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l. Introduction: A change of perspective

... virtually all top Chinese officials are trained as engi-
neers. Inthe words of [former] Intel CEO Barrett, “they get
it,” they understand the linkages of technology development
to manufacturing, university, and infrastructure “eco-sys-
tems.”!

There is a disconnect between the academic ap-
praisals of China’s Intellectual Property System (IPS) and the
pace at which Multinational Companies (MNCs) are com-
mencing research operations in China. The consensus a-
mong academic analysts is that the content of the Chinese
Intellectual Property (IP) laws meets or exceeds the stan-
dards of protection China is obligated to provide under
TRIPS Agreement?, but enforcement remains inadequate
and ineffective because the Chinese government does not
take enforcement seriously®. The net effect, according to the
academic analysts, is that MNCs have been reluctant to in-
vest in China fearing the loss of valuable IP*. Yet, as evi-
denced by the estimated 980 MNCs with R&D operations in

China, China is attracting a significant amount of R&D invest-
ment?.

As an example, in March 2007 the current Intel Presi-
dent and CEO, Paul S. Otellini, announced Intel's plans to
invest US$2.5 billion to build a microchip fabrication plant in
Dalian China®. According to The New York Times Intel has
only seven other microchip fabrication plants of comparable
sophistication in the world. China’s People’s Daily reported
that in order to help staff this new facility Intel has partnered
with local government and Dalian University to organise
training and curriculum development’, adding a transfer of
expertise to the investment.

Between 2000 and 2005 Matsushita (the parent compa-
ny of Panasonic) launched more new R&D operations in Chi-
nathan it did at home in Japan®. The benefits of these and
similar investments are already being realised as operations
in China have taken the lead in R&D in a number of high-
technology sectors®. Moreover, the R&D investments have
not been restricted to the high-technology industry sectors.
A number of global automakers have recently started R&D



operations in China, with none other than American stalwart
General Motors as the most aggressive in transferring tech-
nology to China™. Plus, familiar names in the pharmaceutical
industry, such as Johnson & Johnson and Novartis, have al-
so made significant R&D investments in China'. And after
the United States, China is now the second largest state
sponsor of R&D, having allocated US $136 billion for re-
search in 2007%. As a percentage of GDP China’s R&D in-
vestment is expected to rise from 1.34% in 2005 to 2.5% by
2020%,

Despite the influx of significant R&D investments, a re-
view of the academic literature reveals a lot of cynicism
about the adequacy of China’s IPS™. The explanation for this
dichotomy is that the previous work has been based on an
overly inclusive analytical framework, which has created
misleading characterizations about how effectively industrial
innovation can be protected by patent in China. In other
words, the analysis of the patent system that is available is
based on a wholesale analysis of the entire Chinese IPS,
leaving the details of China’s patent enforcement system un-
der-researched®™. As such, there are a number of deficien-
cies in the previous work that need to be addressed before
moving forward in this area.

The deficiencies in the previous work include the fol-
lowing. First, as already noted, previous evaluations of Chi-
na's patent enforcement system have been subsumed in a
wholesale analysis of the entire Chinese IPS. This may be
the most significant flaw in the previous work because it is at
the root of many of the other deficiencies identified. Second,
the efficacy of patent enforcement in China has been dis-
counted based on speculation arising from problems en-
countered in trademark and copyright enforcement™. Third,
the previous work has neglected the inherent institutional
structure and division of labor created to procure and en-
force the different types of IP rights”. Fourth, the previous
work has failed to adequately explain aspects of China’s dual
track patent enforcement system™. Fifth, the previous work
has analyzed China’s judicial patent enforcement track from
a common law perspective® and overlooked law creation
within the Chinese judiciary®. Sixth, there is a conspicuous
lack of empirical evidence supporting the allegations of local
protectionism by the judiciary?'.

This paper aims to address these deficiencies and pro-
vide a first step towards a comprehensive analysis of the
patent enforcement system in China. Pursuant to these
goals, the guidelines prescribed by Pitman B. Potter for ex-
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amining the development of institutional competency within
China’s legal system are followed®. According to Potter the
four primary factors to examine when evaluating the devel-
opment of institutional competency include: institutional pur-
pose, geographic location, institutional orientation and cohe-
sion. In addressing the broader aims of this paper these four
factors are evaluated in order to gauge the level of institu-
tional competency within China’s patent enforcement sys-
tem. It is worth noting at the outset that the Chinese patent
enforcement system does not mirror the US system, which
relies on the development of the common law for effective
patent enforcement. Thus, it is necessary to evaluate the
Chinese system without applying common law standards in
order to understand how the institutional competency re-
quired for effective patent enforcement is developing®.

The remainder of this paper is structured as follows.
Section Il introduces practical and theoretical arguments for
why patent enforcement should be evaluated separately in
China. Section Il reviews China’s economic incentives to
provide effective patent enforcement as a way to develop
and entrench comparative advantages. Section IV de-
scribes the organization and operation of the Chinese patent
enforcement system, the sources of law, and the law creation
function of the judiciary. Section V provides concluding re-
marks and suggests for future work.

II. Focusing on judicial
patent enforcement in China

The previous analysis of China’s patent enforcement
system that is available is based on a wholesale analysis of
the entire Chinese IPS in which trademark and copyright vio-
lations are the underlying focus. As a result, the conclusions
drawn regarding patent enforcement are misleading. This
section provides a preliminary explanation for distinguishing
judicial patent enforcement from the enforcement of other IP
rights in China in regard to subject matter, the underlying
patent policy and current enforcement trends in China.

