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. Introduction

1. In acommunication dated 25 September 1981 (L/5195) the delegation of Canada informed the
contracting parties that on 10 August 1981 the United States International Trade Commission (ITC),
because of a finding of patent infringement, had issued an order directing that imports of certain
automotive spring assemblies from all foreign sources be excluded from entry and sde in the
United States sixty days thereafter, unless the ITC order was disapproved by the President, and be
subject in the interim to a bonding requirement of 72 per cent of c.i.f. value. The exclusion order
followed a determination by the ITC that imports from and sales by a Canadian firm constituted a
violation of Section 337 of the United States Tariff Act of 1930. In the same communication the
contracting parties were aso informed that the Government of Canada, in accordance with
Article XXII1:1 of theGATT, had made written representations to the Government of the United States
and that consultations had been held with a view to resolving the matter.

2. The Canadian representative raised the matter at the meeting of the Council on 6 October 1981
(C/IM/151). Heexplained that threeformal written representations had been made to the United States
authorities and that bilateral consultations under Article XXI11:1 had been held. While agreeing to
further consultations with the United States, the representative of Canada stated that his authorities
would request the establishment of apanel by the Council should the exclusion order not bedisapproved
by the President of the United States. In a communication dated 23 October 1981 (L/5195/Add.1)
Canadainformed the contracting partiesthat the President had decided not to disapprove the exclusion
order.

3. At the meeting of the Council on 3 November 1981 (C/M/152), the Canadian representative
requested the establishment of a Panel pursuant to Article XXI11:2 of the GATT. The Council agreed
that, if further consultations between Canada and the United States did not quickly lead to a mutually
satisfactory solution, a panel would be established (C/M/152).

4.  As no such solution had been reached the Council, at its meeting on 8 December 1981, set up
a pandl with the following terms of reference (C/M/154):

"To examine, in the light of the relevant GATT provisions, the exclusion of imports of certain
automotive spring assemblies by the United States under Section 337 of the United States Tariff
Act of 1930 and including the issue of the use of Section 337 by the United States in cases of
aleged patent infringement, and to make such findings as will assst the CONTRACTING PARTIES
in making recommendations or rulings."

At its meeting on 22 February 1982 the Council was informed of the following composition of the
Panel (C/M/155):

Chairman: Mr. H. Reed (Retired Specia Assistant to the Director-Genera)

Members: Mr. H. Sirgj (Malaysia)
Mr. D. McPhail (United Kingdom, Hong Kong Affairs)



5.  ThePand meton5 February; on3-5, 11, 29, 30 March; on1, 19-22 April; on6, 7and 10 May;
and on 7-8 June 1982. In the course of its work the Panel held consultations with Canada and the
United States. Written submissions and relevant information provided by both parties, their replies
to the questions put by the Panel, as well asrelevant GATT documentation served as a basis for the
examination of the matter.

I. Factual Aspects
The Panel based its deliberations on the following background:

(& Procedura background

6. On 10 August 1981 the ITC issued an order excluding from importation into the United States
automotive spring assemblies which had been found to infringe the claims of United States L etters
Patent No. 3,782.708 and which would infringe claims of United States L etters Patent No. 3,866.287
were the process used to produce them practised in the United States. The exclusion order was to
remain in force for the remaining terms of the patents, except where such importation was licensed
by the patent owner. The ITC aso ordered that the articles to be excluded from entry into the
United States should be entitled to entry under bond in the amount of 72 per cent of the c.i.f. value
of the imported articles until such time as the President of the United States notified the ITC that he
approved or disapproved this action, but, in any event, not later than 60 days after receipt. The order
becamefina on 10 October 1981, after being reviewed by the President and not disapproved for policy
reasons.

7. Theexclusionorder of thel TC was made under Section 337 of theUnited States Tariff Act of 1930
whichdeclaresunlawful "unfair methodsof competitionand unfair actsintheimportation of articles into
the United States, or in their sale by the owner, importer, consignee, or agent of either, the effect or
tendency of whichistodestroy or substantially injureanindustry, efficiently and economically operated,
in the United States, or to prevent the establishment of such an industry, or to restrain or monopolize
trade and commercein the United States’. Thelegislation aso requiresthe ITC to investigate alleged
violations and provides procedures for its application, including aprovision that the ITC should make
itsdetermination not later than oneyear, or in complicated cases 18 months, after the date of publication
of notice of such investigation. It also contains a provision that where the ITC determines that there
isaviolation, the determination shall have no effect if the President, for policy reasons, disapproves
such determination within the 60-day review period.

(b) Factua background

8. In 1971, General Motors Corporation (GM) had arranged with Quality Spring Products, aDivision
of Kuhlman Corporation (Kuhlman) to produce pre-assembled spring components for automatic
transmissions. Kuhlman applied for United States |etters patents which were issued in 1974 for the
product andin 1975for theprocess. From 1971to 1977 GM, which did not consider either the product
or process patents to be vaid, sourced these spring assemblies from Kuhlman and two other United States
suppliers - Associated Spring and Peterson Spring - as did the Ford Motor Company (Ford). In 1977
GM, in pursuance of its supplier diversification policy and its interest in encouraging competitive
Canadian parts suppliers under the terms of the Canada/United States Automotive Products Trade
Agreement, placed orders with P.J. Wallbank Manufacturing Co. Limited (Wallbank), a small
family-owned Canadian spring manufacturing company.

