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|. Introduction

Utility model applications at the CNIPA are skyrocket-
ing. In 2017 a new high was reached at 1,687,593." Accord-
ing to the 2017 WIPO statistics the country with the second
highest number of utility model applications was Germany.
The utility model applications in Germany amounted to 13,
301.% That translates into more than 125 Chinese utility mod-
el applications for every German utility model application.
Even if one accounts for the substantially larger population,
China’s lead over Germany is gigantic, i.e. almost 13 appli-
cations per 10,000 inhabitants in China versus less than 2
applications per 10,000 inhabitants in Germany. China’ s
share of the 2017 total number of utility model applications
in the world ® is almost 96%. In 2018 a new record was set
at 2,072,311%, exceeding the two million mark.

Dealing with this large number of utility models is a
challenge for companies doing business in China. Indeed,
the impact of the utility model practice on the IP environ-
ment companies face in China is hard to overestimate.

Below we probe into the popularity of utility models, dis-
cuss practical issues, and pinpoint problems. We feel that
there is an urgent need for reform of the utility model system
and propose two amendments to the patent law that would
curb excesses of the utility model practice but also pave
the way for future alignment of the utility model law with the
course of shifting technology foci and new emerging tech-
nologies.

Il. Quality issues

Over recent years, Chinese utility models have drawn a
lot of criticism for low quality IP rights. However, any pre-
emptive dismissal of this category of IP rights misses that
there are also many utility models that meet high quality
standards comparable to invention patents®. It should also
not go unnoticed that in 2013 a prima facie novelty examina-
tion for utility models was introduced to raise quality.

Yet the criticism is not unfounded. There are two re-
spects in which a large number of utility models appear to
be of low quality, a formal and a material one.

In our IP practice, we often have to deal with utility mod-
els where the disclosure is pretty scanty. Often utility mod-
els are only the bare bones of IP rights. It would be mistak-
en to believe that such utility models are not meant to be en-
forceable, as the utility model infringement case “Tan Xini-
ng v. Xuanda Silica Gel GmbH”, included in the 2017 Chi-
nese Supreme Court case collection®. The case was first
heard by Zhenjiang Intermediate Court and in second in-
stance by Jiangsu High Court. In second instance the in-
fringement claims were dismissed on the basis of a prior art
defense.” The Supreme Court took up the case in retrial to
clarify a legal issue, namely that a method feature in a utility
model claim does not have a limiting effect when the sub-
ject matter of the claim is compared with the state of the art
used in a prior art defense.

It is telling to have a look at the utility model in suit ®, be-
cause it epitomizes a quality problem with many Chinese
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utility models. The utility model comprises one claim, one
page of description, and one figure. The drafting of the one
claim is perfunctory (e.g. using a method-type claim limita-
tion to define utility model protection, which was apparently
the reason why the Supreme Court retried the case) and the
one figure is little elaborated.

The brevity of such utility models mostly goes hand in
hand with the above mentioned second respect which lets
many utility models appear to be inferior quality, i.e. the ma-
terial aspect. Many Chinese utility models are directed to
minor innovations which would not qualify for invention pat-
ent protection. Typically, it is also these utility models pro-
tecting minor innovations that are low quality with respect to
drafting and disclosure.

It would be a misconception to believe that utility mod-
els with rudimentary disclosure protecting minor innova-
tions have little clout. Their relevance is largely due to a le-
gal reason, i.e. the inventive step privilege discussed in the
next section. We feel that this inventive step privilege goes
to the heart of the utility model boom in China. We also feel
that this privilege, maybe together and sometimes in combi-
nation with subsidies from local Chinese governments for
utility model applications, is the main culprit for the low qual-
ity utility models.

lll. Inventive step

Chinese utility models benefit from a lower inventive
step. According to Article 22.3 of the China’ s Patent Law,
China requires patents to possess substantive distinguish-
ing features and to constitute a marked improvement over
the state of the art, whereas utility models need only to have
distinguishing features and just constitute an improvement.

To learn about the practical consequences of these dif-
ferent requirements, we may resort to the CNIPA Guidelines
for Patent Examination (hereinafter referred to the Guide-
lines). According to these guidelines, the practice of the in-
validation procedure differs for invention patents and utility
models.

Whether a combination of state of the art sources
(mostly documents) for invalidation is admissible depends
on the type of IP rights (invention patents or utility models)
according to Part IV-6.4 of the Guidelines 2010. The invali-
dation of an invention patent may be based on state of the
art of the same technical field and neighboring technical
fields. In contrast, only state of the art from the same techni-

| FEATURE ARTICLE | 35

cal field as the utility model is accepted unless there is an
explicit indication that makes a person skilled in the art re-
sort to a state of the art of a neighboring field. In addition,
the number of state of the art sources is more limited, i.e., 1,
2 or more for invention patents and 1-2 for utility models, as
long as a claim does not contain an aggregation of limita-
tions which are not functionally related.

