the two systems are not and never would be in conflict. . . .Trade secret
law will encourage invention in areas where patent law does not reach, and will prompt the
independent innovator to proceed with the discovery and exploitation of his invention.
Competition is fostered and the public is not deprived of the use of valuable, if not quite
patentable, invention.Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470, 481-85 (1974).ii.
Tort LawAn alternate explanation for much of trade secrets law is what might be described as a
“duty-based” theory, or what Melvin Jager calls “the maintenance of commercial morality.” 1
Melvin Jager, Trade Secrets Law §1.03, at 1-4. As noted above, Justice Oliver Wendell Holmes
questioned the “property” view of trade secrets in E.I. du Pont & Co. v. Masland, 244 U.S. 100,
102 (1917), preferring to characterize these rights in relational terms. As Justice Holmes
explained,the word ‘property’ as applied to . . . trade secrets is an unanalyzed expression of
certain secondary consequences of the primary fact that the law makes some rudimentary
requirements of good faith. Whether the plaintiffs have any valuable secret or not, the defendant
knows the facts, whatever they are, through a special confidence that he accepted. The property
may be denied, but the confidence cannot be. Therefore, the starting point for the present matter
is not property or due process of law, but that the defendant stood in confidential relations with
the plaintiffs.E.I. duPont de Nemours Powder Co. v. Masland, 244 U.S. 100, 102 (1917).[5]
Closely related to Masland’s theory of “breach of confidence” is the contract basis for trade
secret law. While not always applicable, many trade secret cases arise out of a “duty” explicitly
stated in a contract, such as a technology license or an employment agreement. The tort-based
theory of breach of duty merges in those cases with a standard common law action for breach of
contract. Cf. Robert G. Bone, A New Look at Trade Secret Law: Doctrine in Search of
Justification, 86 Cal. L. Rev. 241 (1998) (questioning any distinct theoretical justification for trade
secret law and arguing that contract and tort doctrines provide a proper foundation).Trade secret
law has long been grounded in what has been termed “commercial morality.” See Melvin F.
Jager, Trade Secrets Law §1:3 (2013) (“[t]he Anglo-American common law . . . began to develop
protection for business secrets to enhance commercial morality and good-faith dealings in
business”); Bone, 86 Cal. L. Rev. at 244 (“Trade secret law is grounded in “relationally specific
duties,” such as “disloyal employees who use or disclose their employers’ secrets in violation of
a duty of confidence stemming from the employer-employee relationship”).The Eastman case



illustrates the principle in action. See Eastman Co. v. Reichenbach, 20 N.Y.S. 110, 110, 116 (N.Y.
Sup. Ct. 1892), aff’d sub nom. Eastman Kodak Co. v. Reighenbach, 29 N.Y.S. 1143 (N.Y. Gen.
Term 1894). In the late nineteenth century, Eastman (Kodak), a pioneering developer of
photographic technology, brought suit against former high-level employees who departed to
start a competing business using secret information that they helped develop at Eastman. They
had executed assignment agreements covering all inventions, discoveries, and improvements in
photography that they might make, discover, or invent while at Eastman and agreed to maintain
company secrets in strict confidence and not to disclose or make improper use of them. The
court enjoined defendants’ competing venture on the ground that[t]his is not legitimate
competition, which it is always the policy of the law to foster and encourage, but it is contra
bonos mores [against good morals], and constitutes a breach of trust which a court of law, and
much less a court of equity, should not tolerate.20 N.Y.S. at 116.This theme pervades trade
secret law. As the Supreme Court recognized in Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470
(1974), its landmark decision holding that federal patent law does not preempt state trade secret
protection, “[t]he maintenance of standards of commercial ethics and the encouragement of
invention are the broadly stated policies behind trade secret law. ‘The necessity of good faith
and honest faith dealing is the very life and spirit of the commercial world.’” Id. at 481–82 (1974)
(quoting National Tube Co. v. Eastern Tube Co., 3 Ohio Cir.Ct.R., N.S., 459, 462 (1902), aff’d, 69
Ohio St. 560, 70 N.E. 1127 (1903)).iii. A Third Way?Professor Mark Lemley argues that
trade secrets make sense not so much as real property, but as intellectual property—that is, as
government policy designed to promote innovation and, ironically, to encourage efficient
disclosure of secrets. Mark A. Lemley, The Surprising Virtues of Treating Trade Secrets as IP
Rights, 61 Stan. L. Rev. 311 (2008).The promotion of innovation principle resonates with a
property view of trade secrets. Protecting against the theft of proprietary information encourages
investment in such information. By contrast, the commercial morality concern aims to deter
wrongful acts and is therefore sometimes described as a tort theory. Here the aim of trade secret
law is to punish and prevent illicit behavior and even to uphold reasonable standards of
commercial behavior. Under the tort theory trade secret protection is not explicitly about
encouraging investments. It is plain, however, that one consequence of deterring wrongful
behavior would be to encourage investment in trade secrets. Hence, despite their conceptual
differences, the tort and property/incentive approaches to trade secrets may well push in the
same direction.The Kewanee Oil opinion similarly recognized an IP-related goal of trade secret
protection: encouragement of research and development. The Court recognized thateven
though a discovery may not be patentable, that does not destroy the value of the discovery to
one who makes it, or advantage the competitor who by unfair means, or as the beneficiary of a
broken faith, obtains the desired knowledge without himself paying the price in labor, money, or
machines expended by the discoverer.Id. at 482 (quoting A. O. Smith Corp. v. Petroleum Iron
Works Co., 73 F.2d 531, 539 (6th Cir. 1934). The Court emphasized “the importance of trade
secret protection to the subsidization of research and development and to increased economic



