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A

Justice KENNEDY delivered the opinion of the Court, except as to Parts IL-B-2 and
TI-C-2. [Justice SCALIA does not join Parts [1-B-2 and II-C-2.] ‘

The question in this case turns on whether a patent can be issued for a claimed
invention designed for the business world. The patent application claims a pro-
cedure for instructing buyers and sellers how to protect against the risk of price
fluctuations in a discrete section of the economy. Three arguments are advanced
for the proposition that the claimed invention is outside the scope of patent law:
(1) it is not tied to a machine and does not transform an article; (2) it involves a
method of conducting business; and (3) it is merely an abstract idea. The Court
of Appeals ruled that the first mentioned of these, the so-called machine-or-
iransformation test, was the sole test to be used for determining the patentability
of a "process” under the Patent Act, 35 U.S.C. §101.

L

Petitioners' application seeks patent protection for a claimed nvention that
explains how buyers and sellers of commeodities in the energy market can protect,
or hedge, against the risk of price changes. The key claims are claims 1 and 4.
Claim 1 describes a series of steps instructing how to hedge risk. Claim 4 puts the
concept articulated in claim 1 into a simple mathematical formula. Claim 1 con-
sists of the following steps:

“{3) initiating a series of transactions between said commodity provider and consumers
of said commodity wherein said consumers purchase said commodity at a fixed rate
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based upon historical averages, said fixed rate corresponding to a risk position of said
consumers;

“(b) identifying market participants for said commodity having a counter-risk
Pposition to said consumers; and

“(¢) initiating a series of transactions between said commodity provider and said
market participants at a second fixed rate such thar said series of market participant

transactions balances the risk position of said series of consumer transactions.” App.
19-20.

The remaining claims explain how claims 1 and 4 can be applied to allow energy
suppliers and consumers to minimize the risks resulting from fluctuations in market
demand for energy. For example, claim 2 claims “[tlhe method of claim I wherein

gain “from each transaction under each hisiorical weather patiern.” Id., ac 21.
The patent examiner rejected petitioners’ application, explaining that it ““is
notimplemented on a specific apparatus and merely manipulates [an] abstract idea
and solves a purely mathematical problem without any limitation to a Ppractical
application, therefore, the ifivention is not directed to the technological ars.””
App. to Pet. for Cert. 1482, The Board of Patent Appeals and Interferences
affirmed, concluding that the application involved only mental steps that do not
transform physical matter and was directed to an abstract idea. 74, at 181a-186a.

taw would be well advised to study these scholarly opinions.

Chief Judge Michel wrote the opinion of the court. The court rejected its prior
test for determining whether a claimed invention was a patentable “process” under
$101 —whether it produces a “useful, concrete, and tangible result’™ -— a5 articu-
lated in State Street Bank & Trust Co. v, Signature Financial Group, Inc., 149 F.5d
1368, 1373 (1998), and AT & T Corp. v. Excel Communications, Inc., 172 F.3d 1352,
1357 (1999). Sce In re Bilski, 545 F.3d 043, 959-960, and n. 19 (C.A. Fed. 2008) (en
banc). The court held that “fa] claimed process is surely patent-eligible under §101
if: (1} itis tied to a particufar machine or apparatus, or {2) it transforms a particular
article into a different state or thing.” Id,, at 954. The court concluded this
“machine-or-transformation tese” is “the sole test governing §101 analyses,” 4.,
at 955, and thus the “test for determining patent eligibility of a process under
§101,"4d., at 956, Applying the machine-or-transformation test, the court held that
petitioners’ application was not patent eligible. Id., at 963-966. Judge Dyk wrote a

Three judges wrote dissenting opinions. Judge Mayer argued that petitioners’
application was “not eligible for patent protection because it is directed to 2
method of conducting business.” 1d., at 998. He urged the adoption of a “tech-
nological standard for patentability.” I4., at 1010. Judge Rader would have found
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itioners’ claims were an unpatentable abstract idea. I_d_., at 1,011. Only ]u?vgaz
R e disagreed with the court’s conclusion that petitioners application
New'rclllanf t;'f: iach of §101. She did not say that the application should ha(l;f-e beetl;
e tZlob t only that the issue should be remanded for further proceedings
g:::nineuwhet}zer the application qualified as patentable under other provisions.

997.
@ Ei.lt'his Court granted certiorari. 556 U.S. _, 129 5.Ct. 2735 (2009).

II.

A.
| Act:
Section 101 defines the subject matter that may be patented under the Patent Ac

Whoever inve r discovers new d usel ul process, machine, manufactur €, O
TILS O any an P 3 s
H )
COII[pOSlthll of matter, or any new and llser-l mpr ovement E_hC[COi may obtain a
patent ther CfOl', subjeCt to the conditions aﬂd requir ements of this title.

i i i es
Section 101 thus specifies four independent categories of m;'e:ntll;);s erl glz((;?;';:’lﬂ—
that are eligible for protection: processes, fnachmes, manu; giﬁed t;y .
tions of matter. “In choosing such expansive r.ermsh. . ntlont AT o A
hensive ‘any,” Congress plainly contemplated that the pate

ide scope.” Diamond v. Chakrabarty, 447 U.S. 303, 308 {1980). Congress took this
w X )

igibili “ i uld receive
permissive approach to patent eligibility to ensure that “ingenuity sho

a liberal encouragement.” Id., at 508-309, 30{1)387%) 2204 (quoting 5 Writings of
- . Washington ed. . ) ,
Tho?ﬁi;]éf;fiiznpﬁ;géis ‘grovidg three specific exceptions to §10{: sbk;::):i
patent-eligibility principles: "laws of nature, physical Phenc::;en:;,t a;zqu?red o
i N krabarty, supra, at 309. ‘Nhll? these exceptions Suired ¥
e vt text, they are consistent with the notion thaF a patentable p aces
e :L?J?E‘c:‘:rzw (;n(,i useyful.” And, in any case, these ech:pnons have deﬁnfé 1 f:t Lz
f:;f:h of the statute as a matter of ;tanggrglsggr;)de'clishi g:;g(g:'el;a;s:kcii gr);?rl; ccLe
. 156, 174-1 ; 7
g ut'Zﬁth:: “ISa:tI (;‘; the storehouse of knowledge of all men . . l fr;:e ctzg;:i
re;(ggpa:ld reserved exclusively to none.” Funk Brothers Seed Co. v. Kalo Ino
48). ' . _
e ?Iii I;i?]l 1§Zt,erlj-(:el(ilgigbili}ty inquiry is only a threshold test: !*:ven ;f [?lzttzre?n
tion qualifies as a process, machine, manufacture, or ?ompo.mtmnu(:t ma Sat,i 5
eive the Patent Act’s protection the claimed nvention m 50 sauisty
21;:161' " S?tﬁons and requirements of this title.” §101. Those requiremen include
tltla‘: f}(:: invehtion be novel, see §102, nonobvious, see §103, and fully and p.

cularly described, see §112. ) ) ) ) corocess” nnder
'lyhe present case involves an invention that is claimed tobe a “p

§101. Section 100{b) defines “process” as:
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process, art or method, and includes a new use of a known process, machine, manu-
facture, composition of matter, or material.

The Court first considers two proposed categorical limitations on “process”
patents under §101 that would, if adopted, bar petitioners’ application in the

present case: the machine-or-transformation test and the categorical exclusion
of business method patents.

B.

1

Under the Court of Appeals’ formulation, an invention is a “process” only
if: “(1) it is tied to a particular machine or apparatus, or (2) it transforms a
particular article into a different state or thing.” 545 F.3d, at 954. This Court
has “more than once cautioned that courts ‘should not read into the patent laws
limitations and conditions which the legislature has not expressed.” Digmond v.
Drghr, 450 U8, 175 (1981) (quoting Chakrabarty, supra, at 308, 100 5.Ct. 2204;
some internal quotation marks omitted). In patent law, as in all statutory con-
struction, “[ulnless otherwise defined, ‘words will be interpreted as taking
their ordinary, contemporary, common meaning.”” Diehr, supra, at 182, The
Court has read the §101 term “manufacture” in accordance with dictionary defi-
nitions, see Chakrabarty, supra, at 308, and approved a construction of the term
“composition of matter” consistent with common usage, see Chakrabarty, supra,
at 308.