1. Subject matter

The categorization of IP rights is based on the subject
matter protected, and this categorization is codified in the
TRIPS agreement signaling global acceptance in the matter.
With the sole and limited exception of trade-secret law only
the patent right provides meaningful protection for industrial
innovation. Trademark and copyright laws do not protect in-
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dustrial innovation. While it is acknowledged that copyright
is sometimes relied upon to protect the source or object
code of software®, one must remember that innovative func-
tionality implemented in source or object code is not pro-
tected by copyright protection®.

The co-mingled analysis of the different IP rights em-
ployed in the previous work has confused the function of
patent protection with other IP rights. Consequently, China
critics - such as Peter K. Yu and Daniel Chow - have spun
ongoing problems encountered with trademark and copy-
right enforcement into a general discussion of weak IP pro-
tection that discounts patent protection for industrial innova-
tion in China.

2. The bargain

Yifie Sun argues that China’s patent system is more ori-
entated towards the diffusion of technologies than other
patent systems?®. |t is difficult to understand how Sun arrived
at this conclusion, since China has not done anything to
modify the universally understood patent bargain. The
patent bargain is not a modern concept and can be traced
back to England, prior to the Statute of Monopolies 1623,
when Crown rewarded an inventor with a limited monopoly in
exchange for complete and enabling public disclosure of a
new invention?.

This bargain does not form the basis for other IP rights
and is offered to encourage broader economic activity cre-
ated by the diffusion of useful information, which inventors
may not otherwise have a motivation to share. However, due
to globalization the patent bargain has evolved into a bar-
gain between the patentee and the collection of market e-
conomy countries, in which the patentee bears the burden of
securing concurrent patent rights around the world. The
current difficulty is that each state can only grant a patent
right enforceable within its borders, but the public is the
global public unconstrained by the territoriality of a patent
right conferred by any one state. This is significant because
there are valuable innovations being disclosed to the global
public for which patent protection in China (and other coun-
tries) has not been sought.

Consider the discrepancy between patent filings in the
United States and China from 1996 to 2006 shown in Chart
No. 1%, By a substantial margin, the United States continues
to lead China in the number of equivalent patent applications
filed annually. The margin indicates that there are a sub-
stantial number of inventions for which patent protection has
been sought in the United States but not in China. The onus
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for reducing the margin is on patentees that are not yet filing
patent applications in China and not the Chinese govern-
ment.

Chart 1: Patent applications
filed in the US and China
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3. Enforcement and the numbers

A critical flaw in the previous work is the assumption that
the adjudication of patent disputes is primarily handled by
administrative authorities as it is for trademark and copyright
disputes. On the contrary, patent disputes are primarily han-
dled in the judicial system due to the technical complexity of
the subject matter.

Chart No. 2 shows the number of patent disputes han-
dled annually in the first instance in US District courts, Chi-
nese Courts (at various levels) and by local administrative au-
thorities in China between 2000 and 2006®. Even at its peak
in 2003, the number of patent disputes handled by local ad-
ministrative authorities has always been less than the number
handled by Chinese courts. Notably, the current amount of
patent litigation in United States and China is about equal de-
spite the significantly lower number patent applications filed
annually in China.

Chart 2: Enforecment actions
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Moreover, what is often missing from the discussion
concerning IP enforcement in China is the responsibility of
the right-holder to investigate and initiate private enforce-
ment. As is the case in the United States, the patent holder
bears the burden of acquiring knowledge of infringing activi-
ties and pursuing alleged infringers through the most effec-
tive avenues. Surprisingly, while there were 3196 patent dis-
pute cases in the first instance in 2006, less than 5% of those
cases involved foreign patent holders®. This extraordinarily
small percentage of foreign litigants involved in patent dis-
putes suggests that foreign patent holders have a long way
to go to acquire the market knowledge necessary to enforce
their patent rights in China.

lll. China’s economic need for
effective judicial patent enforcement

Potter observed that China’s legal institutions operate to
fulfill policy created by the government and legal reform has
been driven primarily by a quest for economic growth®. In
particular, China’s leaders have acknowledged that in-
creased domestic innovation is critical to sustained econom-
ic growth®. From this perspective, efficacy of the judicial
patent enforcement is reflected by the common purpose be-
tween legal processes and aspects of national economic
policy designed to encourage greater levels of innovation.

China is currently in a transitional phase in which the
government is trying desperately to avoid having its labor
force trapped on the world’s factory floor. Robyn Meredith
points out that many of China’s most profitable business ac-
tivities are currently owned by foreigners and the bulk of for-
eign investment has been directed towards low value-added
manufacturing®. It is estimated that for every US $100 of
Chinese exports, only about US$10 of value is added in Chi-
na, which translates to about 2% of the retail value of the fin-
ished goods®. Critics have charged that China’s response to
this issue has been to neglect its obligations under the TRIPS
Agreement so that China’s domestic industry can develop
the imitative capacity required to move up the value chain®.
However, this allegation ignores the economic incentives that
China must provide in order to attract R&D investments from
MNCs; and, contradicts the acknowledgment that China has
arrived at a stage where patent protection is necessary to
foster domestic growth by protecting the products of Chi-
nese innovation in China and abroad®.
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The framework of the Product Cycle Theory is useful for
understanding China’s economic incentives for providing ef-
fective judicial patent enforcement®. Taken as a whole, the
stages of the product cycle form what has been termed the
“value chain”, in which earlier stages are considered more
valuable due to their traditionally fatter profit margins and the
prestige of the types of work involved. When the theory was
first introduced by Harvard Business School Professor Ray-
mond Vernon in the 1960’s, developed countries enjoyed a
clear comparative advantage in the early stages of product
development over developing countries. In that simple state
of affairs quasi-rents could be earned by companies in the
early stages of the product cycle where innovations largely o-
riginate®. In later stages those rents are dissipated as stage-
specific comparative advantages belong to developing
countries using standardized technology.