efficiency within large companies through the dispersion of responsibilities for creative
developments.” See id. (citing Wexler v. Greenberg, 399 Pa. 569, 578-79, 160 A.2d 430, 434-435
(Penn. S.Ct. 1960)). This aligns with Justice Gray’s declaration, in an early seminal case, that “it
is the policy of the law, for the advantage of the public, to encourage and protect invention and
commercial enterprise.” Peabody v. Norfolk, 98 Mass. at 458.3. Overview of Modern Trade
Secret ProtectionToday, every one of the United States protects trade secrets in some form or
another. Improper use or disclosure of a trade secret was traditionally a common law tort. As
noted earlier, the Uniform Trade Secrets Act has come to unify trade secret protection
notwithstanding its predominately state law foundation. The Restatement of Torts, §§757, 758 as
well as the Restatement (Third) of Unfair Competition also serve as valuable sources for
navigating trade secret protection.Only New York, North Carolina, and Massachusetts have not
adopted the UTSA, although North Carolina’s trade secret statute borrows heavily from the
UTSA. New York and Massachusetts protect trade secrets under common law, applying the
Restatement of Torts framework. Because of the Uniform Act’s importance, we reproduce its
primary provisions here.Uniform Trade Secrets Act, with 1985 Amendments§1. DefinitionsAs
used in this [Act], unless the context requires otherwise:(1) “Improper means” includes theft,
bribery, misrepresentation, breach or inducement of a breach of a duty to maintain secrecy, or
espionage through electronic or other means;(2) “Misappropriation” means:(i) acquisition of a
trade secret of another by a person who knows or has reason to know that the trade secret was
acquired by improper means; or(ii) disclosure or use of a trade secret of another without express
or implied consent by a person who(A) used improper means to acquire knowledge of the trade
secret; or(B) at the time of disclosure or use, knew or had reason to know that his knowledge of
the trade secret was(I) derived from or through a person who had utilized improper means to
acquire it;(II) acquired under circumstances giving rise to a duty to maintain its secrecy or limit
its use; or(III) derived from or through a person who owed a duty to the person seeking relief to
maintain its secrecy or limit its use; or(C) before a material change of his [or her] position, knew
or had reason to know that it was a trade secret and that knowledge of it had been acquired by
accident or mistake. . . .(4) “Trade secret” means information, including a formula, pattern,
compilation, program, device, method, technique, or process, that:(i) derives independent
economic value, actual or potential, from not being generally known to, and not being readily
ascertainable by proper means by, other persons who can obtain economic value from its
disclosure or use, and(ii) is the subject of efforts that are reasonable under the circumstances to
maintain its secrecy.The federal Defend Trade Secrets Act, enacted in 2016, was “modeled on
the Uniform Trade Secrets Act,” H. Rep. No. 114-529, 114th Cong., 2d Sess., Defend Trade
Secrets Act of 2016, (2016). It defines both trade secret and misappropriation using the
language of the UTSA. The DTSA augments the UTSA by defining “improper means”:(A)
includes theft, bribery, misrepresentation, breach or inducement of a breach of a duty to
maintain secrecy, or espionage through electronic or other means; and(B) does not include
reverse engineering, independent derivation, or any other lawful means of acquisition.A trade



secret claim can be broken down into three essential elements. First, the subject matter involved
must qualify for trade secret protection: it must be the type of knowledge or information that
trade secret law was meant to protect, and it must not be generally known to all. On eligible
subject matter, the current trend, exemplified once again by the UTSA, is to protect as a trade
secret any valuable information so long as the information is capable of adding economic value
to the plaintiff. The requirement that the information not be generally known follows from the
label trade secret. The requirement is meant to ensure that no one claims intellectual property
protection for information commonly known in a trade or industry.The second element to be
established by the plaintiff in a trade secret case is that the plaintiff, holder of the trade secret,
took reasonable precautions under the circumstances to prevent its disclosure. Courts have
shown some confusion over the rationale for this requirement. Some see in it evidence that the
trade secret is valuable enough to bother litigating; others argue that where the plaintiff has
taken reasonable precautions, chances are that a defendant acquired the trade secret
wrongfully. Whatever the justification, it is clear that no one may let information about products
and operations flow freely to competitors at one time and then later claim that competitors have
wrongfully acquired valuable trade secrets. To establish the right to sue later, one must be
consistently diligent in protecting information. As always, however, the presence of the term
“reasonable” ensures close cases and difficult line-drawing for courts, a theme reflected in
several of the cases that follow.Finally, a trade secret plaintiff also must prove that the defendant
acquired the information wrongfully—in a word, that the defendant misappropriated the trade
secret. Just because a person’s information is valuable does not make it wrong for another to
use it or disclose it. But use or disclosure is wrong, in the eyes of trade secret law, when the
information is acquired through deception, skullduggery, or outright theft. As we will see in the
cases that follow, close cases abound in this area because of the creativity of competitors in
rooting out information about their rivals’ businesses and products.In many cases, a defendant’s
use or disclosure is wrongful because of a preexisting obligation to the plaintiff not to disclose or
appropriate the trade secret. Such an obligation can arise in either of two ways: explicitly, by
contract; and implicitly, because of an implied duty. A classic example of an implied duty is the
case of an employee. Even in the absence of an explicit contract, most employees are held to
have a duty to protect their employers’ interests in their secret practices and information. Even
where the duty arises by explicit contract, however, public policy limitations on the scope and
duration of the agreement will often come into play, in some cases resulting in substantial
judicial modification of the explicit obligations laid out in the contract.B. Subject Matter1.
Defining Trade SecretsMetallurgical Industries Inc. v. Fourtek, Inc., United States Court of
Appeals for the Fifth Circuit, 790 F.2d 1195 (5th Cir. 1986)Gee, Circuit Judge:Today’s case
requires us to review Texas law on the misappropriation of trade secrets. Having done so, we
conclude that the district court misconceived the nature and elements of this cause of action, a
misconception that led it to direct a verdict erroneously in favor of appellee Bielefeldt. We also
conclude that the court abused its discretion in excluding certain evidence. Accordingly, we



affirm in part, reverse in part, and remand the case for a new trial.I. Facts of the CaseWe
commence with a brief description of the scientific process concerned. Tungsten carbide is a
metallic compound of great value in certain industrial processes. Combined with the metal
cobalt, it forms an extremely hard alloy known as “cemented tungsten carbide” used in oil drills,
tools for manufacturing metals, and wear-resistant coatings. Because of its great value,
reclamation of carbide from scrap metals is feasible. For a long time, however, the alloy’s
extreme resistance to machining made reclamation difficult. In the late 1960’s and early 1970’s,
a new solution — known as the zinc recovery process — was devised, a solution based on
carbide’s reaction with zinc at high temperatures. In the crucibles of a furnace, molten zinc will
react with the cobalt in the carbide to cause swelling and cracking of the scrap metal. After this
has occurred, the zinc is distilled from the crucible, leaving the scrap in a more brittle state. The
carbide is then ground into a powder, usable in new products as an alternative to virgin carbide.
This process is the generally recognized modern method of carbide reclamation.Metallurgical
Industries has been in the business of reclaiming carbide since 1976, using the more primitive
“cold-stream process.” In the mid-1970’s, Metallurgical began to consider using the zinc
recovery process. In that connection, it came to know appellee Irvin Bielefeldt, a representative
of Therm-O-Vac Engineering & Manufacturing Company (Therm-O-Vac). Negotiations led to a
contract authorizing Therm-O-Vac to design and construct two zinc recovery furnaces, the
purchase order for the first being executed in July 1976.The furnace arrived in April 1977.
Dissatisfied with its performance, Metallurgical modified it extensively. First, it inserted chill
plates in one part of the furnace to create a better temperature differential for distilling the zinc.
Second, Metallurgical replaced the one large crucible then in place with several smaller
crucibles to prevent the zinc from dispersing in the furnace. Third, it replaced segmented heating
elements which had caused electric arcing with unitary graphite heating elements. Last, it
installed a filter in the furnace’s vacuum-pumps, which zinc particles had continually clogged.
These efforts proved successful and the modified furnace soon began commercial operation.. . .
[M]etallurgical returned to Therm-O-Vac for its second furnace. A purchase order was signed in
January 1979, and the furnace arrived that July. Further modifications again had to be made, but
commercial production was allegedly achieved in January 1980.In 1980, after Therm-O-Vac
went bankrupt, Bielefeldt and three other former Therm-O-Vac employees — Norman
Montesino, Gary Boehm, and Michael Sarvadi — formed Fourtek, Incorporated. Soon
thereafter, Fourtek agreed to build a zinc recovery furnace for appellee Smith International,
Incorporated (Smith). . . .Metallurgical . . . brought a diversity action against Smith, Bielefeldt,
Montesino, Boehm, and Sarvadi in November 1981. In its complaint, Metallurgical charged the
defendants with misappropriating its trade secrets. . . . [Trial] testimony indicated Metallurgical’s
frequent notices to Bielefeldt that the process was a secret and that the disclosures to him were
made in confidence. Another witness recounted meetings in which the modifications were
agreed to. Bielefeldt was allegedly unconvinced about the efficacy of these changes and
contributed little to the discussion. Metallurgical also presented evidence that it had expended