Any suggestion in this Court's case law that the Patent Act’s terms deviate from
their ordinary meaning has only been an explanation for the exceptions for laws of
nature, physical phenomena, and abstract ideas. See Parker v. Flook, 437 U.S. 684,
588-589 (1978). This Court has not indicated that the existence of these well-
established exceptions gives the Judiciary carte blanche to impose other limitations
that are inconsistent with the text and the statute’s purpose and design. Concerns
about attempts to call any form of human activity a “process” can be met by making
sure the claim meets the requiremenis of §101,

Adopting the machine-or-transformation test as the sole test for what consti-
tutes a “process” (as opposed to just an important and useful due) violates these
statutory interpretation principles. Section 100(b) provides that “[t}he term ‘pro-
cess’ means process, art or method, and includes a new use of a knrown process,
machine, manufacture, composition of matter, or material.” The Court is unaware
of any “ordinary, contemporary, common meaning,” Diehr, supra, at 182, of the
definitional terms “process, art or method” that would require these terms to be
tied to 2 machine or to transform an article. Respondent urges the Court o look to

the other patentable categories in §101 — machines, manufactures,
tions of matter-to confine the meaning of “process” to a machine or transforma-
tion, under the doctrine of noscitur a socis. Under this canon, “an ambiguous term
may be given more precise content by the neighboring words with which it is

and composi-
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associated.” Uniled States v. Stevens, 559 U.5.——, 130 S.lCt. 1577, 1?87§(120%1(g;
(internal quotation marks omitted). This canon is 1nappllca;lf)lf? Zegzt 0r558 oo
icl “ 2 Burgess v. Untte s, S,
dy explicitly defines the term “process.” See Burg /n
2;1523 IY:"O (EOOS)Y(“When a statute includes an explicit definition, we must follow
> .o "oy - . d)).
finition™ ({internal quotation marks omitte )
thet '(f"‘;le Court of Appeals incorrectly concluded that this Court has endorsed the
machine-or-transformation test as the exclusive test. It is l_:l‘l.te that Cachmne. :S
Deener, 94 U.S. 780, 788 (1877}, explained that a “process” Is “an act, or acslerl )
of acts, performed upon the subject-matter to be transfirmed a_md ﬁiﬁcebrt;ad
iffere ing.” t cases, however, have rejected the
different state or thing.” More recen ; d e broad
icati is di ; i later authority shows that 1
implications of this dictum; and, in all evgnts,
;l'gf' ilntended to he an exhaustive or exclusive test. thtschalk 2. Bf:mm‘t, 403.;5.
63, 70 (1972), noted that “[tjransformation and reduction of an al“EIClC toadi er;
en; state or thing’ is the clue to the patentability of a process claim tha& l;ioli:js ;a]ot
include particular machines.” At the same time, it exphcxtlz; .declmed tof 0 atitoz]
ify ifit di t [machine or transform
rocess patent could ever qualify if it dId not mee . ! .
lrl; I1)1irenrlerf)ts." Id., at 71. Flook took a similar approach, a_ssum[mg] thfat a vz?h(ril
pr(écess patent may issue even if it does not meet [the machine-or-transformatio
t].” 437 U.S., at 588, n. 9. _ _ )
“35 ]This Court's precedents establish that the machme-or-tra'ns‘formauon testisa
useful and important clue, an investigative tool, for df_:termmmg whethe‘r sotmc;
claimed inventions are processes under §101. The mgcmne-orvtraps.fé)lrnll‘atlogesess"
is not the sole test for deciding whether an invention is a patent-eligible “process.

2.

It is true that patents for inventions that did not sat%sfy t_hethma[clgﬁst-g;
transformation test were rarely granted in earllc_r eras, esperjlally n 51 5“1? o
Age, as explained by Judge Dyk’s thoughtful historical review. S(fi:e o i[.mo,va_
966-976 {concurring opinion). But F!;imes Cha?ge‘.[ngtzcél;)gr::ﬁjl; o o s

i ¢ss in unexpected ways. For example, itw
Egiﬁ Eggeirt times, “we[1)1~established principles of patent law prob.abll)yl would }lli‘;
prevenied the issuance of a valid patent on almost any concewaﬂ: cfcm;pdoes
program.” Diehr, 450 U.S., at 195 (STEVENS, J., dissenting). But this aca]w.a X
not mean that unforeseen innovations such as computer programs ars:hm3 fzr
unpatentable. See id,, at 192-193 (majority opinion) (hc_)ld.mg a procl:)?e e for
molding rubber that included a computer program 1s within patental o, _:|i ot
matter). Section 101 is a “dynamic provision designed to .enco;n})z:,sls ;; v and
unforeseen inventions.” JEM. Ag Supply, Irfc. v. Pioneer Hz—B_'re fn L Ve;tions
U.S. 124, 135 {2001). A categorical rule denying patent protection for i entions
in areas not contemplated by Congreslsg .. would frustrate the purpose

A rabarty, 447 U.5., at 315. ‘ ' )
pater"?hl:v:nacci?ialfe-or—tfansformation test may well .provlde a suﬂ'laentlba::v?::
evaluating processes similar to those in tt_le Industrial Age —for exa:gr}:set,o ven
tions grounded in a physical or other tangible form. But there are rear
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whether the test should be the sole criterion for determining the patentability of
inventions in the Information Age. As nunerous amicys briefs argue, the machine-
or-transformation test would create unceriainty as to the patentability of software,
advanced diagnostic medicine techniques, and inventions based on linear pro-
gramming, data compression, and the manipulation of digital signals. See, e.g.,
Brief for Business Software Alliance 24-25; Brief ior Biotechnology Industry Orga-
nization et al. 14-27; Brief for Boston Patent Law Association 8-15; Brief for

Houston Intellectual Property Law Association 17-22; Brief for Dolby Labs.,
Inc, et al. 9-10,

onrushing technologyf,] . . . is not our purpose”).
It is important to emphasize that the Court teday is not commenting on
the patentability of any particular invention, let alome holding that any of the

receive patent protection. This Age puts the possibility of innovation in the
hands of more People and raises new difficulties for the patent law. With ever
more people trying to innovate and thus secking patent protections for their
inventions, the patent law faces a great challenge in striking the balance between

I

Section 101 similarly precludes the broad contention that the term “process”
categorically excludes business methods. The term “method,” which is within
§100(b)’s definition of “process,” at least as a textual matter and b

efore consulting
other limitations in the Patent Act and this Court’s precedents, may include at least

some methods of doing business, See, e.g., Webster's New International Dictionary
1548 (2d ed. 1954} (defining “method” as “laln orderly procedure or process . . .
regular way or manner of doing anything: hence, a set form of procedure adopted
in investigation or instruction”™). The Court is unaware of any argument that the

" g. Paient Law

s aw oy , of “method”
» dinary, contemporary, common meaning,”” Diehr, supra, at 182
“or i

isi hibition on business method
i thods. Nor is it clear how fara pro _ :
excluder buslgfzsaglie and whether it would exclude teChI}OlOgI.ES for con(;hlx)cttmrigtsa
patents WO‘:)re cfficim’antly. See, e.g., Hall, Business and Financial Met"}}l(_)h a ies no,
busmzstsioﬁ and Policy, 56 Scotiish J. Pol. Econ. 443, 445 (2009} ( ere
Innov: » an s : .
i f-. . . business method paten . . ,
Prec'l;fldefr’;;:; that business methods are categoncallyl‘ollslmde ;)f fép}l(;tlez
S i federal law exphicitdy contem|
i her undermined by the fact that nemplates
S0P 1 e i thod patents. Under 5.
i least some business me p 1 C
e o o ims infringement based on “a method in
if atent-holder claims infringe .
§273(b)1('11t):= tlheaalliged infringer can assert a defense of prior use. For p‘éli(;fs
[:}]allnl?stede%ense alone, “method” is defined as “a methoddo;? domtgh or f;urite itse[gf
b ’ llowing this defense the s its
i " §273(a)(3). In other words, by a : ,
buli;nesi;,d §es tliaz(th)ere may be business method patents. Secuon 27?:1 5 d:.;f:i;:t;:::
a‘f:“‘ Ov:hodg " to be sure, cannot change the meaning of a pnor—enac(tie_ stal ’ .One
Oh Itn§2'73 c’ioes is clarify the understanding that a business @et.h? fis sm;[tae); e
:’ E(li of “method” that is, at least in some circumstances, eligible for p
11 3
Uﬂd‘;‘; <§:(l)gcll-usion that business methods are not patﬁntable in any ctllrrclt;é?;i?::;:;
i i i agains
3 meaningless. This would violate the canon nt 5
WOUi‘:;;ftlg 5 [§)32visr?on in § manner that would render another prgv:gsg:)n; )su}[);:lrls
?li}c,njs. Seeréorley u. United States, 556 US ., _, 129 SCt ;;5,? th(e U'S-.COdC’
rinciple, of course, applies to interpreting any two provision A vy
P ‘fhe,n Congress enacted the provisions at different times. See, e.g., Hague v
Z‘;zlmittee for Industrial Organization, 307 U.S. 496, 552‘.3—53(1 ;igi?)béogvercome
i on
- This established rule of statutory interpretati i e '
im'nfiigiil ;[[;ttl;:ulation as to the subjective intent of various leglslator;1 in Z?ﬁﬁi?g
tgé] ‘:ubsequent provision. Finally, while §273 appears to leave op::nt\‘.b‘izI ’p subility
of some business method patents, it does not suggest broad patentability

claimed inventions.

2.