The theory does not explain the intermediate stages
transitional countries (such as China and India) find them-
selves in because it relies on a number of assumptions that
reflect a static view of world affairs®. First, it assumes that a
developing country will never “catch-up” in terms of innova-
tive capacity. As evidenced by the recent history of Japan
and Korea, developing countries can move up the value
chain and disrupt the status quo in global trade. The subse-
quent changes in global trade are often accompanied by
vague allegations of unfairness, which Columbia University
Professor Jagdish Bhagwati remarks are “reflective of the
psychological mood of a nation losing hegemony in the world
economy”,

Second, the theory is predicated on the acceptability of
unrestricted foreign ownership and investment*. The stifling
effects of unrestricted foreign ownership accrue when for-
eign-owned companies only transfer standardized technolo-
gy to the developing country®. As a result, training and re-
investment are minimized, thereby stunting the development
of innovative capacity required to move up the value chain
past the point of “fastest copier”.

The downsides of the Product Cycle Theory have been
countered by countries such as Japan and Korea, and now
China, by encouraging foreign companies to transfer tech-
nology as a condition for investment®. The Chinese leader-
ship is also implementing a national IP strategy that includes
bolstering the effectiveness of judicial patent enforcement to
encourage technology transfer from foreign companies and
provide domestic stakeholders with the positive incentive to
acquire and enforce patent rights*.
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Despite these signals to the contrary, Chow maintains
that China is not motivated to provide effective patent en-
forcement so that Chinese industry can move up the value
chain faster®, and not simultaneously suffer short-term eco-
nomic losses caused by effective patent protection®. The
attraction of Foreign Direct Investment (FDI) is thus attributed
to other location advantages that supposedly compensate
for ineffective patent protection®. This hypothesis may help
explain the inflow of FDI directed towards low-technology or
labor intensive manufacturing sectors. However, these other
location factors would have to be extraordinary to adequately
explain why a knowledge-based company would be willing
to undermine its future competitiveness by moving R&D into
China and enriching the local workforce without adequate
patent protection.

Additionally, dismissing China’s patent enforcement
system as ineffective is often supported by allegations of lo-
cal protectionism from local administrative agencies, which
has admittedly been a problem for trademark and copyright
enforcement®. Local administrative authorities are said to fa-
vor local producers of counterfeit or pirated merchandise
(covered by trademark and copyright protection) because
they are significant employers and tax payers. Again, how-
ever, patent disputes are primarily handled in the judicial
system. Local protectionism in the judicial system runs
counter to the goals of attracting foreign R&D investment and
building a knowledge-based economy. In particular, local
protectionism can create a paradox in patent enforcement
that can retard China’s broader development plans when a
dominant local employer is a foreign company. If the influ-
ence of the foreign company is misused locally, it could
severely limit positive spill-over effects by undermining the
development of the local workforce and creating a high barri-
er to entry for other local would-be producers in the same in-
dustry. This is a bad result for China and the foreign compa-
ny, since both have an interest in developing a local talent
pool from which both workers can be drawn and new firms
created to support the operations of the larger company.

This is not to rule out the possibility of local protection-
ism in the Chinese judiciary. But if local protectionism does
exist it must be demonstrated by an empirical analysis simi-
lar to the evaluation carried out on decisions from US District
Courts®. In a related empirical study Yang demonstrated
that domestic and foreign invention patent applications have
approximately equal grant lags in China, but domestic appli-
cations are more likely to grant than foreign applications®.
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Yang also points out that similar biases exist with respect to
patent grants in the United Kingdom, United States and Ger-
many®'.

From a practical perspective, an alternative explanation
for these discrepancies is that patent applicants are self-se-
lecting the scope and jurisdiction they choose to procure
patent protection in, in a rational cost-sensitive decision
making process. lItis possible that at least a portion of appli-
cants are more likely to make amendments and restrict the
scope of the claims in their home country in order to have
their patents issue, while the same applicants are more likely
to give up on their corresponding foreign applications when
they encounter a threshold level of resistance from a foreign
patent office.

IV.The patent enforcement system
in China: structure & operation

“It doesn’t matter if the cat is black or white so long as it
catches mice.”®

The misleading characterizations about the efficacy of
China’s judicial patent enforcement system emerge, in part,
from overlooking the organizational structure and operation
of the enforcement mechanisms and from an insistence on e-
valuating the system from a common law perspective®. This
section describes the organization and operation of the Chi-
nese patent enforcement system, the sources of law, and the
law creation function of the judiciary.

An evaluation of the organizational structure and opera-
tion of the judicial patent enforcement system will aid in an
understanding of institutional competency as it is affected by
the factors of institutional purpose, orientation, geographic
location and cohesion. In particular, evaluating the organi-
zational structure and operation provides insight into two
questions. The first question is whether geographic dispari-
ties negatively affect judicial patent enforcement in the same
way they have affected administrative enforcement in trade-
mark and copyright disputes. The second question is to
what extent do the practices within the system (i.e. the oper-
ation) contribute or detract from institutional competency.

Previous studies have suggested that China’s diversity
and immense population have ingrained a culture of tenuous
relations between the central authorities and the dispersed
local authorities, in which the local authorities operate in their
own interests and sometimes simply ignore mandates of the



central authorities®. Consequently, according to the previ-

ous work, effective IP enforcement is hindered by local pro-

tectionism. However, the problem of local protectionism in
judicial patent enforcement may not be as prevalent as it is in
the other areas of IP enforcement because judicial enforce-
ment is highly centralized.