considerable time, effort, and money to modify the furnaces.[The district court nonetheless
granted defendants’ motions for directed verdicts.] The principal reason advanced was the
court’s conclusion that no trade secret is involved. At trial, Metallurgical acknowledged that the
individual changes, by themselves, are not secrets; chill plates and pump filters, for example, are
well-known. Metallurgical’s position instead was that the process, taken as a whole, is a trade
secret in the carbide business. The court, however, refused to recognize any protection Texas
law provides to a modification process. It also concluded that the information Bielefeldt obtained
from working with Metallurgical is too general to be legally protected. Finally, it ruled that
“negative know-how”—the knowledge of what not to do — is unprotected. . . .III. Defining a
“Trade Secret”We begin by reviewing the legal definition of a trade secret. Of course, to qualify
as one, the subject matter involved must, in fact, be a secret; “matters of general knowledge in
an industry cannot be appropriated by one as his secret.” Wissman v. Boucher, 150 Tex. 326,
240 S.W.2d 278, 280 (Tex. 1951); see also Zoecon Industries v. American Stockman Tag Co.,
713 F.2d 1174, 1179 (5th Cir. 1983) (“a customer list of readily ascertainable names and
addresses will not be protected as a trade secret”). Smith emphasizes the absence of any secret
because the basic zinc recovery process has been publicized in the trade. Acknowledging the
publicity of the zinc recovery process, however, we nevertheless conclude that Metallurgical’s
particular modification efforts can be as yet unknown to the industry. A general description of the
zinc recovery process reveals nothing about the benefits unitary heating elements and vacuum
pump filters can provide to that procedure. That the scientific principles involved are generally
known does not necessarily refute Metallurgical’s claim of trade secrets.Metallurgical,
furthermore, presented evidence to back up its claim. One of its main witnesses was Arnold
Blum, a consultant very influential in the decisions to modify the furnaces. Blum testified as to his
belief that Metallurgical’s changes were unknown in the carbide reclamation industry. The
evidence also shows Metallurgical’s efforts to keep secret its modifications. Blum testified that
he noted security measures taken to conceal the furnaces from all but authorized personnel.
The furnaces were in areas hidden from public view, while signs warned all about restricted
access. Company policy, moreover, required everyone authorized to see the furnace to sign a
non-disclosure agreement. These measures constitute evidence probative of the existence of
secrets. One’s subjective belief of a secret’s existence suggests that the secret exists. Security
measures, after all, cost money; a manufacturer therefore presumably would not incur these
costs if it believed its competitors already knew about the information involved. In University
Computing Co. v. Lykes-Youngstown Corp., 504 F.2d 518, 535 (5th Cir. 1974), we regarded
subjective belief as a factor to consider in determining whether secrecy exists. Because
evidence of security measures is relevant, that shown here helps us conclude that a reasonable
jury could have found the existence of the requisite secrecy.Smith argues, however, that
Metallurgical’s disclosure to other parties vitiated the secrecy required to obtain legal protection.
Metallurgical revealed its information to Consarc Corporation in 1978; it also disclosed
information in 1980 to La Floridienne, its European licensee of carbide reclamation technology.



Because both these disclosures occurred before Bielefeldt allegedly misappropriated the
knowledge of modifications, others knew of the information when the Smith furnace was built.
This being so, Smith argues, no trade secret in fact existed.Although the law requires secrecy, it
need not be absolute. Public revelation would, of course, dispel all secrecy, but the holder of a
secret need not remain totally silent:He may, without losing his protection, communicate to
employees involved in its use. He may likewise communicate it to others pledged to secrecy. . . .
Nevertheless, a substantial element of secrecy must exist, so that except by the use of improper
means, there would be difficulty in acquiring the information.Restatement of Torts, §757
Comment b (1939). We conclude that a holder may divulge his information to a limited extent
without destroying its status as a trade secret. To hold otherwise would greatly limit the holder’s
ability to profit from his secret. If disclosure to others is made to further the holder’s economic
interests, it should, in appropriate circumstances, be considered a limited disclosure that does
not destroy the requisite secrecy. The only question is whether we are dealing with a limited
disclosure here. . . .Looking. . . to the policy considerations involved, we glean two reasons why
Metallurgical’s disclosures to others are limited and therefore insufficient to extinguish the
secrecy Metallurgical’s other evidence has suggested. First, the disclosures were not public
announcements; rather, Metallurgical divulged its information to only two businesses with whom
it was dealing. This case thus differs from Luccous v. J. C. Kinley Co., 376 S.W.2d 336 (Tex.
1964), in which the court concluded that the design of a device could not be a trade secret
because it had been patented — and thus revealed to all the world — before any dealing
between the parties. Second, the disclosures were made to further Metallurgical’s economic
interests. Disclosure to Consarc was made with the hope that Consarc could build the second
furnace. A long-standing agreement gave La Floridienne the right, as a licensee, to the
information in exchange for royalty payments. Metallurgical therefore revealed its discoveries as
part of business transactions by which it expected to profit.Metallurgical’s case would have been
stronger had it also presented evidence of confidential relationships with these two companies,
but we are unwilling to regard this failure as conclusively disproving the limited nature of the
disclosures. Smith correctly points out that Metallurgical bears the burden of showing the
existence of confidential relationships. Contrary to Smith’s assertion, however, confidentiality is
not a requisite; it is only a factor to consider. Whether a disclosure is limited is an issue the
resolution of which depends on weighing many facts. The inference from those facts, construed
favorably to Metallurgical, is that it wished only to profit from its secrets in its business dealings,
not to reveal its secrets to the public. We therefore are unpersuaded by Smith’s
argument.Existing law, however, emphasizes other requisites for legal recognition of a trade
secret. In Huffines, 314 S.W.2d 763, a seminal case of trade secret law, Texas adopted the
widely-recognized pronouncements of the American Law Institute’s Restatement of the Law. The
Texas Supreme Court quoted the Restatement’s definition of a trade secret:A trade secret may
consist of any formula, pattern, device, or compilation of information which is used in one’s
business, and which gives him an opportunity to obtain an advantage over competitors who do