Interpreting §101 to exclude all business met_hods smj:ply bccr?ui)ef 3:1211;?:5-
ethod patents were rarely issued until modern times revives many  the pre-
" 1 dP ssed difficulties. See supra, at __ . At the same time, som in
VlOLtllsl Yd lsac]tirlts raise special problems in terms of vagueness and susg;t;;]); ‘tIy
g::: e%ayp[nc_ v. MercExchange, L.L. C., 547 U.5. 388, 397 (2006) édties D I;er:
ing). The Information Age empowers people with new cap fes 10 per
Form statisti 1 analyses and mathematical calculations with a speed and sop :
for'm that en [32 ti?:e design of protocols for more efficient perforn_aanc-e ofa vast
CHUOECtthE gﬁjiness tasks. If a high enough bar is not set x\éhgn gonzld;rnilti }é;a;ienr]ls
appl : I Id be flooded w
icati of this sort, patent examiners and courts cou
?Eaﬁlzzﬂfc]l] i}ut a chill orF creative endeavor and dynamic change.
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In scarching for a limiting principle, this Court’s precedents on the unpatent-
ability of abstract ideas provide useful tools. See ifra, at __ _ __ Indeed, if the
Court of Appeals were to succeed in defining a narrower category or class of patent
applications that claim to instruct how business should he conducted, and then
rule that the category is unpatentable because, for instance, it represents an
attempt to patent abstract ideas, this conclusion might well be in accord with
controlling precedent. See ibid. Byt beyond this or some other limitation consis.
tent with the statutory text, the Patent Act leaves open the possibility that there are
at least some processes that can be fairly described as business methods that are
within patentable subject matter under §101. :

Finally, even if a particular business method fits into the statutory definition of
a “process,” that does not mean that the application claiming that method should
be granted. In order to receive patent protection, any claimed invention must be
novel, §102, nonobvious, §103, and fully and particularly described, §$119. These
limitations serve a critical role in adjusting the tension, ever present in patent law,
between stimulating innovation hy protecting inventors and impeding progress by
granting patents when not justified by the statutory design.

T.

Even though petitioners’ application is not categorically outside of §101
under the two broad and atextual approaches the Court rejects today, that does
not mean itis a “process” under §101. Petitioners seck to patent both the concept
of hedging risk and the application of that concept to energy markets, App. 19-20.
Rather than adopting categorical rules that might have wide-ranging and unfore-
seen impacts, the Gourt resolves this case narrowly on the basis of this Court's
decisions in Benson, Flook, and Diehr, which show that petitioners’ claims are not
patentable processes because they are attempts to patent abstract ideas. Indeed, all
members of the Court agree that the patent application at issue here fa
of §101 because it claims an abstract idea.

In Benson, the Court considered whether a patent application for an aigorithm
to convert binary-coded decimal numerals into pure binary code was a “process”
under §101. 409 U 5., at 64-67. The Court fi

rst explained that “Ia] principle, in
the abstract, is a fundamental truth; an original cause; a motive; these cannot be

patented, as no one can daim i either of them an exclusive right.”™ Id., at 67, 93 .
Ct. 253 (quoting Le Ray, 14 How., at 175). The Gourt then held the application at
lssue was not a “process,” but an unpatentable abstract idea. “It is conceded that
one may not patent an idea. But in practical effect that would be the result if the
formula for converting . . . numerals to pure binary numerals were patented in
this case.” 409 U.S., at 71, 93 5.Cr. 953. A contrary holding “would wholly pre-
empt the mathematical formula and in practical effect would be a patent on the
algorithm itself.” Id, at 79,

In Flook, the Court considered the next logical
cant there attempted to patent a procedure for mon

s outside

step after Benson. The appli-
itoring the conditions during
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i i i hemical and oil-refining industries.
tic conversion process in the petroc r ndusiries.
g};: c:w;%’iéation’s only innovation was reliance on a mathemaul;:lal i{lgo:::lft:lslsn: j{l:lsle
; i i not a patentable “process.
585-586. Flook held the invention was ; _ [he
U'Sqtatconceded the invention at issue, unlike the _algonthm in fens;:gl aid
o limited so that it could still be freely used outside the petroct emd e
b?]en fining industries. 437 U.S., at 589-590. Nevertheless, flook ];-EJEC[Ein Ielbe
motio i vi how conventional or cbvious \
ion that post-solution activity, no matter i o
nom;;:msfofm an unpatentable principle into a patentable process. Icllji atl o
%?hn Court concluded that the process at issue there was “unpatentable de
> i i ical algorithm as one component,
t because it contain[ed] a mathematical hm :
glglb,elcl;)use once that algorithm [wals assumed to be within Fhe prior ixr;t,i tl;eL
ih lication, considered as a whole, contain{ed] no patentable .u’wcn;iozl.thc .,m-
Zgz As the’ Court later explained, Flook stands for Fhe proposition tha < r}) >
h'bi-tion against patenting abstract ideas “cannot be ClI.'CumVCI:l[CCl by atffmpaddging
I'I'nit the use of the formula to a particular technological ;nv;go;ment or
i _ \
i i ivity.” 450 U.S., at 191 .
“insignificant postsoclution activity. Dz_ehr, US., o .
mﬂ%?rll;liy irf’ Dichr, the Court established a limitation on the pr'malples E::;s\trln
lated in Bef;son and Flook. The application in Diehr claimed 2 pre:;lous yiggn o
i ic Tubber into cured prec pro-
for “molding raw, uncured synthetic ru :
::lnetztf’dusoing a mathgematical formula to complete some of its s‘?veral steblzsr ::)c};
uc (’)f a computer. 450 U.S., at 177. Diehr explained that w}}ﬂf a.n al. ract
"A::laga law of nature, or mathematical formula could not be patented, ‘an app;st: o
i)f a ’law of nature or mathematical formula to a knowr; stmctﬁre. ordp:"l:); css t();
I ion.” 187. Dielr emphasize
deserving of patent protection.” Id., at 18 " ized .
Weus?;er tlie invgntioi; as a whole, rather than “dissect[ing] the claims into Ol‘i antr;l !
f:z;:r elements and then . . . ignor(ing] the presencc«ia C}Df th‘s cld eliﬁ';erg;i; the
i luded that because
is.” Id., at 188. Finally, the Court conc : ;
anil'}‘,;ﬁ attempt to patent a mathematical formula, _bu_t rathel: [was] an ];lndus;)t‘r:;l
gl?ocess for the molding of rubber products,” it fell withm §101°s patentable subj
. Id., at 192-193. B R
matt?rrl light of these precedents, it is clear that petitioners’ appllcz;u.on }115 111;:1 iz;
atentabl%: “process.” Claims 1 and 4 in petitioners’ application exp g;n (; :; basic
lc)oncept of hedging, or protecting against risk: Hedging is ;taunhz: T
economic practice long prevalent in our system of commerce an L )g o g
introductory finance class.” 545 F.3d, at 1013 (Rader, J., dissenting); , 6.8,

D. Chorafus, Introduction to Derivative Financial Instruments 75-94 (2008); .

C. Stickney, R. Weil, K. Schipper, & J. Francis, Financial Accounting: AnRIn‘tlzoe;itl:r::
ti(;n to CO)I(I’CC}')tS, Methods, and Uses 581-582 (ISFtlh ed.QO;;)%; ?45‘?;31 e.d e
. Jordan, Fundamentals of Corporate Finance 743- L. -
'[;'(131[3 ’cgilclz:p{(:)rf hedging, described in claim 1 and redl;.cked icl) a ZHZE};;I&U;?: ng_fe
i i i idea, just like the alg
Taim 4, is an unpatentable abstract i 1 . ; .
Ellul];r;:); ?nd Flook. Allowing petitioners to patent risk hedging would lprsv:nfn
use of this approach in all fields, and would effectively grant a monopoly
t idea. . .
absn;ztiltioners' remaining claims are broad examples of how h'ed_ngg can :Esl::;ct
in commodities and energy markets. Flook established that limiting an
in ;
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idea to one field of use or adding token postsolution components did not make the
concept patentable. That is exactly what the remaining claims in petitioners” appli-
cation do. These claims attempt to patent the use of the abstract idea of hedging
risk in the energy market and then instruct the use of well-known random analysis
techniques to help establish some of the inputs into the equation. Indeed, these
claims add even less to the underlying abstract principle than the invention in
Flook did, for the Flook invention was at least directed to the narrower domain of
signaling dangers in operaling a catalytic converter.

&k ok

Today, the Gourt once again declines to impose limitations on the Patent Act
that are inconsistent with the Act's text. The patent application here can be
rejected under our precedents on the unpatentability of abstract ideas. The
Court, therefore, need not define further what constinites a patentable “process,”
beyond pointing to the definition of that term provided in §100(b) and looking to
the guideposts in Benson, Flook, and Dichr.

And nothing in today’s opinion should be read as endorsing interpretations
of §101 that the Court of Appeals for the Federal Circuit has used in the past. See,
e.g., State Street, 149 F.8d, at 1373; AT & T Corp., 172 F.3d, at 1357. It may be that
the Court of Appeals thought it needed to make the machine-or-transformation
test exclusive precisely because its case law had not adequately identified less
extreme means of restricting business method patents, including (but not limited
t0) application of our opinions in Benson, Flook, and Dichr. In disapproving an
exclusive machine-or-transformation test, we by no means foreclose the Federal
Circuit’s development of other limiting criteria that further the purposes of the
Patent Act and are not inconsistent with its text.

The judgment of the Court of Appeals is affirmed.

It is 50 ordered.

Justice STEVENS, with whom Justice GINSBURG, Justice BREYER, and Justice
SOTOMAYOR join, concurring in the judgment.

In the area of patents, it is especially important that the law remain stable and
clear. The only question presented in this case is whether the so-called machine-
or-transformation test is the exclusive test for what constinutes a patentable “pro-
cess” under 35 U.S.C. §101. It would be possible to answer that question simply by
holding, as the entire Court agrees, that although the machine-or-transformation
test is reliable in most cases, it is not the exclusive test.