Thus, in order to answer the first question consideration
should be given as to whether or not this centralized struc-
ture is sufficient to overcome the alleged tendencies towards
local protectionism. But in that respect, the judiciary cannot
be evaluated as a homogeneous entity that is independent of
the administrative bodies. As far as patent disputes are con-
cerned, the judiciary is organized both so that it is highly
centralized under the guidance of the Supreme People’s
Court and so that it can function cooperatively with central-
ized administrative bodies in Beijing. Unfortunately, in the
previous work, the latter feature has led to confusion be-
tween the aspects of the administrative and the judicial
tracks that form China’s dual track system®.

The remainder of this section provides some insight into
the answers of the two aforementioned questions and is
structured as follows. First, the patent system is identified
within the Chinese IPS. Second, a brief description of the du-
al track patent enforcement system is provided before fo-
cusing specifically on the judicial patent enforcement sys-
tem. Third, the sources of the law and the role of the judicia-
ry in creating law relevant to patent enforcement are dis-
cussed.

1. Distinguishing the patent system within the Chinese
IPS

The Chinese IPS includes a web of administrative and
judicial bodies that each has specialized tasks based on a
predetermined division of labor or function. The result is an
organizational structure that is much different from the com-
bination of the United States Patent and Trademark Office
(USPTO) and the Federal Court System in the United States.
Despite the organizational complexity, the combination of the
interrelated bodies that form the Chinese patent system
should be evaluated in isolation from other parts of the Chi-
nese IPS.

Before focusing on the Chinese patent system, a brief
review of the organization of the US patent system is instruc-
tive in terms of providing a comparator. In the United States
the USPTO and the Federal Court System are completely in-
dependent entities. With respect to patent procurement and
maintenance, the USPTO serves to accept and examine
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patent applications, adjudicate interference proceedings®,
and re-examine issued patents upon request”. But even so
far as inter parte interference and reexamination proceed-
ings are concerned the adjudicative function of the USPTO is
quite limited and not required for effective enforcement. In
contrast, the Federal Court has a purely adjudicative role and
can overturn determinations made by USPTO examiners and
the Patent Appeal Board within the USPTO. For example,
the Federal Court can invalidate a patent and otherwise af-
fect a patent right conferred ex post facto without the in-
volvement of the USPTO®,

In China, the ultimate source of authority is the National
People’s Congress (NPC)¥®. In accordance with Article 3 of
the Chinese Constitution®, three primary administrative bod-
ies exist under the NPC to administer the government®'. First,
there is the State Council which operates as the executive
branch of the government. Second, there is Supreme Peo-
ple’s Procuratorate which operates as the state prosecutor
and supervisor of the law. Finally, the judiciary is embodied
in the Supreme People’s Court®. The Supreme People’s
Court is responsible for a number of functions beyond adjudi-
cation, including law making, interpreting laws, and the su-
pervision and administration of lower courts®. The adjudica-
tive arm of the Supreme People’s Court is embodied in the
Judicial Affairs System® - the relevant aspects of which are
described in the next subsection.

Various bodies within the Chinese IPS are included un-
der the authority of the State Council or the Supreme Peo-
ple’s Court but not both. Under the umbrella of the State
Council there are respective independent administrative a-
gencies responsible for handling patents, trademarks, copy-
rights and domain names. The State Intellectual Property Of-
fice (SIPO) is primarily responsible for the procurement and
review of patents, and to a limited extent the enforcement of
patent rights. The State Administration for Industry and
Commerce (SAIC) is responsible for trademark matters. The
National Copyright Administration (NCA) handles copyright
matters, and the CIETAC handles domain name disputes.
Each of these agencies is independent from the others and
each is responsible for overseeing the administrative en-
forcement track for the respective type of IP right it has been
created for. Disputes that are first handled in the administra-
tive track can be appealed to the judiciary depending on the
circumstances for each type of IP right. For example, either
party in a dispute can appeal to the courts if there is a dead-
lock or to review administrative decisions where a bias is sus-
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pected®.

In the judicial system, under the authority of the
Supreme People’s Court, the manner in which various IP dis-
putes are handled depends on the type of IP right at issue®.
Only patent disputes over infringement go directly to special-
ized IP tribunals that exist within the judicial system. All other
IP disputes - including trademark and copyright disputes -
can be handled by civil dispute tribunals in the judicial sys-
tem®. The IP tribunals are described in more detail below
with reference to the structure and operation of the courts
and the relevant administrative agency involved in judicial
patent disputes.

2. Administrative and judicial patent enforcement

China has a dual track patent enforcement system. The
administrative patent enforcement track is administered by
local authorities situated throughout the country. The judicial
patent enforcement system is also geographically spread
across the country, but its operation is highly centralized and
designed to work with the Patent Reexamination Board
(PRB) in Beijing - an administrative body under the SIPO.

Together Articles 11 and 57 of the Chinese Patent Law
define infringement of a patent right as the unauthorized ex-
ploitation of the patent right®. In accordance with Article 57,
if infringement is occurring (or is suspected), the patentee or
any interested party may commence legal proceedings in
court or request the local authorities for patent matters - the
local Intellectual Property Office (IPO) - to handle the mat-
ter®.  For an administrative action, if the local IPO considers
the alleged infringement to be well founded, they are em-
powered to order the infringement to stop immediately. The
local IPO may also mediate a settlement if the parties volun-
tarily submit to mediation™. If a settlement is not reached in
mediation or if corruption of the mediation process is sus-
pected, either party involved may file a lawsuit.

The limitations of the administrative patent enforcement
track are best understood as compared to administrative en-
forcement for trademark matters. Concerning trademark
matters, the SAIC is based in Beijing and the local adminis-
trative authorities (the “AlCs”"") under the SAIC’s control
have been established throughout the country. The AICs are
responsible for local law enforcement with respect to trade-
marks and unfair competition, business registration, and su-
pervision of the local market™. For patent matters, IPOs have
also established throughout the country. However, unlike the
AICs that are under the authority of the SAIC (an administra-
tive body), the IPOs are associated with the judicial system,
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not the SIPO.