not know or use it. It may be a chemical compound, a process of manufacturing, treating or
preserving materials, a pattern for a machine or other device or a list of customers.Id. at 776,
quoting Restatement of Torts, §757 Comment b (1939). From this the criterion of value to the
holder of the alleged secret arises. . . .Metallurgical met the burden of showing the value of its
modifications. Lawrence Lorman, the company’s vice president, testified that the zinc recovery
process gave Metallurgical an advantage over its two competitors by aiding in the production of
the highest quality reclaimed carbide powder. The quality of the powder, in fact, makes it an
alternative to the more costly virgin carbide. Lorman testified that customers regarded
Metallurgical’s zinc reclaimed powder as a better product than that reclaimed by the coldstream
process used by others. This evidence clearly indicates that the modifications that led to the
commercial operation of the zinc recovery furnace provided a clear advantage over the
competition.Another requisite is the cost of developing the secret device or process. In Huffines’
companion case, K&G Oil, Tool & Service Co. v. G&G Fishing Tool Service, 158 Tex. 594, 314
S.W.2d 782, 790, 117 U.S.P.Q. (BNA) 471 (Tex. 1958), the court recognized the cost involved in
developing the device in question; “the record shows . . . that much work and ingenuity have
been applied to the development of a practical and successful device.” See also Zoecon
Industries, 713 F.2d at 1179 (“even if the names and addresses were readily ascertainable
through trade journals as the defendants allege, the other information could be compiled only at
considerable expense”). No question exists that Metallurgical expended much time, effort, and
money to make the necessary changes. It clearly has met the burden of demonstrating the effort
involved in making a complex manufacturing process work.That the cost of devising the secret
and the value the secret provides are criteria in the legal formulation of a trade secret shows the
equitable underpinnings of this area of the law. It seems only fair that one should be able to keep
and enjoy the fruits of his labor. If a businessman has worked hard, has used his imagination,
and has taken bold steps to gain an advantage over his competitors, he should be able to profit
from his efforts. Because a commercial advantage can vanish once the competition learns of it,
the law should protect the businessman’s efforts to keep his achievements secret. As is
discussed below, this is an area of law in which simple fairness still plays a large role.We do not
say, however, that all these factors need exist in every case. Because each case must turn on its
own facts, no standard formula for weighing the factors can be devised. Secrecy is always
required, of course, but beyond that there are no universal requirements. In a future case, for
example, should the defendant’s breach of confidence be particularly egregious, the injured
party might still seek redress in court despite the possibility that the subject matter was
discovered at little or no cost or that the object of secrecy is not of great value to him. The
definition of “trade secret” will therefore be determined by weighing all equitable considerations.
It is easy to recognize the possibility of a trade secret here, however, because Metallurgical
presented evidence of all three factors discussed above. . . .Chapter II: Trade Secret LawChapter
II: Trade Secret LawA. Introduction1. Historical Background2. Theoretical
Justifications for Trade Secretsi. Property Rightsii. Tort Lawiii. A Third Way?3.



Overview of Modern Trade Secret ProtectionB. Subject Matter1. Defining Trade
SecretsMetallurgical Industries Inc. v. Fourtek, Inc., United States Court of Appeals for the Fifth
Circuit, 790 F.2d 1195 (5th Cir. 1986)2. Reasonable Efforts to Maintain SecrecyRockwell
Graphic Systems, Inc. v. DEV Industries, Inc., United States Court of Appeals for the Seventh
Circuit, 925 F.2d 174 (7th Cir. 1991)3. Disclosure of Trade Secretsi. Voluntary
Disclosure by the Trade Secret Ownerii. Distributing a Product that Embodies the Trade
Secret to the Publiciii. Public Disclosure by a Third Partyiv. Inadvertent Disclosurev.
Government DisclosureC. Misappropriation of Trade Secrets1. Improper
MeansE. I. du Pont deNemours & Co. v. Christopher, United States Court of Appeals for the Fifth
Circuit, 431 F.2d 1012 (5th Cir. 1970)2. Confidential RelationshipSmith v. Dravo Corp.,
United States Court of Appeals for the Seventh Circuit, 203 F.2d 369 (7th Cir. 1953)D.
Defenses1. Independent Discovery and Reverse EngineeringKadant, Inc. v. Seeley
Machine, Inc., United States District Court for the Northern District of New York, 244 F. Supp. 2d
19 (N.D.N.Y. 2003)2. Public Policy LimitationE. Agreements to Keep SecretsWarner-
Lambert Pharmaceutical Co. v. John J. Reynolds, Inc., United States District Court for the
Southern District of New York, 178 F. Supp. 655 (S.D.N.Y. 1959)F. The Special Case of
Departing Employees1. Employee Trade Secretsi. The Common Law Obligation to
Assign Inventionsii. Contracts That Restrict the Use of Trade Secretsiii. Trailer
Clauses2. Noncompetition AgreementsEdwards v. Arthur Andersen LLP, Supreme Court
of California, 81 Cal. Rptr. 3d 282 (Cal. 2008)3. The “Inevitable Disclosure” of Trade
SecretsPepsiCo, Inc. v. Redmond, United States Court of Appeals for the Seventh Circuit, 54
F.3d 1262 (7th Cir. 1995)4. Nonsolicitation AgreementsG. RemediesWinston
Research Corp. v. 3M Corp., United States Court of Appeals for the Ninth Circuit, 350 F.2d 134
(9th Cir. 1965)1. Criminal Trade Secret Statutes2. Federal Criminal Liability for Trade
Secret MisappropriationH. Federal PreemptionKewanee Oil Co. v. Bicron Corp., Supreme
Court of the United States, 416 U.S. 470 (1974)A. Introduction1. Historical
BackgroundThe idea that information should be protected against “theft” (which may include the
physical taking of tangible goods containing information or simply the copying or memorization
of data) is a venerable one in the law. One scholar traces the earliest legal protection against
“misappropriation of trade secrets” to the Roman empire. See A. Arthur Schiller, Trade Secrets
and the Roman Law: The Actio Servi Corrupti, 30 Colum. L. Rev. 837 (1930).[3] The Roman
courts created a cause of action called “actio servi corrupti” — literally, an action for corrupting
a slave. According to Schiller, the actio servi corrupti was used to protect slave owners from third
parties who would “corrupt” slaves (by bribery or intimidation) into disclosing their owners’
confidential business information. The law made such third parties liable to the slave owner for
twice the damages he suffered as a result of the disclosure.While scholarship has cast some
doubt on the enforcement of trade secret protection in the Roman empire, see Alan Watson,
Trade Secrets and Roman Law: The Myth Exploded, 11 Tul. Eur. & Civ. L.F. 19 (1996), the
concept that so-called business or “trade secrets” were entitled to legal protection spread rapidly