In particular, the limitation of technical field is crucial. In
the earlier days the technical field was often gauged via the
IPC class.’ The Supreme Court reviewed this practice in the
“dynamometer” decision.” The Supreme Court went for a
more flexible approach than just relying on the IPC class.
The technical field the utility model belongs to is to be deter-
mined based on the contents defined by the claims of the
utility model and normally in accordance with the title of the
utility model, as well as the function and the purpose of its
embodiments. The IPC class remains to be a reference for
determining the technical field. Importantly, state of the art
to be used is not only to have the same function but also to
be identical in effect (unless there is an explicit indication in
the state of the art that prompts a person skilled in the art to
resort to neighboring state of the art; a situation which ap-
parently is very rare'). In the above-mentioned “dynamom-
eter” case, the utility model in dispute was directed to a dy-
namometer, i.e. an apparatus to measure grip force. The
state of the art document which was not admitted by the Su-
preme Court dealt with a hand-held apparatus employing
the same technical principle as the dynamometer but ap-
plied to the measurement of a weight. However, grip force
and weight measurement were considered as different ef-
fects. The state of the art document was consequently not
admitted.

The limitation of the state in the art through the Guide-
lines and, generally, the different inventive step criteria lend
Chinese utility models a high stability. This stability is further
strengthened by other practical reasons. The lower require-
ment for inventive step opens the utility model protection to
minor innovations not protectable by invention patents. It is
only natural that a large number of Chinese utility models
are directed to such minor innovations. The state of the art
that can be effectively used against such utility models cov-
ering minor innovations is more limited than for invention
patents. As such innovation would not be protectable in the
major filing countries outside China®®, patent literature
searches render less results. Moreover, academic literature
is hardly usable because the description of minor innova-
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tions would not bestow academic merits. In addition, prior
public use as the state of the art is hampered by the high
threshold for evidence authenticity. Typically, such state of
the art meets only a good chance to be accepted if related
information was notarized before the relevant date of the
utility model to be invalidated. These limitations of the us-
ability of prior art against Chinese utility models are there-
fore bound to strengthen the stability of an IP right that is on-
ly examined prima facie.

It is not surprising that Chinese utility models are often
the best state of the art source to fight Chinese utility mod-
els. This trend indicates that there is a decoupling from the
international IP game, i.e. Chinese utility models practice is
a singular feature of the Chinese IP system.

IV. The German path

Before we go any further, let’s briefly compare the utili-
ty model systems of China and Germany and shed light on
some diverging developments.

Many of the main features of the Chinese and German
utility models systems are practically alike. For example,
the maximum duration of utility models is the same (10
years). In practice, utility models are not subjected to in-
depth examination of the substantive requirements “novel-
ty” and “inventive step”. As of 2013, China goes beyond
mere registration by taking into account obvious novelty de-
fects of utility models, but which does not translate into
something qualitatively different. It is not only the above le-
gal characteristics but also the practical invalidation proce-
dures that show striking similarities. In both countries invali-
dation is handled by the patent office (CNIPA, DPMA) and
both countries set up or designated a special court for deal-
ing with invalidation appeals (Beijing IP Court, Germany
Federal Patent Court).

However, there are some differences. In Germany, a
pending invention patent application may form a basis for
branch-offing one or more utility models maintaining the fil-
ing date or, if applicable, priority date of the invention pat-
ent application, which is not possibly in China. Different
from Germany, China bans invention patents and utility
models from double patenting. Germany’s utility models en-
joy a 6-month grace period while China employs grace peri-
ods only under specific situations. Finally, the state of the
art for German utility models is limited to documents and
public prior use in Germany, whereas China does not have
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any such limitations since the third amendment to the pat-
ent law came into effect.

The below table compares main features of the Ger-
man and the Chinese utility model systems.
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The many resemblances of the two systems do not sur-
prise us given the influence of the German system on the
Chinese one in the early days. But there are three develop-
ments where the divergence between Germany and China
is striking.

A first development is the filing number. While Chinese
utility model filings are soaring, the number in Germany is
declining. The last ten years (2007- 2017) saw a rise in Chi-
na by more than 800% whereas in Germany 26% less utility
models were filed."

The declining utility model filing number in Germany is
even more conspicuous if a second development is taken
into account.

The subject-matter eligible for utility model protection
in Germany used to correspond to Article 2.3 of the China’s
Patent Law and was called “Raumformerfordernis” in Ger-
man. The German law abandoned this requirement in 1990.
Case law further specified the subject-matter amenable to
utility model protection. A landmark decision “Signal-
folge” ™ was issued in 2004 by the German Federal Su-
preme Court, in which the Court decided that a utility mod-
el does not necessarily have to protect an invariable physi-
cal entity and a claim directed to a signal sequence does
not constitute a method (that is excluded from utility model
protection).”