The IPOs are provided as an alternative to the court for
patent dispute resolution, but the powers of the IPOs are far
less than those of the AICs™. For example, a local IPO can-
not decide damages™ and is typically only useful in stopping
clear acts of patent infringement, as would be the case with
design patent infringement. In cases where the technology
at issue is complex and where damages are sought, re-
course to the courts is generally the only option™. Addition-
ally, an IPO may need to petition the court for compulsory
execution of its orders™.

Turning to the judicial patent enforcement track, Articles
2 and 12 of the Organic Law of the People’s Court creates a
judicial system of “four tiers and two trials””. That is, the judi-
ciary is organized in four tiers, with the Supreme People’s
Court at the top followed by the Higher People’s Courts, the
Intermediate People’s Courts, and the Basic (or District) level
courts underneath in descending order. Presently there are
over 3000 Basic Level courts, over 400 Intermediate Peo-
ple’s Courts and 50 Higher Courts™. The judicial system is
further organized so that there is a three tier court system -
consisting of a Higher People’s Court, Intermediate People’s
Courts and Basic level courts - for each province, au-
tonomous region, special economic zone, major open city
and municipality under the control of the central authority™.
Only a small fraction of these courts are authorized to hear
patent dispute cases. The “two trial” rule of Article 12 speci-
fies that the parties are typically allowed only one appeal be-
tween them. Despite this rule, the Supreme People’s Court
reserves the right to review cases of national interest®.

A further division of judicial labor exists within each tier
as well. Specifically, there are various tribunals created to
adjudicate specific types of cases. For example, at the high-
est level the Judicial Affairs System within the Supreme Peo-
ple’s Court includes, inter alia, a criminal tribunal, a civil dis-
pute tribunal, an administrative dispute tribunal and an IP
Tribunal®. Each tribunal has a respective director, and cur-
rently, the director of the IP Tribunal is also the Chief Justice
of the Supreme People’s Court®.

The IP tribunals were created and remain closely moni-
tored by the Supreme People’s Court because patent dis-
pute cases generally involve relatively new law and complex
technical subject matter. It was felt that a centralized organi-
zational structure would help unify judicial standards and
concentrate the accumulation of trial experience for patent
disputes®. In practice, the IP tribunals have emerged as the



only forums in which judicial patent disputes involving in-
fringement can be heard®.

Generally, only the Higher People’s Courts and select
Intermediate People’s Courts have IP tribunals. Currently, all
50 Higher Courts and only 49 Intermediate Courts have the
requisite IP tribunal to hear patent dispute cases®. There are
limited exceptions at the basic level in China’s largest cities.
The Supreme People’s Court has authorized IP Tribunals for
only 14 basic level courts amongst the over 3000% through-
out the country and these basic level tribunals are only em-
powered to adjudicate trademark and copyright cases.
Patent disputes over infringement must commence at the in-
termediate level or above®. By comparison, in the US there
are 98 US District Courts and 13 Courts of Appeal at the Fed-
eral level that hear patent disputes®. However, none of the
US District Courts or the Courts of Appeal are specialized to
the extent that they only hear IP cases.

Even with the specialized forums for patent disputes,
the Chinese judicial power over patents is limited compared
to the United States. The most significant limitation is that the
court is not allowed to invalidate a patent. The power to in-
validate a patent falls within the authority of the Patent Re-
view Board (PRB) within the SIPO in Beijing®. This further
centralizes the authority over patent dispute cases and may
mitigate negative effects of forum shopping.

Forum shopping occurs when either a plaintiff or a sus-
picious soon-to-be defendant files a lawsuit or motion for
declaratory judgment (e.g. for non-infringement) in a jurisdic-
tion that is considered friendly to their respective side of the
dispute. In the United States, the often cited example is the
US District Court for the Eastern District of Texas, which
statistics show is a patentee friendly forum®. In China, the al-
legation is more often that the defendant’s home jurisdiction
(domicile) will tend to be favorable for the defendant. Ac-
cording to Article 29 of the Civil Procedure Law of the PRC®",
patent infringement cases fall under the jurisdiction of the
court in the defendant’s domicile or where the infringing ac-
tivities have occurred. This may present a dilemma for a
plaintiff hoping to assert patent claims against a defendant.
The defendant may seek a declaratory judgment in the de-
fendant’'s home jurisdiction hoping to benefit from alleged
local protectionism before the plaintiff commences an action
in an unbiased jurisdiction or a jurisdiction where the plaintiff
can benefit from alleged local protectionism®.

Nevertheless, if local protectionism in a particular judi-
cial unit is suspected, the plaintiff may shift the presiding ju-
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risdiction by drawing the defendant out of her domicile. This
can be done by inducing the defendant to sell or use the in-
fringing product outside of her domicile, and preferably ei-
ther into the plaintiff's domicile (within China) or into one of
the larger cities. For instance, in the larger cities, such as
Shanghai or Beijing, the IP tribunals have become increas-
ingly sophisticated and are highly unlikely to play favorites
given the multitude of companies that operate in these cities,
the number of patent disputes before the courts and the in-
herent visibility of the courts in these cities®.