I agree with the Court that, in light of the uncertainty that currently per-
vades this field, it is prudent to provide further guidance, But I would take a
different approach. Rather than making any broad statements ahout how to
define the term “process” in §101 or tinkering with the bounds of the category
of unpatentable, abstract ideas, I would restore patent law to its historical and
constitutional moorings.

For centuries, it was considered well established that a series of steps for con-
ducting business was not, in itself, patentable. In the late 1990’s, the Federal Circuit
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and others called this proposition into question. Czlngresi é}lig:klliigfsi)c;)r;ctl:: ﬁt;{;
Federal Circuit decision with a stopgap measure design 2 potentially
igni e business community. It passed the First Inv
SIEmeZ:n ;crtl?)‘; fggglfigs)fgiatg), 113 Stat. 1501A-555 (codified at 35 US.C. §27f3),
ghi::eh provides a limited defense to clail:ns of ’},)atent infrmgerﬁem‘, sm?s Ef;i&br)r;o:;
“method[s] of doing or conducting business, §273(a)(3). Fo ow;gg | more
f confusion, the Federal Circuit changed course, overruling recen e
Yoo d holding that a series of steps may constitute a patentable process only 1
‘Slc'ms'ag to a machine or transforms an article into a different state or thing. This
s ;fine-or«transformadon test” excluded general methods of doing business as
WTI? as, potentially, a variety of other subjects that could be cfalled p.roces:;:ls. .
Tl;e Court correctly holds that the machme-or—tr‘a..nsfoxjn.nation testis ltll;)t . e usrcz «
test for what constitutes a patentable t};;ocess; rather, flt iz ; Scrdl-!t;ailscxl::iz:;:f aﬁ ¢ gsuact
quite wrong, in my view, to suggest that any senes of sh eps L i o
idea or law of nature may constitute a “process” withi the ) E e
in the Court’s opinion to this effect can only cause mischief. The
};‘:Elsl: %vi)\ljrlld have been tophold that petitioner§' mgth(l))d is r:;: atr ;);:;:Eznigeca;ﬁ
i i ly a general method of engaging m busin ‘ —
;:ug;izzllr?;d??dz aregnot patentable. More precisely, althou_gh a pro(ie::,s 1551102 1:2::;1{-
ineligible simply because it is useful for Fonductmg busmf:ss, a claim d,:; NS y
describes 2 method of doing business does not qualify as a "process ug " hist(;
[In Part I of his concurrence, Justice Stevens recounts the procedur: Ty

of the case.]

II.

Before explaining in more detail how Iwould decide this case, Twill czmme}rlx(:
briefly on the Court’s opinion. The opinion is less thap pellucid in molre dt an o <
respect, and, if misunderstood, could result in conﬁlsgp or upset settled areas

~ Thr imi i be clarifying.
the law. Three preliminary observations may

First, the Court suggests that the terms in the Patent Act must bedread as’:l lr;?(]I
speakers use those terms, and not as they have tradm_onaliy been url; er.stood m
the context of patent law. See, e.g., ante, al (terms in §191 rm:st te we(wzten_
light of their “ordinary, contemporary, common me,z,ir"ung Y; ante, & _anl; en
table “method” is any “orderly procedure or pmcess(,i . rffgulal;wat); ;):l" g; pner of

i ing,” or “ dure adopted in investiga
doing anything,” or “set form of proce ‘ ) pse
tion”g(internal quotation marks omitted)). As I will explain at rflorclienitlh 11:13 :,)f]ts
1LI, infra, if this portion of the Court’s opinion were taken literally, the sults
wo:ﬂd bé absurd: Anything that constitutes a series of step; v\:roullc?l’ be }?ateni ;‘Ion

it i i ibed with specificity. But the op

so long as it is novel, nonobvious, and descr ! _
canno%be taken literally on this point. The Court makes this clear “'rhfin it Elclcz]:]ts
that the “atextuzl” machine-or-transformation test, ante,da“t _,tlS ?:tcerprem
i 7 it “violates” the stated "statutory -
important,” anfz, at ., even though it “vio
tioﬁ principles v ante, at __; and when the Court excludes processes that tend to
pre-empt commonly used ideas, see ante, at
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Second, in the process of addressing the sole issue presented to us, the opi-
nion uses some language that seems inconsistent with our centuries-old reliance
on the machine-or-transformation criteria as clues to patentability. Most notably,
the opinion for a plurality suggests that these criteria may operate differently when
addressing technologies of a recent vintage. Sce ante, at ____ ___ {machine-or-
transformation test is useful “for evaluating processes similar to those in the Indus-
trial Age,” but is less useful “for determining the patentability of inventions in the
Information Age™). In moments of caution, however, the opinion for the Court
explains — correctly —that the Court is merely restoring the law to its historical
state of rest. See ante, at ___ (“This Court’s precedents establish that the machine-
or-transformation test is g useful and important clue, an investigative tool, for
determining whether some claimed nventions are processes under §101”). Not-
withstanding this internal tension, T understand the Court's opinion to hold only
that the machine-or-transformation test remains an important test for patentabil-

idea, the Court does not show how this conclusion follows “clear(ly],” ante, ar __,
from our ease law. The patent now before us is not for “[a) principle, in the
abstract,” or.a “fundamental tuth.” Parer . Flook, 437 U8, 584, 589 (1978)

of nature or abstract idea that was embodied by the mathematical forrmula at issue
in Gottschalk v. Benson, 409 US. 63, 67 (1972), and in Flook.

The Court construes petitioners’ claims on processes for pricing as claims on
“the basic concept of hedging, or protecting against risk,” ante, 2t _ _, and thus
discounts the application’s discussion of what sorts of data to use, and how to
analyze those data, as mere “token postsolution components,” ante, at __. In
other words, the Court artificially limits petitioners’ claims to hedging, and

never made clear. One might think that the Court’s analysis means that any pro-
cess that utilizes an abstract idea is #self an unpatentable, abstract ideq, But we have
hever suggested any such rule, which would undermine a host of patentable pro-
cesses. It is true, as the Court observes, that petitioners’ application is phrased
broadly. See ante, at ____ — But claim specification is covered by §112, not §101;
and if a series of steps constituted an unpatentable idea merely because it was
described without sufficient specificity, the Court could be calling into question
some of our own prior decisions.! At points, the opinion suggests that novelty is

1. For example, a rule that broadly-phrased daims cannot constitute pateniable pro-
cesses could call into question our approval of Alexander Graham Belf's famous fifth claim on
“[tlhe method of, and apparaws for, transmitting vocal or other sounds telcgraphically, as
herein described, by causing electrical undulations, similar in form to the vibrations of the air

accompanying the said vocal or other sounds, substantially as set forth,” The Telephone Cases,
126 US. 1, 531 (1888).
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See ante, at __. But the fact that hedging is ‘“ilong p1::3valent in our sy:tex:
tl;e d[‘rllfﬁerce ” z'l;id cannot justify the Court’s conclusxc;n, as lthf tlilraotp::t ;{;n:n r(ti.lcr
o , y i amiliar i1ssufe] of novelty 1
ton o 121437 ‘Ijj()gs r:ztﬁb?g.ogeottllllif points, the opinion for a plurality suggests
§102..~_lf la:n,ai sis tt:lr;;s on the category of patent involved, ‘E‘;ee,_ e, ante,ha{) ;
that 3¢ l(}; use the abstract-idea rule as a “too {1]" to set “a high enoug t
(ml?rrtls csot:g?dering patent applications of this sort”}. But we have never in the pas
e inqui i ubject matter. )
suggestﬁdclha:tﬂl}s ;3311“.1::: l['):iol:f}iydses ; satisfying account of what. constitutes an

The[ab‘i: ai)s[ract i:lea. Indeed, the Court does not even explain 1f.1t is usclﬂlg_
e achs r-transformation criteria. The Court essenufally asserts its COIv
zbe macmni’ﬁoners' application claims an abstract idea. This mode ‘?f analysis (or
fack $at£§f)l may have led to the correct cutcome in this case, but it also means
f::;li thgr(lourt’s musings on this issue stand for very little,

II1.