throughout the world. As early as the Renaissance, most European nation-states had laws that
protected businesses (notably, the guild cartels) from those who used their secret processes
and ideas without permission. During the Industrial Revolution, courts and legislatures translated
these early laws into statutes that protected “industrial secrets.” Many of these statutes are still in
force today, albeit in modified form.The modern trade secret regime traces most clearly and
directly to the Industrial Revolution. In preindustrial economies, craftsmen passed along their
knowledge of the trade to their apprentice with the understanding that the know-how would be
kept secret during the apprenticeship period. See Catherine L. Fisk, Working Knowledge: Trade
Secrets, Restrictive Covenants in Employment, and the Rise of Corporate Intellectual Property,
1800–1920, 52 Hastings L.J. 441, 450-51 (2001). After this training, the apprentice was free to
practice the trade. These protections were reinforced by custom, trade guilds, and close-knit
communities. See Carlo M. Cipolla, Before the Industrial Revolution: European Economy and
Society 1000-1700 (2d ed. 1980).This informal system, governed principally through social
norms and restrictions on apprentice mobility through mandatory periods of service, eroded as
industrialization shifted production to factories and labor mobility increased. Factories operated
on a far larger scale than traditional craft enterprises and without the social and guild constraints
on the dissemination of proprietary techniques and know-how. While patents afforded protection
for larger, discrete advances, smaller-bore, incremental know-how was more vulnerable to
misappropriation in the impersonal, specialized factory setting. By the early nineteenth century,
factory owners in England pressed for a broader form of protection for workplace trade secrets.
The know-how behind industrial processes gradually gained recognition and enforcement by
common law courts. See Newbery v. James, 35 Eng. Rep. 1011, 1011-12 (Ch.) (1817); Fisk,
supra, at 450-88. The practice spread to the United States by the mid-nineteenth century and
developed rapidly. See Vickery v. Welch, 36 Mass. (19 Pick.) 523, 525–27 (1837).Trade secret
protection could encompass information that was not generally known to the public so long as
the employer undertook reasonable precautions to preserve secrecy. This latter requirement
brought non-disclosure agreements (“NDAs”) into common practice. Failure to guard against
disclosure of trade secrets by employees and contractors would jeopardize trade secret
protection.The emerging law of trade secrets was thus collected in the Restatement of Torts,
published in 1939. The Restatement protected as a trade secret any information “used in one’s
business” that gives its owner “an opportunity to obtain an advantage over competitors who do
not know or use it,” so long as the information was in fact a secret. When the Restatement
(Second) of Torts was published in 1979, the authors omitted sections 757 and 758 on the
grounds that the law of trade secrets had developed into an independent body of law that no
longer relied on general principles of tort law. Nonetheless, the original Restatement has
remained influential because so many judicial decisions have relied on it, and statutes and other
key sources have integrated its tenets.By the mid-twentieth century, “the body of state and
federal law that ha[d] traditionally coped with [industrial espionage] languish[ed] in a deepening
maze of conflict and confusion.” See Note, Theft of Trade Secrets: The Need for a Statutory



Solution, 120 U. Pa. L. Rev. 378 (1971). Recognizing this doctrinal muddle and the growing
economic importance of trade secret protection, the American Bar Association established a
special committee to investigate the drafting of a uniform trade secret act to harmonize
protection among the states in 1968. Over the course of the next decade, that committee drafted
and refined the Uniform State Trade Secrets Act (UTSA), which the National Commission on
Uniform State Laws promulgated in 1979. The UTSA has since been adopted by 47 states and
the District of Columbia. In the 1990s, the American Law Institute integrated trade secret law into
the Restatement (Third) Of Unfair Competition. In 2016, Congress enacted the Defend Trade
Secrets Act, which brought uniformity of federal law without significantly changing the rules that
have developed in state law. Before turning to these modern sources of trade secret protection, it
will useful to examine the principles undergirding trade secret protection.2. Theoretical
Justifications for Trade SecretsTrade secret law has long been justified on one of two competing
grounds. Some treat trade secrets as a form of property, while others view it as a law grounded
in unfair competition.i. Property RightsSome jurists have conceptualized “intellectual
property” as a species of the broader concept of “property.” In addressing whether government
disclosure of proprietary information constituted a taking under the Fifth Amendment to the U.S.
Constitution, the Supreme Court held that trade secrets constituted a form of property.
Ruckelshaus v. Monsanto Co., 467 U.S. 986, 1001-04 (1984). In finding that trade secrets were
“property,” the court reasoned in part that “[t]rade secrets have many of the characteristics of
more tangible forms of property. A trade secret is assignable. A trade secret can form the res of a
trust, and it passes to a trustee in bankruptcy.” Id. at 1002-04.Courts routinely characterized
trade secrets as “property”[4] and granted injunctive relief to prevent their disclosure. The nature
of the “property” interest was, however, limited by the relational character of trade secrets. See
Robert G. Bone, A New Look at Trade Secret Law: Doctrine in Search of Justification, 86 Cal. L.
Rev. 241, 251-60 (1998). As the court in Peabody v. Norfolk, 98 Mass. 452, 458 (1868), noted, if
a party “invents or discovers and keeps secret a process of manufacture, whether a proper
subject for a patent or not, he has not indeed an exclusive right to it as against the public, or
against those who in good faith acquire knowledge of it, but he has property in it which a court of
chancery will protect against one who, in violation of contract and breach of confidence,
undertakes to apply it to his own use, or to disclose it to third persons.” The court explained that
courts of equity would intervene to “prevent such a breach of trust, when the injury would be
irreparable and the remedy at law inadequate, is well established by authority.” Thus, injunctions
were available for breaches of trust “in the course of confidential employment.”Treatment of trade
secrets as property rights vested in the trade secret “owner” is consistent with a view of trade
secrets law as providing an additional incentive to innovate, beyond those provided in patent law.
The Supreme Court has offered some support for this incentive view:Certainly the patent policy
of encouraging invention is not disturbed by the existence of another form of incentive to
invention. In this respect the two systems are not and never would be in conflict. . . .Trade secret
law will encourage invention in areas where patent law does not reach, and will prompt the



independent innovator to proceed with the discovery and exploitation of his invention.
Competition is fostered and the public is not deprived of the use of valuable, if not quite
patentable, invention.Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470, 481-85 (1974).ii.
Tort LawAn alternate explanation for much of trade secrets law is what might be described as a
“duty-based” theory, or what Melvin Jager calls “the maintenance of commercial morality.” 1
Melvin Jager, Trade Secrets Law §1.03, at 1-4. As noted above, Justice Oliver Wendell Holmes
questioned the “property” view of trade secrets in E.I. du Pont & Co. v. Masland, 244 U.S. 100,
102 (1917), preferring to characterize these rights in relational terms. As Justice Holmes
explained,the word ‘property’ as applied to . . . trade secrets is an unanalyzed expression of
certain secondary consequences of the primary fact that the law makes some rudimentary
requirements of good faith. Whether the plaintiffs have any valuable secret or not, the defendant
knows the facts, whatever they are, through a special confidence that he accepted. The property
may be denied, but the confidence cannot be. Therefore, the starting point for the present matter
is not property or due process of law, but that the defendant stood in confidential relations with
the plaintiffs.E.I. duPont de Nemours Powder Co. v. Masland, 244 U.S. 100, 102 (1917).[5]
Closely related to Masland’s theory of “breach of confidence” is the contract basis for trade
secret law. While not always applicable, many trade secret cases arise out of a “duty” explicitly
stated in a contract, such as a technology license or an employment agreement. The tort-based
theory of breach of duty merges in those cases with a standard common law action for breach of
contract. Cf. Robert G. Bone, A New Look at Trade Secret Law: Doctrine in Search of
Justification, 86 Cal. L. Rev. 241 (1998) (questioning any distinct theoretical justification for trade
secret law and arguing that contract and tort doctrines provide a proper foundation).Trade secret
law has long been grounded in what has been termed “commercial morality.” See Melvin F.
Jager, Trade Secrets Law §1:3 (2013) (“[t]he Anglo-American common law . . . began to develop
protection for business secrets to enhance commercial morality and good-faith dealings in
business”); Bone, 86 Cal. L. Rev. at 244 (“Trade secret law is grounded in “relationally specific
duties,” such as “disloyal employees who use or disclose their employers’ secrets in violation of
a duty of confidence stemming from the employer-employee relationship”).The Eastman case
illustrates the principle in action. See Eastman Co. v. Reichenbach, 20 N.Y.S. 110, 110, 116 (N.Y.
Sup. Ct. 1892), aff’d sub nom. Eastman Kodak Co. v. Reighenbach, 29 N.Y.S. 1143 (N.Y. Gen.
Term 1894). In the late nineteenth century, Eastman (Kodak), a pioneering developer of
photographic technology, brought suit against former high-level employees who departed to
start a competing business using secret information that they helped develop at Eastman. They
had executed assignment agreements covering all inventions, discoveries, and improvements in
photography that they might make, discover, or invent while at Eastman and agreed to maintain
company secrets in strict confidence and not to disclose or make improper use of them. The
court enjoined defendants’ competing venture on the ground that[t]his is not legitimate
competition, which it is always the policy of the law to foster and encourage, but it is contra
bonos mores [against good morals], and constitutes a breach of trust which a court of law, and