Additionally, since the judiciary is not permitted to invali-
date a patent, a stay is likely to be granted for reexamination
of the patent by the PRB if it requested®. This can be advan-
tageous for either party if they suspect any type of favoritism
in a particular jurisdiction. The PRB is located in Beijing as a
part of the SIPO and ultimately under the authority of the
State Council. According to a retired Chief Examiner from
the PRB, Tiejun Tang, the PRB is especially cognizant of the
need to be impartial in patent disputes, and given that the
PRB is in Beijing this impartiality is reinforced by the PRB’s
proximity to the central authorities®. If the patent is invalidat-
ed by the PRB, the patent is deemed to never have existed®.
On the other hand, if the patent is upheld the opinion provid-
ed by the PRB typically includes a detailed explanation of the
factual determinations concerning the technical features re-
cited in the claims considered in light of the prior art. The
factual determinations made by the PRB are given substan-
tial weight by the court and form the basis of the claim con-
struction relied upon to answer questions of infringement
when they are available”. In view of the PRB’s role, diverting
part of the litigation through Beijing by requesting reexami-
nation may reduce the ability for courts outside of Beijing to
engage in local protectionism, since those courts will be
bound by factual determinations made by the PRB.

Decisions by the PRB can be appealed to the court®.
However, the PRB is the defendant in such an action and it is
not possible for the PRB to be drawn out of its domicile (the
Haidian District in Beijing) - which, in fact, enhances fairness
in the system. The grounds for appealing a PRB decision
are limited to an allegation that the PRB did not correctly ap-
ply the law, and in particular, that the PRB did not precisely
follow the Guidelines for Examination in making its determi-
nation. Appeals based on the assertion that the factual de-
terminations are incorrect are rarely successful®. The Chi-
nese courts pay a great deal of deference to factual determi-
nations on technical issues made by the PRB because the
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PRB is considered to have the technical expertise that the
courts do not. In fact, Chief Justice (Retired) Zhang ex-
plained that judges from all over the country often seek the
guidance of PRB staff to help them understand technically
complex patent subject matter.

This reliance on administrative expertise has been criti-
cized by those partial to common law systems who argue
that common law systems have judicial checks and balances
which ensures better adjudication. However, those familiar
with claim construction in the United States will appreciate
that the idea of judicial checks and balances for ensuring
better adjudication is often far fetched given the approach
taken by the Court of Appeal. The Court of Appeal does not
pay any deference to factual determinations made by US
District Court judges because claim construction is reviewed
de novo™. It seems almost silly that factual determinations
made by US District Court judges after hearing days, if not
weeks, of evidence should be completely disregarded by the
judges in the Courts of Appeal. Moreover, none of the courts
in the United States are under any obligation to pay defer-
ence to the determinations made by the USPTO.

Nevertheless, in view of some of the shared problems,
performance of the US system provides a good benchmark
for grounding expectations for the performance of the Chi-
nese system. Bob Cote and Rodger Sadler evaluated a
number of statistics showing significant discrepancies a-
mong US District Courts™. Of particular relevance are the
statistics that show where patents cases are filed, the patent
owner win/loss ratio in jury trials, docket speed and the po-
tential for summary judgment. Their analysis showed that in
the Eastern District of Texas the patent owner won in a jury
trial over 90% of the time, while in the Western District of Wis-
consin, the Central District of California and the District of
Delaware the patentee’s corresponding win rates were about
50%, 67% and 71%, respectively™®. The Eastern District of
Texas provided similar advantages to the patent owner in the
areas of docket speed and the potential for summary judg-
ment'™. Cote and Sadler argue that these factors affect
where patent cases are filed within the United States. For ex-
ample, they note that the Eastern District of Texas has expe-
rienced a 355% increase in the number of patent cases filed
in its jurisdiction, while the Western District of Wisconsin, the
Central District of California and the District of Delaware ex-
perienced corresponding changes of +10%, -6% and -17%,
during the same period™®.

It is difficult to pinpoint what a particular win/loss ratio
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should be in any court. But it is not unreasonable to suppose
that the win/loss ratios for patent cases should be about the
same throughout the United States. The aforementioned
statistics do not indicate that the US judicial patent enforce-
ment is necessarily worse than the Chinese judicial patent
enforcement system or that the Chinese system is even yet
on par with the US system. These numbers do suggest that
even in the world’s most developed economy there are in-

consistencies within the judicial patent enforcement system
that rational defendants and plaintiffs try to exploit. This
should serve to put any discrepancies in China’s judicial en-
forcement system in perspective. From that perspective,
one reason that foreign companies may have a problem with
effective patent enforcement in China is that they are unfa-

miliar with local inconsistencies that are required to mount an
effective patent enforcement action. By contrast, local
patent holders who dominate the patent litigation scene ap-

parently have this knowledge and use the judicial enforce-
ment track.

Furthermore, China does not share the Anglo-American
binding faith in the ability of a lay jury to decide technical is-
sues™. China has also openly recognized the limitations of
judges to make factual determinations in patent disputes in-
volving complex technical issues, and has in turn created
four methods to deal with the problem.

First, is the creation of the IP tribunals discussed above.
A part of the trial experience the judges in the IP Tribunals
gain inherently includes becoming familiar with technical is-
sues. It is expected that the judges in the IP Tribunals will
learn about technical issues and how technical problems are
solved by hearing more cases. Second, the court is permit-
ted to call on expert witnesses to serve as court consultants
that are independent of the disputing parties. In fact, the
court is permitted to call either technical experts or legal ex-
perts to comment on specific technical or legal issues with-
out making determinations on the merits of the case™. Third,
the court can entrust technical experts or related institutes to
provide independent verification of specific technical is-
sues'™. The court has the discretion to decide if indepen-
dent verification is necessary and which institute is responsi-
ble. The parties to the dispute also have the option to re-
quest independent verification and can negotiate the selec-
tion of the verifying institute, which must ultimately be ap-
proved by the court™™,

Finally, there is the seldom used option of expert ju-
rors' An expert juror participates in the adjudication pro-



cess along with a judge for cases at the first instance only.
The expert juror is typically a senior member of the PRB and
is required to work in an IP Tribunal under the direction of a
judge for one to two years before being permitted to serve as
an expert juror'. Because the expert juror is selected from
the ranks of the PRB the individual will unquestionably have a
technical background matched to the technical area the
patent in suit falls within.