Currently, the same standard for software protection
applies to German invention patents and utility models with
the sole exception that utility models may not include meth-
od claims.” It should be noted that this extension of utility
model protection goes even beyond what is acceptable for
Chinese invention patents, because not only claims direct-
ed to a computer program storage medium are possible
but also claims directed to a computer program or, as in the
above decision, a signal sequence.

The third development relates to the inventive step. In
China the requirement was lowered: The Guidelines from
2001 still allowed for making use of documents from neigh-
boring fields to assess the inventive step of a utility model.
The present practice was introduced by the Guidelines
2006. In the same year a landmark decision “Demonstra-
tionsschrank” was issued by the German Federal Supreme
Court. In the decision, the court decided that the same crite-
rion is to be applied to invention patents and utility models.
Despite the fact that the wordings in the respective laws are
different (German patent law requires an inventive action
(erfinderische Téatigkeit) whereas German utility model law
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requires an inventive step (erfinderischer Schritt)), which
would suggest different thresholds, the assessment is not
to differ for invention patents and utility models."” In current
practice, the assessment of inventive action (for patent ap-
plication) and inventive step (for utility model) are the same.
German utility models are not privileged with respect to in-
ventive step.

V. Utility models and competition

From a management point of view, an IP right should
be inexpensive, stable, and potentially well enforceable. All
three points hold for Chinese utility models and explain the
magic of their surge. Firstly, official fees are moderate for
utility models. Secondly, the stability is not lower than for in-
vention patents as a study by the law firm China Patent
Agent (H.K.) Ltd. shows'™. According to the study, utility
models are even tentatively more difficult to invalidate via in-
ventive step attacks. This is remarkable because utility mod-
el claims typically are not narrowed during registration pro-
cedure.” Finally, Chinese utility models are as readily en-
forced as invention patents. In contrast, German case law
requires a higher level of care for utility models when warn-
ing letters are sent to putative infringers.

IP rights should constitute an adequate reward for inno-
vative achievements. The above factors of enforceability,
stability, and low costs lead to an enormous clout of utility
models. It appears that for many utility models the utility
model is too high a compensation for the corresponding in-
novative contribution. The “dynamometer” decision for in-
stance is one example where a utility model was upheld for
an obvious transfer of an existing technology to a new appli-
cation. The state of the art document not taken into account
in this case discloses a method for measuring forces by uti-
lizing a flexible element with resistor pads where an applied
force bends the elements and leads to changes of the
pads’ resistance. According to the rationale behind the
“dynamometer” decision, a mere application of this technol-
ogy to a new area for measuring a new type of force would
result in a stable utility model. The same can be said, in par-
ticular, for those cross-cutting technologies, e.g. communi-
cation, controlling, monitoring etc., a transfer of which to
new application areas appears to require no real inventive
step, but would give rise to stable utility models.

What is more (and worse), due to the difficulty in find-
ing state of the art for utility models with minor innovations,
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many utility models with no innovative merits at all are likely
to withstand invalidation. Since such utility models can hard-
ly be invalidated because the minor deviation from the prior
art was never considered worth publishing in a way that it
can be used in an invalidation proceeding, companies
have started to look for other defensive measures and e.g
ramped up notarization.

Ultimately, this situation creates an imbalance between
innovative merit and the rights a utility model grants to its
owner. A side effect is that the incentive to file utility models
is too strong, leading to a flood of mostly low quality IP
rights.

There is an imbalance also in comparison with inven-
tion patents. Invention patents are strictly examined by the
CNIPA. Typically, both the cost to obtain an invention pat-
ent and the requisite innovative merit are on average sub-
stantially higher than those for a utility model. If two competi-
tors confront each other where one of them filed only inven-
tion patents and the other only utility models, the second
one tends to be in a stronger position, because utility mod-
els typically have broader claims (not narrowed in examina-
tion procedures) and benefit from stability comparable to in-
vention patents. The competitor with the utility model portfo-
lio can be in a stronger position even if his innovative power
is less. In consequence, one can neutralize innovation defi-
cits with utility models.

VI. The economic aspect

For compliance and risk mitigation reasons, leading
technology companies monitor and conduct clearances for
third party IP rights. This effort is considerable. Besides the
technical and legal analysis which typically involves at least
one technical and one legal expert, search efforts for state
of the art are often necessary. For utility models such as the
one Tan Xining used against Xuanda Silica Gel GmbH (see
section Il) the cost for the clearance is likely to be higher
than the drafting and filing costs if a legal assessment is re-
quired. That is, many utility models would already pay off by
inflicting higher clearance costs at your competitor than the
cost you bear for generating the utility model.”