much less a court of equity, should not tolerate.20 N.Y.S. at 116.This theme pervades trade
secret law. As the Supreme Court recognized in Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470
(1974), its landmark decision holding that federal patent law does not preempt state trade secret
protection, “[t]he maintenance of standards of commercial ethics and the encouragement of
invention are the broadly stated policies behind trade secret law. ‘The necessity of good faith
and honest faith dealing is the very life and spirit of the commercial world.’” Id. at 481–82 (1974)
(quoting National Tube Co. v. Eastern Tube Co., 3 Ohio Cir.Ct.R., N.S., 459, 462 (1902), aff’d, 69
Ohio St. 560, 70 N.E. 1127 (1903)).iii. A Third Way?Professor Mark Lemley argues that
trade secrets make sense not so much as real property, but as intellectual property—that is, as
government policy designed to promote innovation and, ironically, to encourage efficient
disclosure of secrets. Mark A. Lemley, The Surprising Virtues of Treating Trade Secrets as IP
Rights, 61 Stan. L. Rev. 311 (2008).The promotion of innovation principle resonates with a
property view of trade secrets. Protecting against the theft of proprietary information encourages
investment in such information. By contrast, the commercial morality concern aims to deter
wrongful acts and is therefore sometimes described as a tort theory. Here the aim of trade secret
law is to punish and prevent illicit behavior and even to uphold reasonable standards of
commercial behavior. Under the tort theory trade secret protection is not explicitly about
encouraging investments. It is plain, however, that one consequence of deterring wrongful
behavior would be to encourage investment in trade secrets. Hence, despite their conceptual
differences, the tort and property/incentive approaches to trade secrets may well push in the
same direction.The Kewanee Oil opinion similarly recognized an IP-related goal of trade secret
protection: encouragement of research and development. The Court recognized thateven
though a discovery may not be patentable, that does not destroy the value of the discovery to
one who makes it, or advantage the competitor who by unfair means, or as the beneficiary of a
broken faith, obtains the desired knowledge without himself paying the price in labor, money, or
machines expended by the discoverer.Id. at 482 (quoting A. O. Smith Corp. v. Petroleum Iron
Works Co., 73 F.2d 531, 539 (6th Cir. 1934). The Court emphasized “the importance of trade
secret protection to the subsidization of research and development and to increased economic
efficiency within large companies through the dispersion of responsibilities for creative
developments.” See id. (citing Wexler v. Greenberg, 399 Pa. 569, 578-79, 160 A.2d 430, 434-435
(Penn. S.Ct. 1960)). This aligns with Justice Gray’s declaration, in an early seminal case, that “it
is the policy of the law, for the advantage of the public, to encourage and protect invention and
commercial enterprise.” Peabody v. Norfolk, 98 Mass. at 458.3. Overview of Modern Trade
Secret ProtectionToday, every one of the United States protects trade secrets in some form or
another. Improper use or disclosure of a trade secret was traditionally a common law tort. As
noted earlier, the Uniform Trade Secrets Act has come to unify trade secret protection
notwithstanding its predominately state law foundation. The Restatement of Torts, §§757, 758 as
well as the Restatement (Third) of Unfair Competition also serve as valuable sources for
navigating trade secret protection.Only New York, North Carolina, and Massachusetts have not



adopted the UTSA, although North Carolina’s trade secret statute borrows heavily from the
UTSA. New York and Massachusetts protect trade secrets under common law, applying the
Restatement of Torts framework. Because of the Uniform Act’s importance, we reproduce its
primary provisions here.Uniform Trade Secrets Act, with 1985 Amendments§1. DefinitionsAs
used in this [Act], unless the context requires otherwise:(1) “Improper means” includes theft,
bribery, misrepresentation, breach or inducement of a breach of a duty to maintain secrecy, or
espionage through electronic or other means;(2) “Misappropriation” means:(i) acquisition of a
trade secret of another by a person who knows or has reason to know that the trade secret was
acquired by improper means; or(ii) disclosure or use of a trade secret of another without express
or implied consent by a person who(A) used improper means to acquire knowledge of the trade
secret; or(B) at the time of disclosure or use, knew or had reason to know that his knowledge of
the trade secret was(I) derived from or through a person who had utilized improper means to
acquire it;(II) acquired under circumstances giving rise to a duty to maintain its secrecy or limit
its use; or(III) derived from or through a person who owed a duty to the person seeking relief to
maintain its secrecy or limit its use; or(C) before a material change of his [or her] position, knew
or had reason to know that it was a trade secret and that knowledge of it had been acquired by
accident or mistake. . . .(4) “Trade secret” means information, including a formula, pattern,
compilation, program, device, method, technique, or process, that:(i) derives independent
economic value, actual or potential, from not being generally known to, and not being readily
ascertainable by proper means by, other persons who can obtain economic value from its
disclosure or use, and(ii) is the subject of efforts that are reasonable under the circumstances to
maintain its secrecy.The federal Defend Trade Secrets Act, enacted in 2016, was “modeled on
the Uniform Trade Secrets Act,” H. Rep. No. 114-529, 114th Cong., 2d Sess., Defend Trade
Secrets Act of 2016, (2016). It defines both trade secret and misappropriation using the
language of the UTSA. The DTSA augments the UTSA by defining “improper means”:(A)
includes theft, bribery, misrepresentation, breach or inducement of a breach of a duty to
maintain secrecy, or espionage through electronic or other means; and(B) does not include
reverse engineering, independent derivation, or any other lawful means of acquisition.A trade
secret claim can be broken down into three essential elements. First, the subject matter involved
must qualify for trade secret protection: it must be the type of knowledge or information that
trade secret law was meant to protect, and it must not be generally known to all. On eligible
subject matter, the current trend, exemplified once again by the UTSA, is to protect as a trade
secret any valuable information so long as the information is capable of adding economic value
to the plaintiff. The requirement that the information not be generally known follows from the
label trade secret. The requirement is meant to ensure that no one claims intellectual property
protection for information commonly known in a trade or industry.The second element to be
established by the plaintiff in a trade secret case is that the plaintiff, holder of the trade secret,
took reasonable precautions under the circumstances to prevent its disclosure. Courts have
shown some confusion over the rationale for this requirement. Some see in it evidence that the