9. Wallbank was aware of Kuhlman's patent claims but did not consider them valid in light of the
advice of privatelegal counsel and the fact that Kuhlman had taken no legal action to enforce its patent
claims against Associated or Peterson. However, Kuhlman had informed GM and Ford that Kuhlman



did not object to purchases by those companies of up to one-third of their spring assembly requirements
from sources other than Kuhlman. Associated and Peterson were supplying athird of the requirements
of GM and Ford when Wallbank entered the market. Wallbank began supplying spring assemblies
to GM Canada and exporting to GM and Ford in the United States in 1977, with exports rising to
Can.$961,190 in 1980.

10. Walbank declined Kuhiman's offer of alicensing and market-sharing agreement, and in August 1979
Kuhlman brought an action in the United States District Court in Michigan and subsequently in the
Federal Court in Canada on grounds of alleged patent infringement. The action was brought in the
Canadian court after the refusal of Wallbank to permit inspection of its manufacturing facilities in
accordance with an order issued by the Federa Court in Michigan. After pursuing these actions for
several months, but before either action had reached the fina stage before the court, Kuhlman
in June 1980 filed a petition before the ITC under Section 337 of the United States Tariff Act of 1930
against Wallbank; GM and Ford were aso joined as respondents. The ITC voted in July 1980 to
institute an investigation. At an early stage of the proceedings Wallbank requested the ITC to suspend
the investigation in light of Kuhlman's action in the courts against Wallbank and the threatened patent
infringement litigation against Associated and Peterson. The ITC refused this request.

11. ThelTC found that both the product and process patents were valid and infringed, and that the
other requirementsof Section 337 weremet. It alsofound that the United Statesindustry wasefficiently
and economically operated and that the complai nant was not engaged in price-gouging. On14 July 1981
the ITC determined that there was a violation of Section 337 in the importation and sale of certain
spring assemblieson groundsthat they infringed aUnited States patent and werethe product of aprocess
which, if practised in the United States, would infringe a United States patent, the effect or tendency
of which was to substantially injure an industry, efficiently and economically operated in the
United States.

12. ThelTC aso found that the appropriate remedy in this case was agenera exclusion order, i.e. an
order excluding al infringing spring assemblies on the grounds that spring assemblies were relatively
simple items, the cost of producing them was low and new manufacturers could begin production of
infringing springassembliesvery quickly. ThelTC also stated that an exclusion order would beeffective
in preventing entry of infringing spring assemblies from whatever source into the United States and
was, therefore, the most effective remedy.

13. The court actions brought by Kuhlman in the United States and Canada have not been pursued
during thel TC investigation. The casewasformally suspendedinthe United Statesdistrict court when
GM filed an appeal in respect of the ITC decision in the United States Court of Customs and Patent
Appeds (CCPA) and will remain suspended as regards the issues of patent vaidity and infringement.
Should the CCPA hold the patents invadid, the United States district court would dismiss the infringement
suit as moot. If that were the case the exclusion order of the ITC would also have to be revoked.

I1l. Main arguments

(8 Generd:

Arguments provided by Canada:

14. The representative of Canada stated that in the view of his authorities Section 337 of the
United States Tariff Act of 1930 was a highly protective instrument; its use in cases of patent
infringement and the restrictive orders applied to imports were inconsistent with the principles of the
General Agreement. The treatment given by United States law to imported products was clearly
less-favourablethan that accorded to products of national originin cases of aleged patent infringement.



Canada s objective was not just to seek redress in the particular case of automotive spring assemblies.
Rather, it was concerned with the general use of Section 337 in patent-based cases. Putting the focus
on a patent-related case was not to imply that Section 337 might not be incompatible with the GATT
rulesasoin other cases. Canada s complaint concerned mainly the differentia treatment for imported
as opposed to domestic products which resulted from the application of Section 337. Section 337 had
not been challenged before by Canada because there had been only afew cases where Canadian firms
had been affected. Additional cases of thiskind had, however, come up more recently and it appeared
that Section 337 had been used increasingly to remedy injury in patent-related cases. Complaints in
the GATT in connection with Section 337 had to his knowledge been made in the framework of the
non-tariff barriers exercise and considered in the context of the MTN; he understood that the matter
had been settled bilaterally and had not been further pursued.

15. In Canada s view there was no provision in the Generd Agreement authorizing differentia trestment
on the grounds of "unfair methods of competition and unfair acts' which were declared unlawful in
Section 337. The GATT did expressly allow such trestment in Articles VI and XX, but there was
no provision under which Section 337 could be justified. The term "unfair methods of competition
and unfair acts' was used in a rather general way and applied to al kinds of cases, including patent
law cases.

16. Section337wasa"wholesystemof law" for the protection of United Statesindustry frominjurious
import competition. It applied only to foreign products or persons engaged in the import trade; in
respect of patent law cases there was no equivaent for domestic products. As regards patent infringement
by domestic producers, theremedy open to apatent holder wasto sueintheUnited Statesfederal courts.
This recourse was aso available in respect of foreign producers, in addition to bringing a complaint
under Section 337, and could be pursued before, during or after a Section 337 investigation. Foreign
producers and others engaged in the import trade were thus not only subject to an inherently
discriminatory process under Section 337 but were exposed to double jeopardy. The scope in these
circumstances for harassment of those engaged in the import trade was obvious. Such duplication of
procedure had existed in the United States aso in the area of antidumping and countervailing but had
been changed in 1978 in accordancewiththerelevant MTN codes. Asaconsequencethe I TC nolonger
had parallel jurisdiction under Section 337 in countervailing and antidumping cases.