I agree with the Court that the text of §101 mustolzebtehtehitz;tlgli (}:i?lltn;:i 2{11.r
i I e text must m -
analySSlS-tiAfx I1 (s)};atllln‘zl}gt)llg[l:(’ilgoc;z?rf; ::11 “expansive terms” the subjss[ matter 'ehi
ible Fcfr ;atent protection, as the statute was meant {0 ensurt?] t{l_llag ;{r)lggc;lggt_[;:)sg
: ive a liberal encouragement.”” Diamond v. Ckali.:mbarly, 447 U.S. .t 08309
zf;‘glﬂ) Nonetheless, not every new invention or discovery may be ga;jsn ;M. o
tain things are “free for all to use.” Bonito Boals, Inc. v. Thunder Craft Boats, Inc.,
9). ' _
U.S-'ll;ﬁé ’tel:tlo(flt?i ]E)’atent Act does not on its face give much g:uda‘;cses ’?[;glst:;l;ca:
constitutes a patentable process. The stamte defines the term promaChine Pro-
rt or method [that] includes a new use of a known Pmce'SS’d p _tion, man-
ICEZ.SC,L'ITI‘C composition of maiter, or material.” §1£)0(b}-. E.'Et’ tgl§ t}(:ex;zfore s oo
especiall,y helpful, given that it also uses the term “process” and is
Wha“iAcsl li;caulg r.eakers use the word “process,” it constitutes any series of steps. Bu,tii:
has a.lwayz bre)en clear that, asused in §101, the term doe's not aiefeé ;;Jn ?n ]::ogzj[sim :
the ordinary sense of the word,” Flook, 437 U.S:, at h88; seg also o vi iy
15 How. 252, 268 (1854) (“[TThe term proce:s is often used.m a mors vague sanse,
in which it cannot be the subject of a patent”). Rather, as discus o o
in Part IV, infra, the term “process” (alopg with the deﬁmg\?}xlls gthe Lo that term)
has long accumulated a distinctive meaning in patent la:iv. t gg ey
in the 1952 Patent Act, it was neither {ntended nor understos
series of steps or any way to df) any thing. - arred that because
With that understanding in mind, the_ Government has argL  that because
“a word” in a statute “is given more precise content by tS}162r§§1g294 s Oggg) o
with which it” associates, United States v. Williams, 553 U. .Eamt(,) Categorie,s e
may draw inferences from the fact that “[t]he other three s Iy
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patent-eligible subject matter identified in Section 101 — ‘machine, manufacture,
or composition of matter’ — all ‘are things made by man, and involve technology.”™
Brief for Respondent 26. Specifically, the Government subinits, we may infer “that
the term ‘process’ is limited to technological and industrial methods.” Ibid. The
Court rejects this submission categorically, on the ground that “§100(b) already
explicitly defines the term ‘process.”” Ante, at __. But §100(b) defines the term
“process” by using the term “process,” as well as several other general terms. This
1s not a case, then, in which we must either “follow” a definition, ante, at __, or
rely on neighboring words to understand the scope of an ambiguous term. The
definition itself contains the very ambiguous term that we must define.

In my view, the answer lies in between the Government's and the Court's
positions: The terms adjacent to “process” in §101 provide a clue as to its meaning,
although not a very strong clue. Section 101’s list of categories of patentable sub-
Jject matter is phrased in the disjunctive, suggesting that the term “process” has
content distinct from the other items in the lst. It would therefore be illogical to
“rob” the word “process” of all independent meaning. Moreover, to the extent we
can draw inferences about what is a “process” from common attributes in §101, it is
a dangerous endeavor to do so on the basis of a perceived overarching theme.
Given the many moving parts at work in the Patent Act, there is a risk of merely
confirming our preconceived notions of what should be patentable or of seeing
cornmon attributes that track “the farniliar issues of novelty and obviousness” that
arise under other sections of the statute but are not relevant to §101, Flook, 437
U.S., at 588. The placement of “process” next to other items thus cannot prove
that the term is limited to any particular categories; it does, however, give reason
to be skeptical that the scope of a patentable “process” extends to cover any series
of steps at all. R

The Court makes a more sericus interpretive error. As briefly discussed in
Part II, supra, the Court at points appears to reject the well-settled proposition that
the term “process” in §101 is not a “‘process’ in the ordinary sense of the word,”
Flook, 437 U.S,, at 588, Instead, the Court posits that the word “process” must
be understood in light of its “ordinary, contemporary, common meaning,” ante,
at __ (internal quotation marks omitted). Although this is a fine approach to
statutory interpretation in general, it is a deeply flawed approach to a statute
that relies on complex terms of art developed against a particular historical back-
ground.2 Indeed, the approach would render §101 almost comical. A process for
training a dog, a series of dance steps, a method of shooting a basketball, maybe
even words, stories, or songs if framed as the steps of typing letters or uttering
sounds —all would be patent-eligible. I am confident that the term “process” in
£101 is not nearly so capacious.

So is the Court, perhaps. What is particularly incredible about the Court’s
stated method of interpreting §101 (other than that the method itself may be

2. For example, if this Court were to interpret the Sherman Act according to the Act's
plain text, it could prohibit “the entire body of private contract,” National Soc. of Professional
Engineers v. United States, 435 U.S. 679, 688 (1978).
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patent-eligible under the Court’s theory of §101) is that the Court deviates.fron
own professed commitment to “ordinary, contemporary, common meaning.’
noted earlier, the Court accepts a role for the “atextual” machine-or-transfor
tion “clue.” Ante, at __, __. The Court also accepts that we have “foreclose][:
purely literal reading of §101,” Flook, 487 U.S., at 589, by holding that claims
are close to “laws of nature, natral phenomena, and abstract ideas,” Digmon
Dighr, 450 U.S. 175, 185 (1981), do not count as “processes” under §101, eve
they can be colloquially described as such. The Court attempts to justify this la
exception to §101 as “a matter of statutory stare decisis.” Ante, at . Butit is stra
to think that the very same term must be interpreted literally on some occasy
and in light of its historical usage on others.

In fact, the Court’s understanding of §101 is even more remarkable bec:
its willingness to exclude general principles from the provision’s reach is in ten:
with its apparent willingness to include steps for conducting business. The hls
of patent law contains strong norms against patenting these two categorie
subject matter. Both norms were presumably incorporated by Congress into
Patent Act in 1952.

Iv.

Because the text of §101 does not-on its face convey the scope of patent
processes, it is necessary, in my view, to review the history of our patent lat
some detail. This approach yields 2 much more straightforward answer to this.
than the Court's. As [ read the history, it strongly supports the conclusion th
method of doing business is not a "process” under §101.

1 am, of course, mindful of the fact that §101 "is a dynamic provi
designed to encompass new and unforeseen inventions,” and that one must th
fore view historical conceptions of patent-eligible subject matter at an appro
ately high level of generality. JEM. Ag Supply, 534 U.S., at 135. But |
nonetheless significant that while people have long innovated in fields of busir
methods of doing business fall outside of the subject matter that has “historic
been eligible to receive the protection of our patent laws,” Diehr, 450 U.S., at’
and likely go beyond what the modern patent “statute was enacted to prot
Flook, 437 U.S., at 593, It is also significant that when Congress enacted the I
Patent Act, it did so against the background of a well-settled understanding th
series of steps for condueting business cannot be patented. These considerat
ought to guide our analysis. As Justice Holmes noted long ago, somefimes, “af
of history is worth a volurne of logic.” New York Trust Co. v. Eisner, 256 U.S. !
849 (1921).

English Backdrop

The Constitution’s Patent Clause was written against the “backdrop” of ¥
lish patent practices, Graham v. John Deere Co. of Kansas City, 383 U.S. 1, 5 (19
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and-early American patent law was “largely based on and incorporated” features of
the English patent system, E. Walterscheid, To Promote the Progress of Useful
Arts: American Patent Law and Administration, 1789-1836, p- 109 (1998) (here-
inafter Walterscheid, To Promote the Progress). The governing English law, the
Statute of Monopolies, responded to abuses whereby the Crown would issue letters
patent, “granting monopolies to court favorites in goods or businesses which had
long before been enjoyed by the public.” Graham, 383 U.S., at 5,

Although it is difficult to derive a precise understanding of what sorts of
methods were patentable under English law, there is no basis in the text of the
Statute of Monopolies, nor in pre-1790 English precedent, to infer that business
methods could qualify. There was some debate throughout the relevant time per-
tod about what processes could be patented. But it does not appear that anyone
seriously believed that one could patent “a method for organizing human activity.”
545 F.3d, at 970 (Dyk, I, concurring). [From footnote; See also Pollack, The
Multiple Unconstitutionality of Business Method Patents: Common Sense, Gon-
gressional Consideration, and Constitutional History, 28 Ruigers Computer &
Tech. L]. 61, 94-96 (2002) (hereinafter Pollack) (describing English practice).].

There were a smail number of patents issued between 1623 and 1790 relatin g
to banking or lotteries and one for a method of life Insurance, but these did not
constitute the “prevailling]” “principles and practice” in England on which our
patent law was based, Pennock v. Dialogue, 2 Pet. 1, 18 (1829). Such patents were
exceedingly rare, and some of them probably were viewed not as inventions or
discoveries but rather as special state privileges that until the mid-1800's were
recorded alongside inventions in the patent records, see [C. MacLeod, Inventing
the Industrial Revolution: The English Patent System, 1660-1800 (1988), at pp-
1-2] (explaining that various types of patents were listed together). It appears that
the only English patent of the time that can fairly be described as a business
method patent was one issued in 1778 on a “Plan for assurances on lives of persons
from 10 to 80 years of Age.” Woodcroft 324. And “[t]here is no indication” that this
patent “was ever enforced or its validity tested,” 545 F.5d, at 974 (Dyk, ., con-
curring); the patent may thus have represented little more than the whim — or
error——-of a single patent clerk.

In any event, these patents (or patent) were probably not known to the Fra-
mers of early patent law. In an era before computerized databases, organized case
law, and treatises, the American drafters probably would have known about parti-

cular patents only if they were well publicized or subject to reported litigation, So
far as T am aware, no published cases pertained to patents on business methods.