trade secret is valuable enough to bother litigating; others argue that where the plaintiff has
taken reasonable precautions, chances are that a defendant acquired the trade secret
wrongfully. Whatever the justification, it is clear that no one may let information about products
and operations flow freely to competitors at one time and then later claim that competitors have
wrongfully acquired valuable trade secrets. To establish the right to sue later, one must be
consistently diligent in protecting information. As always, however, the presence of the term
“reasonable” ensures close cases and difficult line-drawing for courts, a theme reflected in
several of the cases that follow.Finally, a trade secret plaintiff also must prove that the defendant
acquired the information wrongfully—in a word, that the defendant misappropriated the trade
secret. Just because a person’s information is valuable does not make it wrong for another to
use it or disclose it. But use or disclosure is wrong, in the eyes of trade secret law, when the
information is acquired through deception, skullduggery, or outright theft. As we will see in the
cases that follow, close cases abound in this area because of the creativity of competitors in
rooting out information about their rivals’ businesses and products.In many cases, a defendant’s
use or disclosure is wrongful because of a preexisting obligation to the plaintiff not to disclose or
appropriate the trade secret. Such an obligation can arise in either of two ways: explicitly, by
contract; and implicitly, because of an implied duty. A classic example of an implied duty is the
case of an employee. Even in the absence of an explicit contract, most employees are held to
have a duty to protect their employers’ interests in their secret practices and information. Even
where the duty arises by explicit contract, however, public policy limitations on the scope and
duration of the agreement will often come into play, in some cases resulting in substantial
judicial modification of the explicit obligations laid out in the contract.B. Subject Matter1.
Defining Trade SecretsMetallurgical Industries Inc. v. Fourtek, Inc., United States Court of
Appeals for the Fifth Circuit, 790 F.2d 1195 (5th Cir. 1986)Gee, Circuit Judge:Today’s case
requires us to review Texas law on the misappropriation of trade secrets. Having done so, we
conclude that the district court misconceived the nature and elements of this cause of action, a
misconception that led it to direct a verdict erroneously in favor of appellee Bielefeldt. We also
conclude that the court abused its discretion in excluding certain evidence. Accordingly, we
affirm in part, reverse in part, and remand the case for a new trial.I. Facts of the CaseWe
commence with a brief description of the scientific process concerned. Tungsten carbide is a
metallic compound of great value in certain industrial processes. Combined with the metal
cobalt, it forms an extremely hard alloy known as “cemented tungsten carbide” used in oil drills,
tools for manufacturing metals, and wear-resistant coatings. Because of its great value,
reclamation of carbide from scrap metals is feasible. For a long time, however, the alloy’s
extreme resistance to machining made reclamation difficult. In the late 1960’s and early 1970’s,
a new solution — known as the zinc recovery process — was devised, a solution based on
carbide’s reaction with zinc at high temperatures. In the crucibles of a furnace, molten zinc will
react with the cobalt in the carbide to cause swelling and cracking of the scrap metal. After this
has occurred, the zinc is distilled from the crucible, leaving the scrap in a more brittle state. The



carbide is then ground into a powder, usable in new products as an alternative to virgin carbide.
This process is the generally recognized modern method of carbide reclamation.Metallurgical
Industries has been in the business of reclaiming carbide since 1976, using the more primitive
“cold-stream process.” In the mid-1970’s, Metallurgical began to consider using the zinc
recovery process. In that connection, it came to know appellee Irvin Bielefeldt, a representative
of Therm-O-Vac Engineering & Manufacturing Company (Therm-O-Vac). Negotiations led to a
contract authorizing Therm-O-Vac to design and construct two zinc recovery furnaces, the
purchase order for the first being executed in July 1976.The furnace arrived in April 1977.
Dissatisfied with its performance, Metallurgical modified it extensively. First, it inserted chill
plates in one part of the furnace to create a better temperature differential for distilling the zinc.
Second, Metallurgical replaced the one large crucible then in place with several smaller
crucibles to prevent the zinc from dispersing in the furnace. Third, it replaced segmented heating
elements which had caused electric arcing with unitary graphite heating elements. Last, it
installed a filter in the furnace’s vacuum-pumps, which zinc particles had continually clogged.
These efforts proved successful and the modified furnace soon began commercial operation.. . .
[M]etallurgical returned to Therm-O-Vac for its second furnace. A purchase order was signed in
January 1979, and the furnace arrived that July. Further modifications again had to be made, but
commercial production was allegedly achieved in January 1980.In 1980, after Therm-O-Vac
went bankrupt, Bielefeldt and three other former Therm-O-Vac employees — Norman
Montesino, Gary Boehm, and Michael Sarvadi — formed Fourtek, Incorporated. Soon
thereafter, Fourtek agreed to build a zinc recovery furnace for appellee Smith International,
Incorporated (Smith). . . .Metallurgical . . . brought a diversity action against Smith, Bielefeldt,
Montesino, Boehm, and Sarvadi in November 1981. In its complaint, Metallurgical charged the
defendants with misappropriating its trade secrets. . . . [Trial] testimony indicated Metallurgical’s
frequent notices to Bielefeldt that the process was a secret and that the disclosures to him were
made in confidence. Another witness recounted meetings in which the modifications were
agreed to. Bielefeldt was allegedly unconvinced about the efficacy of these changes and
contributed little to the discussion. Metallurgical also presented evidence that it had expended
considerable time, effort, and money to modify the furnaces.[The district court nonetheless
granted defendants’ motions for directed verdicts.] The principal reason advanced was the
court’s conclusion that no trade secret is involved. At trial, Metallurgical acknowledged that the
individual changes, by themselves, are not secrets; chill plates and pump filters, for example, are
well-known. Metallurgical’s position instead was that the process, taken as a whole, is a trade
secret in the carbide business. The court, however, refused to recognize any protection Texas
law provides to a modification process. It also concluded that the information Bielefeldt obtained
from working with Metallurgical is too general to be legally protected. Finally, it ruled that
“negative know-how”—the knowledge of what not to do — is unprotected. . . .III. Defining a
“Trade Secret”We begin by reviewing the legal definition of a trade secret. Of course, to qualify
as one, the subject matter involved must, in fact, be a secret; “matters of general knowledge in