17. TheCanadian representative stated furthermorethat wherethealleged violation under Section 337
involved process (as distinct from product) patents, there was an additional element of discrimination
against foreign producers resulting from an ancillary provision referred to as Section 337a which provided
that "theimportation for use, saleor exchange of aproduct made, produced, processed, or mined under
or by means of a process covered by the claims of any unexpired valid United States letters patent,
shall have the same statusfor the purposes of Section 1337 of thistitle astheimportation of any product
or article covered by the claims of any unexpired valid United States letters patent.” This provision
went beyond United States patent law, under which it was clear that there could be no infringement
of a process patent in the sale of a product which was not itself patented. Section 337a granted to
holders of process patents a remedy in addition to that provided by the patent laws, but this remedy
was available only in the context of the import trade and only in the guise of a remedy for unfair
competition.

18. The Canadian representative also said that the requirement in Section 337 was that in addition
to the existence of an unfair act there must be a determination of substantial injury to a United States
industry which was efficiently and economically operated was not very meaningful in patent-based
investigations and certainly did not justify the denial of national treatment. In fact, the existence of
theserequirementsunderscored theinappropriatenessof using Section 337 in patent infringement cases,
given thedifficulty of reconciling them with the principle of patent law that the owner of avalid patent
(and/or any licensees) was entitled to 100 per cent of the market. Asregardsinjury, thelTC had been



applying a standard which was de minimis. As regards the other requirement, there appeared to be
no case where the ITC had found that a United States industry was not efficiently and economically
operated and certainly none where such a finding had been the basis for a negative determination.

19. On the other hand, in the Canadian view, there were clear disadvantages for a respondent in a
Section 337 investigation as compared to a court action, including:

procedure - the ITC had different rules of evidence and burdens of proof which usually worked
tothedetriment of the respondent; thisapplied in particular to theruleson hearsay evidencewhich
were applied less strictly in ITC proceedings than in court proceedings. Furthermore, the ITC
had amuch wider scopeto draw inferencein caseswhere sufficient evidence had not been provided
by the foreign defendant;

qualifications - ITC members were not judges nor required to be lawyers; ITC staff participated
in the proceedings as a party in its own right, thus interposing United States government
representation which was not the case in United States courts;

time-limits - ITC investigations must be completed in twelve months (18 months in complicated
cases) which might deprive a respondent from fully pursuing all the available defences, while
court proceedings could and normally did take severa years; the twelve month period was not
always sufficient and the ITC could continue the investigation and take adecision during that time
even if the legally available defences had not been exhausted;

counter-claims - a respondent in an ITC case could not make a counter-claim as he could in a
federa court, e.g. in respect of revocation of the patent or adeclaratory judgement that the patent
was invalid;

expense - the expense of an ITC action was high and had to be borne over a period of a year
whereas a federal court action and the attendant expense might be spread over severa years;
moreover, those engaged in the import trade might be faced with expenses for both ITC and court
actions; expenses were never reimbursed to aforeign defendant even if the ITC made a finding
in his favour.

20. Disadvantages for arespondent tended to be advantages for acomplainant, making it more likely
that a foreign rather than a domestic infringer would be singled out for patent infringement action.
A complainant would also find resort to Section 337 attractive inasmuch as a finding by the ITC of
patent invalidity would not result in a revocation of the patent. Generdly, the existence of a double
standard in United States law for those involved in the import trade was seriously prejudicial to their
interests and inhibited United States buyers from using foreign products.

21. The representative of Canada argued that one of the effects of the ITC order in the present case
wasthat duringitsvalidity 100 per cent of thedomestic United States market for the springsin question
had to be supplied by domestic producersall of whom, apart from Kuhlman, werein the same position
as Wallbank asregardsinfringement of the product if not the process patent. Thismeant that Wallbank
could adjust by setting up production in the United States, and sell there with impunity until and unless
aUnited States court found that these patents were valid and infringed. The protectionist purpose and
effect of Section 337 was thereby amply demonstrated. In that context the Canadian representative
informed the Panel that as a consequence of the ITC exclusion order Wallbank had recently set up
production facilities in the United States for these products and was now exporting to Canada as well
as serving the United States market from that plant. This development exacerbated the adverse effects
of the Section 337 action in terms of the increased production and employment gained by the
United States at the expense of Canada.



Arguments provided by the United States:

22. The representative of the United States stated that his authorities considered that the measures
challenged were fully consistent with obligations of the United States under the General Agreement.
So far no case relating to Section 337 had been brought to the GATT though the basic law had been
in existence prior to the GATT. The one case referred to by Canada had come up in connection with
the general NTB notification exercise in the MTN and had nothing to do with patent infringement.
The use of Section 337 in cases of aleged patent infringement and the exclusion order against certain
automobile spring assembliesfell within the exception from GATT obligationsin Article XX(d). The
procedures at issue were necessary to secure compliance with United States law for the protection of
patents and to enforce other unfair trade practice laws of genera applicability. The lega standards
for determining patent infringement were the same in the United States law, whether the aleged
infringement was caused by domestic or imported products. These measures neither discriminated
between countries where the same conditions prevailed nor did they constitute a disguised restriction
on international trade. Section 337 was not there to protect United States industry; its usein patent
infringement cases in fact only an enforcement mechanism to protect the rights of United States patent
holders.

23. Under Section 337 unfair methods of competition and unfair acts in the importation of articles,
or in the sale of imported articles, were unlawful if they had the effect or tendency to destroy or injure
substantially a domestic industry. The legidlative history of this section, the practice under the law,
aswell asjudicial decisions of the reviewing Court of Customs and Patent Appeals, made it clear that
infringement of a United States patent by an imported article was an unlawful act or method of
competition, and the same test applied to imported and domestic products. It was aso an unfair act
or method of competition for the purposes of Section 337 if a party manufactured a product using a
processthat wouldinfringeaUnited States processpatent if practised inthe United States and exported
the resulting product into the United States or sold it there.