- Also noteworthy is what was not patented under the Fnglish system. During
the 17th and 18th centuries, Great Britain saw innovations in business organiza-
tion, business models, management techniques, and novel solutions to the chal-
lenges of operating global firms in which subordinate managers could be reached
only by a long sea voyage. Few if any of these methods of conducting business were
patented. [citing Pollack 97-100 and other sources, including Ronald Harris, The
Bubble Act: Its Passage and its Effects on Business Orgariization, 54 J. Econ. Hist,
610, 624-625 (1994)], :
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Early American Patent Law

At the Constitutional Convention, the Founders decided to give gongressga
that it might “promote the Progress of . . . useful Arts.” Art. 1, §8,
e e 1 his do know that the Clause
5 8. There is little known history of that Clause. We do know y
< .d without objection or debate. This is striking because other propose
e ch as a power to grant charters of incorporation, generated dl_scusspn
powerst,hsuf ar that they might breed “monopolies.” Indeed, at the ratification
e se some States recommended amendments that would have prohibited
conveﬂt;: r11ﬁr,()m granting “exclusive advantages of commerce.”” If the original
Sr?:lleg:setanding of the Patent Clause included tl}edauthority to patent methods of
i i it might not have passed so quietly.
domIg blll;ggasii(;;lgnrtegss passed thepﬁrst Patent Act. . .. [Wje know that the_ term
. ﬁﬁ arts” ’was used in the founding era to refer to mam‘;facturmg and similar
usel' d trades. See ... Thomas, The Patenting of the Liberal Profess:c.)ns,‘ 40
aBI;I:t:)‘il Collegé L.Rev. 1139, 1164 (1999) (“[The lf'ramers of the (llonstltufui)l?g
undoubtedly contemplated the industriﬁi, mechaltzll_;;;ala;l::jm?::?:h grftsuc; one
i Century, in conirast to the seven ‘liber and
iﬁ,%ﬁiﬁg leamirlfg”). Indeed, just dfiys before th(? C;onsumtmnal Corg;r:‘;
tion, one delegate listed examples of Amenf:an progress in fn?nufa;tuﬁesi:; e
useful arts,” all of which involved the creation or transformation o pfyjim sub-
stances. See T. Coxe, An Address to an A§sen1bly of _thc I*Tnends o he "
Manufactures 17-18 (1787) (listing, infer alia, meal, shlps,‘ liquors, ;(;l:as ,Sgs'léls)
powder, paper, starch, articles of iron, stone wourk, carriagfs, an . zirnender:
Numerous scholars have suggested that the term us:eful arts” was wide yhu o
stood to encompass the fields that we would now describe as relaur_xg_ todt.e;h n(_)ca%'z
or “technological arts.” [Citing, inter alia, Samuelsor, Benson Rewsl_l{tei : ; ;:nven—
Against Patent Protection for Algor;thrasgggt)d]Other Computer-Relate ,
i ? L.]. 1025, 1033, n. 24 . _
tlons&ﬁgs??e?dws su{zh as business and finance were not generally Fonadered ngg
of the “useful arts” in the founding Era. Se‘_:, g The Fedﬁerahst Nof._S,cl p.t
(C. Rossiter ed, 1961) (A.Hamilton} (distinguishing between tl_le arts c1)7;r15 111;%,
and the science of finance™); 30 The Writings of George“ Washington , - beer;
p. 186 (J. Fitzpatrick ed. 1939) {writing in a letter that “our commerce has cen
considerably curtailed,” but “the useful arts lzave been almost ungei"cgpt e
pushed to a considerable degree of perfection”). In‘_:leed,_the same de egate 0
the Constitutional Convention who gave an address in which he liste Frmm[;{ °
in the useful arts distinguished between those arts art‘d the conduct of ’ti;gsgless. o
explained that investors were now attracted to the malnufzjtctures 311(1 I:'t e k;xsznd
arts,” much as they had long invested in “commerce, navigation, stocf s, ban O,f nd
insurance companies.” T. Coxe, A Statement of the Arts and M;‘mu aScturei) the
United States of America for the Year 1810, (1814), in 2 American State Fapers,
1 32).
Fmarslgfniﬁs(?(‘:hiﬁirillglafe} remarked, as did Tholr}as Jefferson, that eaﬁ'ly patent
statutes neither included nor reflected any serious debate about {;Oespérgcgf
scope of patentable subject matter. See, e.g., Graham, 383 U.S,, at 9-10, Ct.
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684 (discussing Thomas Jefferson’s observations). It has been suggested, howgver,
that “[pJerhaps this was in part a function of an understfmdmg—shared widely
mbng legistators, courts, patent office officials, and inventors— about what
patents were meant to protect. Everyone knew that manufactures and machines
were at the core of the patent system.” Merges, Property Rights for Business
Concepts and Patent System Reform, 14 Berkeley Tech. L.J. 577, 585 (1999)
(hereinafier Merges). Thus, although certain processes, such as those related to
the technology of the time, might have been considered patentable, it is possible
that “[a]gainst this background, it would have been seen as absurd for an entre-
prencur to file a patent” on methods of conducting business. fbid,

Development of American Patent Law

During the first years of the patent System, no patents were issued on methods
of doing business. Indeed, for some tie, there were serious doubts as to “the
patentability of processes per se,” as distinct from the physical end product or the
tools used to perform a process. Id,, at 581-582,

Although courts occasionally struggled with defining what was a patentable
“art” during those 160 years, they consistently rejected patents on methods of
doing business. The rationales for those decisions sometimes varied. But there
was an overarching theme, at least in dicta: Business methods are not pateniable
arts. See, e.g., United States Credit Sys. Co. v. American Credit Indem. Co., 53 F. 818,
819 (CCSDNY 1893) (“method of insuring against loss by bad debts” could not be
patented “as an art”); Hotel Security Checking Co. v. Lovraing Co., 160 F. 467, 469
(C.A2 1908) (“A system of ransacting business disconnected from the means for
cartying out the system is not, within the most liberal interpretation of the term, an
art”); Guthrie v. Curlett, 10 F.2d 725, 726 (C.A.2 1926) (method of abbreviating rail
tariff schedules, “if it be novel, is not the kind of art protected by the patent acts™);
In re Patton, 127 F.2d 324, 327.895 (CCPA 1942) {bolding that novel “interstate
and national fire-fighting system’™ was not patentable because, inter alia, “a system
of transacting business, apart from the means for carrying out such system is not”
an art within the meaning of the Patent law, “nor is an abstract idea or theory,
regardless of its importance or . .. ingenuity™); Loew’s Drive-in Theatres, Inc. v,
Park-in Theatres, Inc., 174 F.24 547, 552 (C.A.1 1949) (“[A] system for the transac-
tion of business, such, for example, as the cafeteria system for transacting the
restaurant business . . . however novel, useful, or commercially successful is not
patentable apart from the means for making the system practically useful, or
carrying it owt”); Joseph E. Seagram & Soms, Inc. . Marzall, 180 F.2d 26, 23
(C.A.D.C.1950) (method of focus-group testing for beverages is not patentable
subject matter); see also In re Howard, 55 C.C.P.A 1121, 394 F.2d 869, 879
(CCPA 1968) (Kirkpartrick, J+ concurring) (explaining that a “method of doing
business” cannot be patented). Between 1790 and 1952, this Court never
addressed the patentability of business methods. But we consistently focused
the inquiry on whether an “art” was connected to a machine or physical transfor-

mation, an inquiry that would have excluded methods of doing business,

20

3. Patent Law

By the early 20th century, it was widely unde?stood th_at a series of sltel;1\§ tfo;
onducting business could not be patented. A Eeadmg n;eatlse, for example, liste
E‘s stems’ of business” as an “unpatentable subjec[t].” 1 A. Deller, Walker on

Pajt/ents §18, p. 62 (1937) [and citing other sources].

Modern American Patent Law

2, when Congress updated the patent laws as part of its ongoing
projg;]tntt)l ?ivise the Uniteg; States Code, it change@ the operative lafn“guagzsl;:
101, replacing the term “art” with “process” and adding a definition of “proc

“ " §100(b).
©r Tl;:;c::li’ng; v(:rl;;srll n?lg:lzdt:ofclari(;)and did not alter the scope of a patentab.le
“process.” See Diehr, 450 U.5,, at 184. The new termi:_lology was added“onl’),r [l)n
recognition of the fact that courts had been interpreting the cg:iegtc;lry :-.u:SSi Y
using the terms “process or method”; Congress thus wanted to avoi e ne;1 j ty
of explanation that the word *art’ as used in this place. means ‘process 371: 9m'e 0 r.d
S.Rep. N0.1979, 82d Cong., 2d Sess., 5 (1952) (heremaft.er S.Rep. 1 q ); a]cggg) ,
H.R.Rep. No.1923, 824 Cong., 2d Sess., 6 (1952) (herema.fter H.R. Rep. até

It appears that when Congress changed the language in §101 to tiqc?r{)'oier-
the prevailing judicial terminology, it merely codified the prevall_llng E]iu aflaa u} o
pretation of that category of subject matter. Indeed, 051(_3 of the mamﬂr tc;‘ll‘f o fhe
Act explained that the definition of the term “process” in §100(_b). re ec;:j hotw (he
courts have construed the term ‘art.”” Tr. of address by Judge Giles S. Rich to
New York Patent Law Association 7-8 (Nov. 6, 1952).