an industry cannot be appropriated by one as his secret.” Wissman v. Boucher, 150 Tex. 326,
240 S.W.2d 278, 280 (Tex. 1951); see also Zoecon Industries v. American Stockman Tag Co.,
713 F.2d 1174, 1179 (5th Cir. 1983) (“a customer list of readily ascertainable names and
addresses will not be protected as a trade secret”). Smith emphasizes the absence of any secret
because the basic zinc recovery process has been publicized in the trade. Acknowledging the
publicity of the zinc recovery process, however, we nevertheless conclude that Metallurgical’s
particular modification efforts can be as yet unknown to the industry. A general description of the
zinc recovery process reveals nothing about the benefits unitary heating elements and vacuum
pump filters can provide to that procedure. That the scientific principles involved are generally
known does not necessarily refute Metallurgical’s claim of trade secrets.Metallurgical,
furthermore, presented evidence to back up its claim. One of its main witnesses was Arnold
Blum, a consultant very influential in the decisions to modify the furnaces. Blum testified as to his
belief that Metallurgical’s changes were unknown in the carbide reclamation industry. The
evidence also shows Metallurgical’s efforts to keep secret its modifications. Blum testified that
he noted security measures taken to conceal the furnaces from all but authorized personnel.
The furnaces were in areas hidden from public view, while signs warned all about restricted
access. Company policy, moreover, required everyone authorized to see the furnace to sign a
non-disclosure agreement. These measures constitute evidence probative of the existence of
secrets. One’s subjective belief of a secret’s existence suggests that the secret exists. Security
measures, after all, cost money; a manufacturer therefore presumably would not incur these
costs if it believed its competitors already knew about the information involved. In University
Computing Co. v. Lykes-Youngstown Corp., 504 F.2d 518, 535 (5th Cir. 1974), we regarded
subjective belief as a factor to consider in determining whether secrecy exists. Because
evidence of security measures is relevant, that shown here helps us conclude that a reasonable
jury could have found the existence of the requisite secrecy.Smith argues, however, that
Metallurgical’s disclosure to other parties vitiated the secrecy required to obtain legal protection.
Metallurgical revealed its information to Consarc Corporation in 1978; it also disclosed
information in 1980 to La Floridienne, its European licensee of carbide reclamation technology.
Because both these disclosures occurred before Bielefeldt allegedly misappropriated the
knowledge of modifications, others knew of the information when the Smith furnace was built.
This being so, Smith argues, no trade secret in fact existed.Although the law requires secrecy, it
need not be absolute. Public revelation would, of course, dispel all secrecy, but the holder of a
secret need not remain totally silent:He may, without losing his protection, communicate to
employees involved in its use. He may likewise communicate it to others pledged to secrecy. . . .
Nevertheless, a substantial element of secrecy must exist, so that except by the use of improper
means, there would be difficulty in acquiring the information.Restatement of Torts, §757
Comment b (1939). We conclude that a holder may divulge his information to a limited extent
without destroying its status as a trade secret. To hold otherwise would greatly limit the holder’s
ability to profit from his secret. If disclosure to others is made to further the holder’s economic



interests, it should, in appropriate circumstances, be considered a limited disclosure that does
not destroy the requisite secrecy. The only question is whether we are dealing with a limited
disclosure here. . . .Looking. . . to the policy considerations involved, we glean two reasons why
Metallurgical’s disclosures to others are limited and therefore insufficient to extinguish the
secrecy Metallurgical’s other evidence has suggested. First, the disclosures were not public
announcements; rather, Metallurgical divulged its information to only two businesses with whom
it was dealing. This case thus differs from Luccous v. J. C. Kinley Co., 376 S.W.2d 336 (Tex.
1964), in which the court concluded that the design of a device could not be a trade secret
because it had been patented — and thus revealed to all the world — before any dealing
between the parties. Second, the disclosures were made to further Metallurgical’s economic
interests. Disclosure to Consarc was made with the hope that Consarc could build the second
furnace. A long-standing agreement gave La Floridienne the right, as a licensee, to the
information in exchange for royalty payments. Metallurgical therefore revealed its discoveries as
part of business transactions by which it expected to profit.Metallurgical’s case would have been
stronger had it also presented evidence of confidential relationships with these two companies,
but we are unwilling to regard this failure as conclusively disproving the limited nature of the
disclosures. Smith correctly points out that Metallurgical bears the burden of showing the
existence of confidential relationships. Contrary to Smith’s assertion, however, confidentiality is
not a requisite; it is only a factor to consider. Whether a disclosure is limited is an issue the
resolution of which depends on weighing many facts. The inference from those facts, construed
favorably to Metallurgical, is that it wished only to profit from its secrets in its business dealings,
not to reveal its secrets to the public. We therefore are unpersuaded by Smith’s
argument.Existing law, however, emphasizes other requisites for legal recognition of a trade
secret. In Huffines, 314 S.W.2d 763, a seminal case of trade secret law, Texas adopted the
widely-recognized pronouncements of the American Law Institute’s Restatement of the Law. The
Texas Supreme Court quoted the Restatement’s definition of a trade secret:A trade secret may
consist of any formula, pattern, device, or compilation of information which is used in one’s
business, and which gives him an opportunity to obtain an advantage over competitors who do
not know or use it. It may be a chemical compound, a process of manufacturing, treating or
preserving materials, a pattern for a machine or other device or a list of customers.Id. at 776,
quoting Restatement of Torts, §757 Comment b (1939). From this the criterion of value to the
holder of the alleged secret arises. . . .Metallurgical met the burden of showing the value of its
modifications. Lawrence Lorman, the company’s vice president, testified that the zinc recovery
process gave Metallurgical an advantage over its two competitors by aiding in the production of
the highest quality reclaimed carbide powder. The quality of the powder, in fact, makes it an
alternative to the more costly virgin carbide. Lorman testified that customers regarded
Metallurgical’s zinc reclaimed powder as a better product than that reclaimed by the coldstream
process used by others. This evidence clearly indicates that the modifications that led to the
commercial operation of the zinc recovery furnace provided a clear advantage over the



competition.Another requisite is the cost of developing the secret device or process. In Huffines’
companion case, K&G Oil, Tool & Service Co. v. G&G Fishing Tool Service, 158 Tex. 594, 314
S.W.2d 782, 790, 117 U.S.P.Q. (BNA) 471 (Tex. 1958), the court recognized the cost involved in
developing the device in question; “the record shows . . . that much work and ingenuity have
been applied to the development of a practical and successful device.” See also Zoecon
Industries, 713 F.2d at 1179 (“even if the names and addresses were readily ascertainable
through trade journals as the defendants allege, the other information could be compiled only at
considerable expense”). No question exists that Metallurgical expended much time, effort, and
money to make the necessary changes. It clearly has met the burden of demonstrating the effort
involved in making a complex manufacturing process work.That the cost of devising the secret
and the value the secret provides are criteria in the legal formulation of a trade secret shows the
equitable underpinnings of this area of the law. It seems only fair that one should be able to keep
and enjoy the fruits of his labor. If a businessman has worked hard, has used his imagination,
and has taken bold steps to gain an advantage over his competitors, he should be able to profit
from his efforts. Because a commercial advantage can vanish once the competition learns of it,
the law should protect the businessman’s efforts to keep his achievements secret. As is
discussed below, this is an area of law in which simple fairness still plays a large role.We do not
say, however, that all these factors need exist in every case. Because each case must turn on its
own facts, no standard formula for weighing the factors can be devised. Secrecy is always
required, of course, but beyond that there are no universal requirements. In a future case, for
example, should the defendant’s breach of confidence be particularly egregious, the injured
party might still seek redress in court despite the possibility that the subject matter was
discovered at little or no cost or that the object of secrecy is not of great value to him. The
definition of “trade secret” will therefore be determined by weighing all equitable considerations.
It is easy to recognize the possibility of a trade secret here, however, because Metallurgical
presented evidence of all three factors discussed above. . . .
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