24. Asfor product patents, the substantive law regarding infringement was the same for imported
and domestic goods. The basic substantive patent law was contained in Section 271 of Title 35 of
the United States Code (USC) which was applied under Section 1338 of Title 28 of the USC in
proceedings before the district courts and under Section 337 of the Tariff Act (i.e. Section 1337 of
Title 19 of the USC) beforethel TC. It wasimportant to note that the same legal and equitable defences
wereavailablein either proceeding. Theonly difference wasthat it was not necessary before the courts
to demonstrate injury to a United States industry in order to establish aviolation of the law which was
necessary beforethe ITC. In addition, decisions by the ITC were subject to review by the President
who had the authority, within 60 days, to disapprove (for policy reasons) an affirmative ITC
determination. Insuch acaseany remedy ordered by thel TC would becomenull and void. Thereview
by the President included a thorough consideration by the United States Trade Representative of all
relevant obligations of the United States under the GATT and any other treaties and arrangements.

25. ITC decisionscould aso beappea ed beforethe CCPA. Inthe present casethe defendant Wallbank
had not appealed against the ITC decision. GM had appealed against the ITC determination on the
basis of the validity of the patents. If that appea were successful, the exclusion order would no longer
apply. ThelTC would aso be bound by aprior federal court decision finding that a particular patent
was invalid or unenforceable and would not initiate an investigation in such acase. It would terminate
an action if such a decision was taken at the time an investigation had aready begun. Generaly the
ITC would suspend an investigation when the proceedings in a United States court had reached the
trial stage. In the Wallbank case the ITC had continued its investigation because the court procedures
had only reached a very preliminary stage. The ITC was also bound by decisions of the reviewing
CCPA and by the United States Supreme Court.



26. Investigations in patent-based cases before the ITC could only be initiated upon the filing of a
complete complaint aleging that an article that infringed aUnited States patent or that was the product
of a process that, if practised in the United States, would infringe a patent owned or assigned to the
complainant, was being imported or sold by the named respondents. Notice of initiation of an
investigation was published in the United States Federal Register and every effort was made to notify
specificaly thealleged infringer. Any subsequent actionsin the case were also published in the Federal
Register. Every effort was made to ensure that the respondent had a full opportunity to participate
in the proceedings which were conducted in accordance with the United States Administrative Procedures
Act. The respondent had the right to representation by legal counsel of his choice and could present
any lega or equitable defence that would be available to a defendant in a patent infringement case in
aUnited States court. The investigative proceedings were before an administrative law judge. The
ITC madeits determination on aremedy on therecord that there was an infringement of apatent within
themeaning of United States patent law. No remedy would be provided if the ITC found that its effect
would be against the public interest. The ITC staff did not represent any party in the dispute; their
task was mainly to advisethemembersof thel T C in respect of theinjury question and the publicinterest
factors.

27. There were two major problems under United States law and the United States legal system in
securing compliance with United States law for the protection of patents through court proceedings
against foreign parties. Thefirst problem concerned the service of process. Without adequate service
of process, a case could not proceed in court. Under United States law, a domestic or foreign party
located in the United States could be sued by the patent owner for patent infringement in any
United States district court where the party could be served validly with notice of the court process.
The rules concerning adequate service of process on foreign parties outside the United States were
more complex. A foreign corporation outside the United States could avoid service of process by mail
simply by refusing to accept delivery. Use of other legally acceptable means of service by the courts
was both expensive and time-consuming, making it particularly difficult for smaller corporations or
individual patent owners to enforce their rights against foreign infringers of those rights. Without
adequate service of process a case could not proceed in court. Under Section 337, on the other hand,
every effort was made to notify the alleged infringer of acase, but the Section 337 case could proceed
without the service of process requirement of the courts.

28. Thesecond major problem of enforcement against foreign defendants through a court proceeding
concerned the enforcement of judgements against foreign parties outside the United States. Basically
thereweretworemediesagainst patent infringement beforeUnited Statescourts, aninjunctionto prevent
further patent infringement or an award of damages or both. Injunctions were enforceable only where
the party concerned was within a court's jurisdiction. Damages could be enforced where the foreign
party had sufficient assets in the United States. If an injunction or a judgement awarding damages
had to be enforced through application for enforcement in the courts of the country where the foreign
party was located the cost involved might be prohibitive for the patent owner, or enforcement might
not be possible at all. All these difficulties could lead to a situation that foreign parties would be
effectively immune from suits based upon patent infringement brought in United States courts. Insuch
cases Section 337 provided aremedy for a patent owner if the additional elements required for the
finding of aviolation (i.e. unfair act, injury) could be shown. While a patent holder could not obtain
money damages for his injury under Section 337, an exclusion order by the ITC could be enforced
by the United States Customs Service or by an order directed to an importer to cease and desist by
the ITC.

29. Inthe present case Kuhlman, the patent owner, had available two provisions of law for enforcing
its patent rights which it considered infringed by the products imported from Canada. A judicia
proceeding would have required proof only of patent validity and infringement to obtain a favourable
judgement, but would have entailed all the difficulties concerning service of process and enforcement



of judgements. An adjudicative proceeding before the ITC would have required proof of additiona
elements, but would have resulted in an effective remedy. Kuhlman had decided to choose the latter
procedure.