3. Sources and development of patent law

In this section the sources of law that affect the en-
forcement of patent rights are considered. The six sources
of law in order of weighted importance are: i) the Patent Law;
i) the Implementing Regulations; iii) the Guidelines for Ex-
amination created by the SIPO; iv) Judicial Interpretations;
v) Opinions (guidance) from the Higher Courts; and, vi) Le-
gal theories. The first three sources of law largely originate
from the executive branch of the government under the au-
thority of the State Council, while the latter three sources are
provided by the judicial system under the authority of the
Supreme People’s Court. The latter three sources are vital to
the operation of the judicial patent enforcement track but the
previous work has not taken them into account. As such, key
information has not been evaluated.

Recall that the NPC is considered the ultimate source of
authority in China. As such, the NPC is primarily responsible
for enacting laws, such as the Patent Law. The creation of
the law occurs in committees established by the State Coun-
cil and often the Supreme People’s Court is involved in draft-
ing and reviewing proposed laws before they are enacted.
This process reflects the dominant political ideology in China
which holds that there should be a consensus between the
executive powers and the judicial powers of government'®,

The Implementing Regulations accompany the Patent
Law. As in the West regulations are structured so that they
can be changed without a substantial overhaul to the law that
they are associated with. China’s Implementing Regulations
are similar to the Patent Rules™ in the United States in that
they prescribe how particular articles of the Patent Law shall
be carried out. In China, the State Council and the SIPO co-
ordinate to make changes to the Implementing Regulations
as required.

The Guidelines for Examination are created by the
SIPO. The corresponding text in the United States is the
Manual of Patent Examining Procedures (MPEP). While the
MPEP contains references to case law and Examiners in the
USPTO are required to follow the MPEP when examining
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patents, the MPEP does not have the weight of law. In con-
trast, the Guidelines for Examination created by the SIPO do
have the weight of law. The Guidelines for Examination pro-
vide detailed explanations for how patent applications are
examined and the criteria for patentability. Accordingly,
when Chinese courts consider appeals from PRB decisions,
the court is looking to determine if the PRB has correctly ap-
plied the Guidelines for Examination without calling into
question the factual determinations of the PRB, absent of a
clear error of fact.

Moreover, the centralized organizational structure of the
judicial system has created a command-style judiciary in
which the Supreme People’s Court maintains a substantial
amount of control over the lower tiers. Some of this control is
delegated to the Higher People’s Courts, which in turn
closely monitor the lower courts. The effects of this top down
approach are amplified in the IP Tribunals across the coun-
try. As aresult, when new issues are revealed in patent dis-
pute cases, lower courts have a tendency to request guid-
ance from higher courts to ensure that the decisions made
conform to policy objectives. This has attracted some criti-
cism from those that believe China should foster a system in
which there is more judicial independence™. These criti-
cisms often ignore, especially for patent matters, the posi-
tions of the Supreme People’s Court in the government and
the practical reality of administering a judicial system in a
country as large as China. In China, since there is only one
judicial system a concern is the need to ensure uniformity of
judicial practice across the entire country.

In order to deal with this problem, the judicial system in
China is very restrictive about where in the judicial system
law can be created. Only the Supreme People’s Court can
create law and those laws take the form of judicial interpreta-
tions that further explain how the courts are to interpret and
apply the law'™. The purpose of judicial interpretations are to
fill in the holes left by the Patent Law, the Implementing Reg-
ulations and the Guidelines for Examination.

As far as patent matters are concerned, judicial inter-
pretations are not issued by fiat. Instead they are developed
by consensus with feedback collected from the Higher Peo-
ple’s Courts and the profession. A review of influential cases
also aids in the development of the judicial interpretations.
For example, there is currently a working document circulat-
ing within the profession that is the basis for an upcoming ju-
dicial interpretation for patent matters™. Specifically, the
working document covers topics including claim construc-
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tion principles, the doctrine of equivalents and a defence u-
nique to China, known as the prior art defence.

Another source of law emerging from the Chinese judi-
ciary are the Opinions of the Higher People’s Courts. Strictly
speaking, according to chief Justice (Retired) Zhang the
Opinions of the Higher People’s Courts do not even have the
weight of soft law. Nevertheless, the Opinions often carry
implicit persuasive weight in lower courts and within the pro-
fession as they serve as a barometer for measuring progress
in judicial thinking. The Opinions are typically written by
Higher Courts. For example, the Beijing Higher People’s
Court is considered to be an authority on patent matters be-
cause of the number of patent disputes heard in its jurisdic-
tion, including appeals from PRB decisions. An Opinion is-
sued by the Beijing Higher People’s Court in 2001 forms a
significant part of the working document mentioned above'”.

Finally, legal theories are also sources of law in China.
They are used in places where there are clear holes in the
combination of the codified law, judicial interpretations and
Opinions. Effectively, lower courts have very limited re-
course to legal theories. However, the legal theories have
been useful in patent enforcement. Notably, legal theory has
been used to justify the introduction of the doctrine of equiv-
alents as an aid in determining patent infringement in China.
The use of the doctrine of equivalents was later affirmed by
both the Beijing Higher People’s Court and by the Supreme
People’s Court.

As a replacement for judicial interpretations and Opin-
ions, some have argued that China should adopt a common
law system'. For example, Qi Zhang has proposed a sys-
tem in which case law is an official source of law secondary
to statutes. According to the proposal, the courts would be
bound by case law and should cite case law in judgments
according to the principles of stare decisis. He argues that
such as system is necessary for governing a country accord-
ing to the rule of law and for allowing the law to evolve.