“Anything Under the Sun”

ite strong evidence that Congress has consistently authorized patents for
a lim]i)tzsc{:.class of s%lbject matter and that the 1952 Act did not alte.r [llle nl:;lture ;)rf
the then-existing limits, petitioners and their amici emphasize a smgb ep rasetter
the Acts legislative history, which suggests that the statutory sul _];Ct ' tr_na er
“include[s] anything under the sun that is t.nade by man. Brief forw;; 10? 5
19 (quoting Chakrabarty, 447 U.S,, at 309, in turn quoting S. I;e[;;. [l;aa[ >
Similarly, the Court relies on language ﬁ;}_m our SOPHH(;I ;nt Chakrabarty
i his piece of legislative history. See ante, —_ o
base%?s E:fi;gzletis :nli)splaced. Vge have never understood that piece Of: lftzﬁlslatwe
history to mean that any series of steps is a pat_entable process. Indeed, if at werle
50, then our many opinions analyzing what is a patentable process v;e]rc .51Imt|i3vz
wastes of pages in the U.S. Reports. And to accept that errant piece o ?gls ae e
history as widening the scope of the patent law would contradict other i:l enc o
the congressional record, as well as our presumption t_hat the 1952 51(:)t Ix}l;r a)é
codified the meaning of “process” and did not expand it, see Dichr, 4 8.,
184.Taken in context, it is apparent that the quoted language has a"far less expan-
sive meaning. The full sentence in the Committe_e Reports reads: “A person ncllay
have ‘invented’ a machine or a manufacture, which may include anything under
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the sun that is made by man, but it is not necessari
a , sarily patentable und ti
unless the conditions of [this} title are fulfilled.” S.Rep.1979, at 5; Hell;s ‘l;ce;) l119‘12031
at 6. 'Vxewed“as a V\fhole, it seems clear that this language does not purp.ort t(;
explain that “anything under the sun” is patentable. Indeed, the language ma
be u£'derstood to state t.h:e exact opposite: that “[a] person may have ‘invented’ ’
;imoi llglg”u;ier the sun, tl;)lut that thing “is not necessarily patentable under sec
. us, even m the Chakrabarty opinion, which relied on thi .
) : , th
cautioned that the 1952 Reports did not “suggest that §101 has no limlistsq;] Ori’ it
embraces every discovery.” 447 U.S., at 309, F
. thlfglifl(;\;zz;l egvzrfl if the lan.guagi-_ in the Committee Reports was meant to flesh
o any portton of §101, it did not purport to defi
process.” The language refers only to “manufa " el
_ I € cture[s]” and “machinefs],” tangi-
lt;iet([)b_]ects made by man.” It does not reference the “process” category{io]f suall:']egclt
m:n::)r (Tn!clw ?ould a process be comfortably described as something “ma,dej by
. 'The language ma i
v o g 1gu ot y also be understood merely as defining the term
The 1952 Act, in short, cannot be
Act, . understood as expanding the sco {
:}])sage?t?ble stib_]ect matter by sugge§ting that any series of steps mgy be patgftc(:i
process” under §101. If anything, the Act appears to have codified the con-

CIUSIOH that Sllblect matter Whl(]l w u, (ICI 00d not to l)e palelltahle n 19‘52 was
as v St d

* &

beue??;;? Saft;;e(;srtl (tiI;etd;lys.of Assyyrian merchants, people have devised better and
CLbusiness. Yet it appears that neither the P
early patent law, nor the current $101 ¢ ity andermoe o
) ontemplated or was publicly und
mean that such innovations are i m et 1o gotine
L t Ppatentable. Although it may be diffi
with precision what is a patentable i ’ e historical s
] process” under §101, the historical cl
verge on one conclusion: A business method is not a “prc the extent
: tusi ot a "process.” And to the ext
321 ;Zlder: 1st.amfi11gulllty, we should be mindfil of our judicial role “Wle Tn‘:;:
aunousty when we are asked to extend pat ights” into
the Patent Act likely was not “cnact, Flooh, 435 115 at 506, 565, 1o
i ed to protect,” Flook, 437 U.S., at 596, 593, 1
we crea:le alegal regume that Congress never would have endorsed, and tI;at ca’n ‘13)5;
repaired only by disturbing settled property rights. 7

V.

. Despite the strong historical evidence that a method of doing business does
C(()mf:);lls;utute a “process under §101, petitioners nonetheless argue —and the
Do 5 Egteslt:'llél dl(ita, ante, at __ —that a subsequent law, the First Inventor
patel_ltablec ;rief%g, 1;1:1st be reag 9togethf:r" with §101 to make business methods
. r Petitioners 29. This argument utilizes a flawed m
. . - ed
stanitory interpretation and i1gnores the motivation for the 1999 Act. method of

22

3. Patent Law

In 1999, following a Federal Circuit decision that intimated business methods
could be patented, see State Street, 149 F.3d 1368, Gongress moved quickly to limit
the potential fallout. Congress passed the 1999 Act, codified at 35 U.5.C. §273,
which provides a limited defense to claims of patent infringement, see §273(b),
regarding certain “method[s] of doing or conducting business,” §273(a)(3).

It is apparent, both from the content and history of the Act, that Congress did
pot in any way ratify State Street (or, as petitioners contend, the broadest possible
reading of State Street). The Act merely limited one potential effect of that decision:
that businesses might suddenly find themselves liable for innocently using meth-
ods they assumed could not be patented. The Act did not purport to amend the
limitations in §101 on eligible subject matter. Indeed, Congress placed the statute
in Part IIT of Title 35, which addresses “Patents and Protection of Patent Rights,”
rather than in Part I1, which contains §101 and addresses “Pateniability of Inven-
tions and Grant of Patents.” Particularly because petitioners’ reading of the 1999
Act would expand §101 to cover a category of processes that have not “historically
been eligible” for patents, Diehr, 450 U.S., at 184, 101 8.Ct. 1048, we should be
Joathe to conclude that Congress effectively amended §101 without saying so
clearly. We generally presume that Congress “does not, one might say, hide ele-
phants in mouseholes.” Whitman v. American Trucking Assns., Inc., 531 US. 457,
468 (2001).

The Act therefore is, at best, merely evidence of 1999 legislative views on the
meaning of the earlier, 1952 Act. “[Tlhe views of a subsequent Congress,” how-
ever, “form a hazardous basis for inferring the intent of an earlier one.” United
States v. Price, 361 U.8. 304, 313 (1960). When a later statute is offered as
“an expression of how the ... Congress interpreted a statute passed by another
Congress . . . a half century before,” “such interpretation has very litele, if any,
significance.” Rainwater v. United States, 356 U.S. 590, 593 (1958).

Furthermore, even assuming that Congress' views at the murn of the 2kst
century could potentially serve as a valid basis for interpreting a statute passed
in the mid-20th century, the First Inventor Defense Act does not aid petitioners
because it does not show that the later Congress itself understood §101 to cover
business methods. If anything, it shows that a few judges on the Federal Circuit
understood §101 in that manner and that Congress understood what those judges
had done. The Act appears to reflect surprise and perhaps even dismay that
business methods might be patented. Thus, in the months following State Street,
congressional authorities lamented that “business methods and processes . . . until
recently were thought not to be patentable,” H.R Rep. No. 106-464, p. 121 {1999);
accord, HLR Rep. No. 106-287, pt. 1, p. 31 (1999). The fact that Congress decided
it was appropriate to create a new defense to claims that business method patents
were being infringed merely demonstrates recognition that such claims could
create a significant new problem for the business community.

The Court nonetheless states that the 1999 Act “acknowledges that there may
be business method patents,” thereby “clarify(ing]” its “understanding” of §101.
Ante, at ____. More specifically, the Court worries that if we were to interpret the
1952 Act to exclude business methods, our interpretation “would render §273
meaningless.” /bid. 1 agree that “[a] statute should be construed so that effect is
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given to all its provisions.” Corley v. United States, 556 U.S. __, 129 8.Ct. 1558
15316 (201(_)19) (Etelgal quotation marks omitted). But it is a different matter altoj
ether when the Court construes i
giﬁ‘erem e oS st one statute, the 1952 Act, to give effect to a
Pue another way, we ordinarily assume, quite sensibly, that Congress would
not in one statute include two provisions that are at odds with each other. But as
this casc shows, that sensible reasoning can break down when applied to different
statutes. The 1999 Act was passed to limit the impact of the Federal Gircuit's then-
recent statements on the 1952 Act. Although repudiating that judicial dictum (as
we sl}ould) might effectively render the 1999 Act a nullity going forward, such a
helding would not mean that it was a nullity when Congress enacted it. Sect,ion 273
may have been a technically unnecessary response to confusion about patentable
subject matter, but it appeared necessary in 1999 in light of what was being dis-
cussed in legal circles at the time. ¢
In light of its history and purpose, I think it obvious that the 1999 Congress
woulFl_never have enacted §273 if it had foreseen that this Court would rely on the
provision as a basis for concluding that business methods are patentable. Section
273 1s a red herring; we should be focusing our attention on §101 itself

VI

bl The constitu_tio_nally mandated purpose and function of the patent laws
uz;:;r§ ;iafl: conclusion that methods of doing business are not “processes”
‘The Constitution allows Congress to issue patents “ft]o promote the Progress
qf._. .gscful Arts,” Are. 1, §8, cl. 8. This clause “is both a grant of power and a
llmlmmon.”‘ Grahmfz, 383 US., at 5. It “reflects a balance between the need to
encourage innovation and the avoidance of monopolies which stifle competition
w1|:h_out any concomitant advance in the ‘Progress of Science and useful Arts.”
Bonito Boats, 489 U.S., at 146. Thus, although it is for Congress to “implement tl"lf:
stated purpose of the Framers by selecting the policy which in its judgment best
effectuates the constitutional aim,” Graham, 383 U.S., at 6, we interpret ambiguous
patent laws as a ser of rules that “wee[d] out those inventions which would not be
“dlsciosed or devised but for the inducement of a patent,” 4#d.,, at 11, and that
embod[y]’j 'the “careful balance between the need to promou’e innox;ation and
the recognition th'at imitation and refinement through imitation are both neces-
Zﬁt;lg?gfr; tltizlé'and the very lifeblood of a competitive economy,” Bonito
Although there is certainly disagreement about the need for patents, scholars
generally agree that when innovation is expensive, risky, and easily copiéd inven-
tors are less likely to undertake the guaranteed costs of innovation in o'rder to
obtain the mere possibility of an invention that others can copy. Both common
sense and recent economic scholarship suggest that these dynamics of cost, risk
and reward vary by the type of thing being patented. [See, ¢.g., Burk & Le;nleyj
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Policy Levers in Patent Law, 89 Va. L.Rev. 1575, 1577-1589 (2008} (hereinafter
Burk & Lemley).]