30. In this context the United States representative stated, in reply to a question asked by the Panel,
that a United States district court could issue an injunction against GM and other users of Wallbank's
spring assemblies only if they had been a party to the original action and only if they were found to
be using the Wallbank product without authorization. The problem was that potential users could not
be enjoined in the injunction because they could not be made parties. Injunctions directed for instance
against GM and Ford, had they been parties in a court proceeding, would not prevent others from
using the products. In response to Canada s argument that Wallbank would be able to move to the
United States and produce and sell with impunity unless and until a court found the patents valid and
infringed, the United States representative stated that in such a court proceeding Wallbank could be
liable for up to triple the damages caused to Kuhiman from the moment the infringement began as
well as an injunction against future infringement.

31. Section 337a, which was not part of Section 337, provided that goods, produced in aforeign country
by aprocessthat, if practised in the United States, would infringethe claims of aUnited States process
patent would be treated in the same manner under Section 337 as products that were covered by the
claim of aproduct patent. The provision wasdesigned to prevent circumvention of United States patent
lawswhich would occur if aparty practised without right the patented process outside the United States
and imported and sold theresulting product. Inthe United Statesview therewas no practical difference
between forbidding the use of an infringing process domestically and forbidding the importation of
a product made abroad by the same infringing process.

32. TheUnited Statesrepresentative gavethefollowing additional information: sincetheamendments
to the United States Trade Act went into effect in 1975, investigations had been initiated by the ITC
under Section 337in 114 cases. 14 caseswerestill pending. Of the 100 cases that had been compl eted
16 did not relate to patents. 36 cases were terminated either because the complaint was withdrawn
or because a settlement was reached between the parties. 24 cases were terminated because the ITC
had found no violation; in 9 of these cases the ITC had found no injury; in 2 of these cases no remedy
wasissued because of thepublicinterest factor. In 26 casesthelTC had found that therewasaviolation
of Section 337, andinoneof thesecasesthe| T C determination wasdisapproved by the President thereby
voiding any remedy. In 11 cases the losing party did not appear before the ITC to contest the case,
but even in such cases the complaining party had to prove that its patent was infringed and that there
was substantia injury or threat of substantial injury to an efficiently and economically operated
United States industry. The ITC investigative attorney was able to present evidence to the contrary
if it could be obtained.

(b) GATT compatibility of the action by the United States:

Arguments provided by Canada:

33. The Canadian representative stated that in his view there were four main GATT issues before
the Panel: Was the use of Section 337 in patent-based cases consistent with Article I11? Was the
implementation of an exclusion order consistent with Article X1:1? Was an order for a bonding
requirement on specific imports consistent with either Article Il or Article I1:1(b)? Did the use of
these measures fall under the exception of Article XX(d)?

In this context he provided the following arguments:



Article Il

34. Section 337 and any ensuing exclusion order was incompatiblewith Article I11:1 and 4. Thebasis
for this contention was that United States patent law dedt with private interests of partiesin United States
courtsasfar as patent rights were covered whilethe purpose of Section 337 wasto protect United States
industries. The use of Section 337 (and where applicable of Section 337a) in cases of alleged patent
infringement granted to holders of United States patents a remedy in addition to that provided by the
United States patent laws, which was available only in the context of import trade. This constituted
adenial of nationa treatment under Article 111:1 and of 4 of the General Agreement. Foreign producers
weretrested |essfavourably because, instead of being subject only to the proceduresunder United States
patent law, they had to face separate proceedingsin separate bodies. Thiswas not the casefor domestic
producers unless they engaged in import trade. In the Canadian view this dua system was of a
discriminatory nature.

35. The exclusion order, pursuant to Section 337, preventing certain foreign spring assemblies from
competing in the United States market with like domestic products (including those of other producers
who might a so beinfringing the same patent) constituted aprotection of domestic production according
to Article I11:1. The institution of a bonding requirement, pursuant to Section 337, was applied to
imports but did not apply to like domestic products and was thus inconsistent with the requirements
of Article 111:1 and 2. Even if the bonding requirement did not contravene Article 111 because it was
aborder measure as contended by the United Statesdelegation, it would still contravene Article I1:1(b),
the last sentence of which had to be read in conjunction with paragraph 2 of the same Article.

Article Xl

36. The exclusion order, pursuant to Section 337, preventing the importation of certain automotive
spring assemblies, was inconsistent with the obligations of the United States under Article X1:1 not
to institute or maintain prohibitions or restrictions other than duties, taxes or other charges on the
importation of any product of the territory of any other contracting party.

Article XX

37. The exception under Article XX(d) did not justify trade restrictive measures taken pursuant to
Section 337 on two grounds: (1) differential trestment of foreign products involving a separate
adjudicating process was not "necessary" to secure compliance with United States patent laws, and
(2) the law with which compliance was sought (Section 337) was "inconsistent with the provisions of
this agreement” i.e. Article l1l of the GATT. If the United States delegation was to assert that such
differential treatment was necessary to deal with imports to secure compliance with patent laws the
measurestaken would constitute" adisguised restriction oninternational trade” intermsof thepreamble
to Article XX.