The rule of law has many elements. In the West it is of-
ten defined to include a restriction on government power. In
theory, in China law and power are not considered oppo-
sites'®. The political reality is that the courts exist under the
leadership of the Chinese Communist Party™®, and there is an
ongoing debate as to whether or not China will ever have true
judicial independence™'. Some have suggested that this has
rendered the court a mere instrument of the Chinese Com-
munist Party™, which calls into question the importance of
the rule of law in China'®. The decisions considered to arrive
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at this position have been inherently political and were se-
lected to expose the limits of the rule of law in China™. De-
spite these extreme examples of the courts towing the Party
line in cases having an inherent political context, it is fre-
quently affirmed that the Party does not become directly in-
volved in individual cases™.

As a comparison, it would be difficult to argue that the
US Court system is not politically active also. Various Courts,
including the present US Supreme Court, have been criti-
cized for political biases in their decisions. This, in turn, has
led to a political circus around the appointment of new
Supreme Court Justices in the United States, and the critique
that political positions in the United States (and other West-
ern countries) are increasingly legitimized through legal pro-
cesses in a way that undermines democratic political ide-
als™. The point is that even if China’s judiciary tows the Party
line in inherently political cases, that does not show that
patent disputes cannot be adjudicated fairly. In fact, it may
actually aid judicial patent enforcement in view of the motiva-
tion to provide effective judicial patent enforcement dis-
cussed in Section Il1.

Arguably it is not necessary for lower courts to provide
legal reasoning. In common law courts, legal reasoning is
provided when the court deviates from the precedents. In
essence the state of the common law is always open for fresh
interpretation. There are outstanding legal questions to be
determined and the questions often go answered until there
is a case before the court that requires such questions to be
answered based on a factual situation. This has produced
frustration in the profession in regard to the doctrines of
claim construction in the United States™. With reference to
the popular criticism of the en banc decision in Phillips v.
AWH Corp."™, even when the court recognizes the questions
and stirs the profession into a frenzy there is no guarantee
that the Court will actually answer the outstanding questions
of law. It should not be a surprise then that the majority of
appeals of US District Court decisions are related to claim
construction, since it appears that the Court of Appeal and
District Courts are approaching the issue from very different
angles.

Also, it is simply not true that the case law does not play
a part in the formation of the law in China (my notes. 18). The
goal of deciding cases consistently is not the exclusive terri-
tory of common-law systems and it can be met in more than
one way. The Chinese judicial system takes advantage of
the benefits of case law, without the drawbacks, by distilling



the principles from jurisprudential cases and Opinions of the
Higher Courts into judicial interpretations that the lower
courts are bound to follow. The common law drawback
avoided is that lower courts do not have the power to reason
their way out of the guidance in the judicial interpretations is-
sued by the Supreme People’s Court.

In contrast, consider the history leading up to the KSR™
decision in the United States. In most cases the Court of Ap-
peal of the Federal Circuit is the last stop in the judicial pro-
cess in a patent dispute. The US Supreme Court does not
review cases frequently enough to ensure that the Federal
Circuit has not veered off track and is following past prece-
dents. When the Court does opt to review a case, as in KSR,
it is because the Federal Circuit has veered so far away from
the past precedents for such a long time that it has effective-
ly changed the profession’s understanding of the law.
Specifically, in the KSR decision the Court relied on a line of
cases starting from 1950 which suggested that a person
having ordinary skill in the art has an ordinary level of inno-
vative capacity™. Yet, over the years the Court of Appeal
has consistently ignored the guidance of the US Supreme
Court and have maintained that the person having ordinary
skill in the art is completely devoid of any level of innovative
capacity. The KSR decision of 2007 effectively changed the
standard for non-obviousness as understood by the profes-
sion which followed the guidance of the Court of Appeal.
The Chinese system is structured so that something like this
cannot happen.

V. Conclusion

This paper focused on the Chinese patent enforcement
system in order to rectify misleading characterizations, from
the previous work, about how effectively industrial innovation
can be protected by patent in China. As such, there are a
number of characterizations that can be accurately made
about the Chinese patent enforcement system. First, the
preferred avenue for patent enforcement in China is judicial
enforcement, which is the opposite of what was presumed in
the previous work by analyzing enforcement of IP rights in
China from a wholesale perspective. Second, the judicial
patent enforcement track in China is highly centralized and
under the direct authority of the Supreme People’s Court.
Accordingly, if local protectionism exists in the judiciary it
must be demonstrated by an empirical analysis of decisions
from IP Tribunals set up within the judiciary to hear patent
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disputes. Given the differences between administrative en-
forcement of other IP rights and patent rights in China, it is
not safe to assume that problems outside of the judiciary are
prevalent within the judiciary.  Finally, despite the fact that
China has a civil law system, the judiciary in fact participates
in the creation of law. The role of Supreme People’s Court in
law creation extends from writing and reviewing draft laws to
issuing judicial interpretations of enacted laws. The judicial
interpretations not only fill in the holes of the statute law, but
they also serve as repositories for principles distilled from the
case law and practical aspects of applying the law to new
situations. Moreover, the judicial interpretations are created
in a process that involves the lower courts and the profession
without giving free rein to the lower courts to veer away from
the guidance provided by the government and the Supreme
People’s Courts. In turn, while the law develops under some
restraint, it nevertheless develops in a manner analogous to
the development of the common law.

In view of the fresh perspective on the Chinese patent
system provided in this paper there are numerous opportuni-
ties to move forward and further scrutinize the operations
and product of the judicial patent enforcement system. In
particular, there are two areas that need further exploration.
First, it would be useful to compare the Chinese doctrines of
claim construction with those in other countries - most impor-
tantly the United States given its dominant position in the
world economy. Second, as noted a number of times
throughout this paper, an empirical analysis of decisions
from IP Tribunals through China may reveal the extent to
which the judiciary indulges in local protectionism.
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