Many have expressed serious doubts about whether patents are necessary to
encourage business innovation. [See, e.g., Burk & ELemley 1618; ); Dreyfuss, Are
Business Methods Patents Bad for Business? 16 Santa Clara Computer & High
Tech. L.]. 263, 274-277 (2000}; Posner, The Law and Economics of Inteliectual
Property, 131 Daedalus 5 (Spring 2002).]. Although counterfactuals are a dubious
form of analysis, T find it hard te believe that many of our entreprencurs forwent
business innovation because they could not claim a patent on their new methods.

“{CJompanies have ample incentives to develop business methods even with-
out patent protection, because the competitive marketplace rewards companies
that use more efficient business methods.” Burk & Lemley 1618. Innovators often
capture advantages from new business methods notwithstanding the risk of others
copying their innovation. Some business methods oceur in secret and therefore
can be protected with trade secrecy. And for those methods that occur in public,
firms that innovate often capture long-term benefits from doing so, thanks to
various first mover advantages, including lockins, branding, and networking
effects. [See Burk & Lemley 1618; Dreyfuss 275. Concededly, there may some
methods of doing business that do not confer sufficient first-mover advantages.
See Abramowicz & Duffy, Intellectual Property for Market Experimentation, 83
N.Y.U. & ensp;L.Rev. 837, 340-342 (2008).] -

The primary concern is that patents on business methods may prohibit a wide
swath of legitimate competition and innovation. As one scholar explains, “it is
useful to conceptualize knowledge as a pyramid: the big ideas are on top; specific
applications are at the bottom.” Dreyfuss 275. The higher up a patent is on the,
pyramid, the greater the social cost and the greater the hindrance to further
innovation. [See Merges & Nelson, On the Complex Fconomics of Patent
Scope, 90 Colum. T.. Rev. 839, 873-878 (1990).]

If business methods could he patented, then many business decisions, no
matter how small, could be potential patent violations. Businesses would either
live in constant fear of litigation or would need to undertake the costs of searching
through patents that describe methods of doing business, attempting to decide
whether their imnovation is one that remains in the public domain. See Long,
Information Costs in Patent and Copyright, 90 Va. L.Rev. 465, 487-488 (2004)

[See also P. Menell & S. Scotchmer, Intellectual Property Law, in 2 Handbook of
T.aw and Economics 1500-1501, 1506 (M. Polinsky & S. Shavell eds.2007).]1

* ¥ Ok

The constitutional standard for patentability is difficalt to apply with any
precision, and Gongress has significant discretion to “implement the stated pur-
pose of the Framers by selecting the policy which i its judgment best effectuates
the constitutional aim,” Grakam, 383 U.S., at 6, 86 5.Ct. 684. But Congress has not,
either explicitly or implicitly, determined that patents on methods of doing busi-
ness would effectuate this aim. And as I understand their practical consequences, it
is hard to see how they would.
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VII.

“The Constitution grants to Congress an important power to promote innovation. In-

its exercise of that power, Congress has established an intricate system of intellectual
property. The scope of patentable subject matter under that system is broad. But it is
not endless. In the absence of any clear guidance from Congress, we have only
limited textual, historical, and functional clues on which to rely. Those clues all
point toward the same conclusion: that petitioners’ claim is not a “process” within
the meaning of §101 because methods of doing business are not, in themselves,
covered by the statute. In my view, acknowledging as much would be a far more
sensible and restramed way to resolve this case. Accordingly, while I concur in the
Jjudgment, I strongly disagree with the Court’s disposition of this case.

Justice BREYER, with whom Justice SGALIA joins as to Part II, concurting in the
judgment. '

L

I agree with Justice STEVENS that a “general method of engaging in business
transactions” is not a patentable “process” within the meaning of 35 U.S.C. §101.
Ante, at __ (STEVENS, ]., concurring in judgment). This Court has never before
held that so-called “business methods” are patentable, and, in my view, the
text, history, and purposes of the Patent Act make clear that they are not. Ante,
at __ _ . 1 would therefore decide this case on that ground, and 1 join Justice
STEVENS’ opinion in full.

I write separately, however, in order to highlight the substantial agreement
among many Members of the Court on many of the fundamental issues of patent
law raised by this case. In light of the need for clarity and settled law in this highly
technical area, T think it appropriate to do so.

II.

In addition to the Court’s unanimous agreement that the claims at issue here
are unpatentable abstract ideas, it is my view that the following four points are
consistent with both the opinion of the Court and Justice STEVENS' opinion con-
curring in the judgment:

First, although the text of §101 is broad, it is not without limit. See ante, at

- . (opinion of the Court); ante, at __ {STEVENS, J., concurring in judgment). “[T]
he underlying pelicy of the patent system [is] that ‘the things which are worth to
the public the embarrassment of an exclusive patent,’ ... must outweigh the
restrictive effect of the limited patent monopoly.” Grakam v. John Deere Co. of
Kansas City, 383 U.S. 1, 10-11 (1966) (quoting Letter from Thomas Jefferson to
Isaac McPherson {Aug. 13, 1813), in 6 Writings of Thomas Jefferson 181
(H. Washington ed.)). The Court has thus been careful in interpreting the Patent
Act to “determine not only what is protected, but also what is free for all to use.”
Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U.S. 141, 151. In particular, the

’
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Court has long held that “{p/henomena of nature, though just discovered, mental
processes, and abstract intellectual concepts are not patentable” under §101, since
allowing individuals to patent these fundamental principles would “wholly pre-
empt” the public’s access to the “basic tools of scientific and technological work.”
Gottschalk ». Benson, 409 U.S. 63, 67, 72.

Second, in a series of cases that extend back over a century, the Court has
stated that “[tjransformation and reduction of an article to a different state or
thing is the alue to the patentability of a process claim that does not include parti-
cular machines.” Diehr, supra, at 184 (emphasis added; internal quotation marks
omitted). Application of this test, the so-called “machine-or-transformation test,”
has thus repeatedly helped the Court to determine what is “a patentable "process.”™
Flook, supra, at 589,

Third, while the machine-or-transformation test has always been a “useful and
important clue,” it has never been the “sole test” for determining patentability. Anfe, -
at __;see also anfe, at ___ (STEVENS, J., concurring in judgment); Benson, supra, at 71
(rejecting the argument that “no process patent could ever qualify” for protection
under §101 “if it did not meet the [machine-or-transformation] requirements”).
Rather, the Court has emphasized that a process claim meets the requirements of
§101 when, “considered as a whole,” it “is performing a function which the patent
laws were destgned to protect {e.g., transforming or reducing an article to a different
state or thing).” Diehr, supra, at 192. The machine-or-transformation test is thus an
smportant example of how a court can determine patentability under §101, but the
Federal Circuit erred in this case by treating it as the exclusive fest.

Fourth, although the machine-or-transformation test is not the only test for
patentability, this by no means indicates that anything which produces a “‘useful,
concrete, and tangible result,” State Street Bank & Trust Co. v. Signature Financial
Group, Ine., 149 F.3d 1368, 1373 (C.A Fed. 1998), is patentable. “[T]his Court has
never made such a statement and, if taken literally, the statement would cover
instances where this Gourt has held the contrary.” Laboratory Corp. of America Hold-
ings v. Metabolite Laboratories, Inc., 548 11.5. 124, 136 (2006) {BREYER, J., dissenting
from dismissal of certiorari as improvidently granted). Indeed, the introduction of
the “useful, concrete, and tangible result” approach to patentability, associated
with the Federal Circuit’s State Street decision, preceded the granting of patents
that “ranged from the somewhat ridiculous o the truly absurd.” In re Bilski, 545
F.8d 943, 1004 (C.A.Fed. 2008) (Mayer, ]., dissenting)(citing patents on, inter alia,
a “method of training janitors to dust and vacuum using video displays,” a “system
for toilet reservations,” and a “method of using color-coded bracelets to designare
dating status in order to limit ‘the embarrassment of rejection™).

In sum, it is my view that, in reemphasizing that the “machine-or-
transformation” test is not necessarily the sole test of patentability, the Gourt
intends neither to de-emphasize the test’s usefulness nor to suggest that many
patentable processes lie beyond its reach.

111.

With these observations, I concur in the Court’s judgment.
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