38. Article XX(d) did not mention unfair methods of competition or unfair actsassuch. Thedrafters
of that Article seemed to have had in mind national laws which were not inconsistent with the GATT.
Canada did not contend that United States patent law (apart from Section 337a) was inconsistent with
the GATT, but that Section 337 of the United States Tariff Act of 1930 was inconsistent. The
United States contention that Section 337 and a resulting exclusion order were measures necessary
"to secure compliance with laws or regulations which are not inconsistent” with the GATT was not
defensible. In the Canadian view the separate adjudicative process under Section 337 went far beyond
what was necessary to secure compliance with United States patent law. Canada acknowledged that
problemscould arisewith theenforcement of court decisionsin respect of partiesbeyondthejurisdiction.
In fact an injunction granted by a United States court was not directly enforceable in Canada.
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39. Asfar asthe case before the Panel was concerned an injunction or restraining order would have
to beobtai ned under the Canadian patent inaCanadian court. But other countrieshad the sameproblems
and did not have anything as far-reaching as Section 337. The difficulties arose from an inherent
limitation on national jurisdiction in matters which extended beyond the borders of a country. This
[imitation existed regardless of whether the powers to take legal action were given to a United States
court or to the ITC. The problem could not be solved by utilizing a separate body. There existed
alwaysthepossibility for the United Statesto changeitscourt proceduresto arriveat better enforcement
of court decisions. Section 337 did not merely provide procedures to take account of legitimate
difficulties where an infringer was outside the jurisdiction. Section 337 was a compl ete system of law
initself; inaway, it was more complete than United States patent law as it provided a substantive
offense (unfair trade practices), for a specia institution (i.e. the ITC) to administer it, for specia
procedures, for remedies, and for enforcement powers such asfines. All this, in the Canadian view,
was designed to further the public interest of protecting United Statesindustry against injuriousimport
competition, whereas the patent law dealt with the rights of private interests.

Article XXIII

40. It had been established by the CONTRACTING PARTIES that in cases where there was a clear
infringement of the provisions of the General Agreement the action would, primafacie, constitute a
case of nullification or impairment (GATT, 11th Supplement (1963) BISD pp. 100, para. 15). It was
the position of the Canadian authoritiesthat the use by the United States of Section 337 in patent cases
and any resulting trade restrictive measures constituted prima facie nullification of benefits accruing
to Canada under the General Agreement, including concessions bound under Article II.

Arguments provided by the United States:

Article XX(d)

41. Article XX(d) provided a general exception from the obligations of the GATT for the adoption
or enforcement of measures which were necessary to secure compliance with laws and regulaions relating
to the protection of patent rights and other property rights, and for the prevention of deceptive practices.
Section 337 did not create any substantive patent law, but rather provided a means of enforcement.
The use of Section 337 of the Tariff Act of 1930 in patent infringement cases was thus a measure that
was necessary to secure compliance with United States patent |aws of general applicability. No action
was possible under Section 337 unless there were infringement within the meaning of United States
patent law. The necessity of Section 337 resulted from the difficulty, inherent in United States and
international law, in obtaining jurisdiction over foreign parties in enforcing judgments against them
through United Statescourtaction. Itwould havefar-reachingimplicationsfor many contracting parties
if adecison were taken stating that separate procedures which existed for the enforcement against imports
of substantive laws of genera application (e.g. customs, patents, trade marks, copyright laws,
monopolies, prevention of deceptive practices) did not fall under the exception of Article XX(d).

Article I11:1

42. Section 337 was not applied toimported or domestic productsin amanner so asto afford protection
to domestic production. Section 337 in itself was not a law, regulation or requirement affecting the
internal sale, offeringfor sale, purchase, transportation, distribution or useof products. Itwasameasure
to secure compliance with the laws, regulations and requirements which did affect the marketing of
products. Thelaw under consideration in the present case was the substantive law of the United States
dealing with patents, i.e. Section 271 of Title 35 of the United States Code, and the purpose of the
patent laws was not to afford protection to domestic production but to protect certain property rights
represented by apatent. For thelaw to be applicablethere had to be avalid patent, the claims of which
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covered the product in question. The claims of the patent determined the extent of the property right
protected by thepatent. Competing productswhichdid not fall within the patent claimsor werelicensed
by the patent owner could not be found to be infringing.

Article Il1:4

43. Under the provisions of Section 337, imported products received treatment which was not less
favourable than that accorded to like products of national origin in respect of al laws, regulations and
requirements affecting their sale, offering for sale, purchase, transportation, distribution or use. The
law in question was Section 271 of Title 35 of the United States Code. That law required that a party,
domestic or foreign, had to havethe authority of the patent owner, domestic or foreign, before making,
using or selling in the United States the product covered by the claims of a United States patent.
Treatment under this law was identical for all parties regardless of origin. Enforcement of the patent
law was possible either before the United States district courts under Section 1338 of Title 28 of the
United States Code or here the product was imported and substantia injury or threat thereof to an
efficient and economic industry could be demonstrated, before the ITC under Section 337.

44. There existed some procedural differences between aUnited States district court trial and an ITC
investigation but the substantive law concerning validity and infringement of patents and the defences
was the same. It was up to the patent owner and not the United States government to decide which
proceedings should be used and against whom an action should be brought. All legal and equitable
defences were provided in both procedures and the findings in both procedures were subject to court
apped. Intheparticular casebeforethe Panel the defendantshad sufficient timeto preparetheir defences
and Canada had provided no indication of any available defense of which Wallbank was deprived.

45, In the United States view, Canada had not substantiated its claim that the use of Section 337 in
patent infringement cases resulted in treatment less favourable to imported products. Article 111:4 did
not provide that treatment had to be identical for like domestic and foreign products but only that
treatment of foreign products in the specified areas had to be not less favourable than treatment of
like domestic products. Procedures followed under Section 337 were not |ess favourable than those
followed by United States district courts. Therewere somedifferenceslikeatimelimit in Section 337
procedures which did not exist in court proceedings. However, thistime limit could also work to the
advantage of aforeign party if noinfringement was established, by resolving theissuefaster than before
aUnited States district court and thereby reducing the costsinvolved. There was no difference in the
burden of proof. Noindication had been provided asto how other differencesalleged by Canadaresulted
in less favourable treatment to the imported product.

46. The United States contended also as a matter of GATT interpretation, that Article I11:2 would
not apply to temporary bonding requirements imposed as a condition of importation.

Article Xl

47. In the United States view it was not the intent of Article X1 to prohibit restriction on products
found to infringe a patent or to violate other nationa laws of genera applicability. Other countries
prohibited the imports of such products as well.

Article XXIII

48. TheUnited Statesasserted that all actions taken by it under Section 337 with respect to complaints
based upon aleged patent infringement, including the exclusion from the United States of imports of
automotive spring assemblies found to infringe avalid United States patent, were in compliance with
the obligations of the United States under the GATT. The United States therefore did not agree that
there was prima facie nullification or impairment.
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IV. Conclusions

49. In accordance with its terms of reference, the Panel examined the exclusion of imports of certain
automotive spring assemblies by the United States under Section 337 of the United States Tariff Act
of 1930. The provisions of the GATT considered to be relevant were Articles I1:1(b), 111:1, 2 and
4, XI:1 and XX(d).

50. ThePanel noted the arguments put forward by Canada and the United Statesas set out in Section 111
above and took these argumentsfully into account. A further communication, with particul ar reference
to the question of nationa treatment, was subsequently received from the Canadian authorities and
this, together with arguments put forward orally in this context, was also taken fully into account.
The Panel came to the conclusion that its first step should be to consider whether or not the exception
provision of Article XX(d) applied in this case. The Panel considered that if Article XX(d) applied,
then an examination of the question of the consistency of the exclusion order with the other GATT
provisions cited above would not be required.

51. The Panel noted that, asfar asit had been able to ascertain, thiswas the first time a specific case
of patent infringement involving Article XX(d) had been brought beforethe CONTRACTING PARTIES.

52. The Preamble to Article XX and paragraph (d) of that Article, provide that "Subject to the
requirement that such measures are not applied in amanner whichwould constitute ameans of arbitrary
or unjustifiable discrimination between countries where the same conditions prevail, or a disguised
restriction oninternational trade, nothing in this Agreement shall be construed to prevent the adoption
or enforcement by any contracting party of measures ... (d) necessary to secure compliance with laws
or regulationswhich arenot inconsistent with the provisions of this Agreement, including thoserelating
to... the protection of patents, trade marks and copyrights, and the prevention of deceptive practices'.

53. The Panel noted that the GATT recognized, by the very existence of Article XX(d), the need to
provide that certain measures taken by a contracting party to secure compliance with its national laws
or regul ationswhich otherwisewoul d not bein conformity withthe GATT obligationsof that contracting
party would, through the application of this provision under the conditions stipulated therein, bein
conformity with the GATT provided that the national laws or regulations concerned were not incons stent
with the General Agreement. In this connection the Panel noted in particular that the protection of
patents was one of thefew areas of national lawsand regulations expressly mentioned in Article XX(d).

54. Looking first at the Preamble, the Panel interpreted the word "measure” to mean the exclusion
order issued by the United States International Trade Commission (ITC) under the provisions and
procedures of Section 337 since, in the view of the Panel, it was the exclusion order which operated
as the measure preventing the importation of the infringing product.

55. ThePane noted that the exclusion order was directed against imports of certain automotive spring
assemblies produced in violation of avalid United States patent from all foreign sources, and not just
from Canada. It found, therefore, that the exclusion order was "not applied in a manner which would
constitute a means of arbitrary or unjustifiable discrimination against countries where the same conditions
prevail”.

56. The Panel then considered whether or not the exclusion order was "applied in a manner which
would constitute ... adisguised restriction on internationa trade". The Panel noted that the Preamble
of Article XX made it clear that it was the application of the measure and not the measure itself that
needed to be examined. Notice of the exclusion order was published in the Federal Register and the
order was enforced by the United States Customs at the border. The Panel also noted that the ITC
proceedingsinthisparticular caseweredirected against theimportation of automotive spring assemblies
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producedin violation of avalid United States patent and that, before an exclusion order could beissued
under Section 337, both the validity of a patent and its infringement by a foreign manufacturer had
to be clearly established. Furthermore, the exclusion order would not prohibit the importation of
automotive spring assemblies produced by any producer outside the United States who had a licence
from Kuhlman Corporation (Kuhlman) to produce these goods. Consequently, the Panel found that
the exclusion order had not been applied in a manner which constituted a disguised restriction on
international trade.

57. Turning to paragraph (d) of Article XX, the Panel concluded that the laws and regulations which
were not inconsistent with the General Agreement and with which compliance was to be secured were
the patent laws of the United States, since the case in question was based on the allegation of an
infringement of patent rights under United States patent law.

58. The Panel considered whether the ITC action, in making the exclusion order, was "necessary"
in the sense of paragraph (d) of Article XX to secure compliance with United States patent law. In
this connection the Panel examined whether a satisfactory and effective alternative existed under civil
court procedures which would have provided the patent holder Kuhlman with a sufficiently effective
remedy against the violation of its patent by foreign producers including the Canadian producer Wallbank
Manufacturing Co. Ltd (Walbank).

59. ThePanel noted that if Kuhlman had pursued theaction it had commenced beforethe United States
district court, it could have joined Genera Motors, Ford and possibly other known users of the
automotive spring assemblies in the action and, once the patent had been found to bevalid by the court,
prevented these parties, but not unknown users, from utilizing the automotive spring assemblies produced
by Wallbank by means of an injunction or a cease and desist order. The Panel decided, however,
that such aremedy would not have been sufficient to protect Kuhlman's patent rights because, in practice,
it would have been effective only in relation to the automotive spring assemblies produced by Wallbank
and supplied to parties joined in the court action. The same remedy would not have been effective
against other possibleforeign infringers of the United States patent and potential users of theinfringing
product in the United States. Furthermore, in view of the relatively simple manufacturing process
used to produce automotive spring assemblies, these could without magjor difficulties be produced by
other foreign producers infringing Kuhiman's patent and subsequently imported for use in the
United States.

60. Against the background of theabove considerations, it wastheview of the Panel that United States
civil court action would not have provided a satisfactory and effective means of protecting Kuhlman's
patent rights against importation of the infringing product. The Panel took the view that the only way
in which, under existing United States law, KuhIman's right to the exclusive use of its patent in the
United States domestic market could be effectively protected against the importation of the infringing
product would be to resort to the exclusion order procedure. For the above reasons, therefore, the
Panel found that the exclusion order issued by the ITC under Section 337 of the United States Tariff
Act of 1930 was "necessary" in the sense of Article XX(d) to prevent the importation and sale of
automotive spring assemblies infringing the patent, thus protecting the patent holder' s rights and securing
compliance with United States patent law.

61. In the light of the views and findings set out in the above paragraphs, the Panel came to the
conclusion that, in the specific case before it, the exclusion order issued by the ITC against the
importation of automotive spring assemblies fell within the provisions of Article XX(d) and was,
therefore, consistentwiththe GATT. SinceArticle XX (d) had beenfound to apply, thePanel considered
that an examination of the United States action in the light of the other GATT provisions referred to
in paragraph 49 above was not required.
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62. Under its terms of reference the Panel was also required to include in its examination "the issue
of the use of Section 337 by the United States in cases of alleged patent infringement”.

63. The Panel focused its attention on the possible conclusions it might be able to draw from its
examination of the specific automotive spring assemblies case in the context of the use of Section 337
in cases of patent infringement generaly.

64. The Panel took the view that its conclusion in the automotive spring assemblies case, namely that
Article XX(d) applied, would in principle apply to many cases of aleged patent infringement and that
the only effective remedy in such cases under existing United States law would be an exclusion order
under Section 337 of the Tariff Act.

65. ThePanel noted, however, that the substanceof patent infringement cases could vary considerably,
for example as regards the characteristics of the product which was the subject of the infringement
and the simplicity or complexity involved in its manufacture. There might also be variations in the
degree of difficulty which might be encountered in joining in a court action al possible users of the
product which had been manufactured in violation of the patent, in the serving of process and
enforcement of court judgments depending, among other things, on the legal and judicial court system
in the country of the manufacturer infringing the patent.

66. ThePanel did not, therefore, exclude the strong possibility that there might be cases, for example,
involving high-cost products of an advanced technical natureand withavery limited number of potential
users in the United States, where a procedure before a United States court might provide the patent
holder with an equally satisfactory and effective remedy against infringement of his patent rights. In
such cases the use of an exclusion order under Section 337 might not be necessary in terms of
Article XX(d) to secure compliance with laws and regulations (i.e. United States patent law) which
were not inconsistent with the General Agreement. If therefore Article XX (d) were found not to be
applicable, such use would be subject to the other relevant provisions of the General Agreement.

67. The Panel considered it appropriate and in accordance with its terms of reference to supplement
the views expressed in paragraphs 63-66 above by means of some additional observations.

68. In thefirst place, the Panel pointed out that its finding in paragraph 60 above that the exclusion
order issued by the ITC was "necessary" within the meaning of Article XX(d) had been made on the
basis of existing United Stateslaw. It carried no implication that the use of Section 337 was an entirely
satisfactory means of dealing with patent based cases.

69. The Panel noted the frequent use that had been made of Section 337 in patent based cases.
Since 1975 these had made up 84 of the 100 cases completed by the ITC. The use of the Section had
been amgjor factor in securing compliance with United States patent law in cases of infringement of
a patent by a foreign product.

70. However, in the course of its examination of the automotive spring assemblies case, it became
evident to the Panel that certain elements contained in Section 337, having a direct bearing on the use
of the Section, appeared to be out of placein legislation used for the protection of private patent rights,
where al that was strictly required was proof of the validity of the patent and afinding that the patent
had been infringed.

71. One such element related to the words "unfair methods of competition and unfair acts® which
were declared unlawful in terms of subsection (&) of Section 337. The Panel observed that these words
might be capable of being widdy interpreted and might be misconstrued as to their precise scope, purpose
and application.
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72. Another such element was the reference in subsection (a) of Section 337 to substantial injury to
aUnited States industry which was efficiently and economically operated. The Panel recognized that
this injury criterion could work to the advantage of a respondent in an ITC investigation, in that it
represented an additiona requirement to be satisfied by the complainant. However, in the Pandl's
view, it could reasonably be said that in considering what were the essential elements in legislation
dealing with patent based cases an injury criterion could only be considered irrelevant.

73. The Pand aso noted the system of dua procedures for dealing with cases involving a foreign
patent infringer. In such cases, the United States patent holder, at his discretion, could take action
through the ITC, through the civil court or, if he so wished, use both procedures. In respect of a
domestic infringer the patent holder could take action against infringement of his patent only through
thecivil court. ThePanel observed that theremight bemerit in consideration being givento simplifying
and improving the lega procedures for patent infringement cases.