Frivolous and even abusive filings of utility models can
do damage to the competitor without effective sanction for
misdemeanor (the law only provides that the damage
caused in bad faith on the part of the patentee shall be com-
pensated,” while typically the proof for misdemeanor is
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doomed to fail in view of high evidence requirements).

At first glance, utility models would provide many Chi-
nese companies with a competitive edge, because they al-
low neutralizing higher quality patent portfolios of a compet-
ing technology leader.

In reality, major damage is caused to the Chinese inno-
vation environment. To start with, the option to neutralize
high quality patent portfolios with low quality utility model
portfolios de - stimulates innovation. As long as Chinese
companies are in a position to absorb foreign technology
while offsetting the IP risk via low quality utility model portfo-
lios, they have little incentive in investing into innovation
themselves. The present utility model practice detracts from
the motivation to invest into innovation and to protect this in-
novation by higher quality IP rights, i.e. innovation patents.
A “copy and neutralize” strategy, i.e. a strategy where tech-
nology is copied and utility models are filed to ward off IP
risks from the original technology owner, is in short term too
attractive but would turn out to be unsustainable in long
term.

Utility models lend themselves to fencing and building
IP barriers. At a registration rate of about 80% more than
1.6 million utility models will come into force in 2019. This
sheer number of utility models will inevitably lead to enor-
mous spending in clearances and to great IP risks. Hence,
the present utility models system detracts from China’s at-
tractiveness for foreign R&D investment. The difficulties in
managing IP risks for utility models put China at a disadvan-
tage in the competition for development and production
sites with other countries.

Many companies are increasingly unable to shoulder
the costs of applying the same care in dealing with utility
models as for invention patents and non-Chinese IP rights.
As a consequence, higher risk is accepted and IP prob-
lems are shifted to a later stage when utility models are as-
serted. This leads to more litigation, less predictability, and
lower standards of due care. The introduction of internation-
al standards of high level IP work, an integral part of innova-
tion, into Chinese companies appears to be quite difficult in
such an IP environment.

China has taken the lead in the number of litigations,
too.” The case set out in the beginning (Tan Xining v. Xuan-
da Silica Gel GmbH) shows that a low quality utility model
can occupy an intermediate court, a high court and the Su-
preme Court. Valuable resources are bound by such law-
suits while the societal benefit is low.
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Litigation largely among Chinese companies is
spawned by the great number of utility models and con-
sumes substantial court and attorney resources. One won-
ders whether this allocation of valuable resources is eco-
nomical. Better quality employment of court and attorney re-
sources appears to be more appropriate.

A new industry of notarization is coming into existence
to fend off utility models risks. Companies notarize products
and sales information to forestall the risk of utility model ap-
plications, in particular bad faith applications. The societal
benefit of these expenditures is almost null.

Finally, there is a lot of criticism from outside that the
Chinese utility models distort the IP system and bend it to
the benefit of China. While the achievements of China in set-
ting up an IP system are admirable and the criticism is often
unfounded®, the utility model system should not run counter
to principles of fair competition and the spirit of IP. Technol-
ogy leaders are penalized which is not in the interest of Chi-
na and compromises the goal to become a leading innova-
tive country. This does even hurt more if familiarity with utili-
ty models is low due to the absence of this IP right in one’s
own country (importantly, the USA). We have entered a situ-
ation where such complaints should be taken seriously in
view of the creation of a fair business environment.

An amendment to the Chinese utility model system is
even more needed because utility models could play an im-
portant role in a digitalized ecosystem. Digital ecosystems
are very complex, and the participants are highly intercon-
nected. On the other hand, technology turnaround time is
rather short. Therefore, participants in the ecosystem are in-
terested in an easy way to document their innovative contri-
butions. Utility model or other petty patent systems could
play such a role if they were opened for software inventions.
They could become a very attractive means to document
one’ s technological contribution and form a legal basis for
sharing, (cross-)licensing or otherwise dealing with intellec-
tual contributions. Of course, there is a danger that the
above described negative effects of the Chinese utility mod-
el system would even be accelerated. Accordingly, an
amendment is even more urgently needed.

VIl. Suggested amendments

In the present situation the negative effects outweigh
the benefits no matter what perspective one takes. There is
an urgent need to prevent the Chinese IP environment from
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degrading into an IP cesspool with a myriad of junk IP
rights.

It is evident that any amendment should lead to more
quality, adequate compensation for innovation and protec-
tion from frivolous IP attacks. Ideally, amendments would in-
terfere with the legal basis and practice as little as possible
and retain what is good. We feel that by just two amend-
ments the situation could be substantially improved.

Hence, we propose the following two amendments.

a) The inventive step requirement for utility models
should be raised to the same standard as for invention pat-
ents. This implies the amendment of Article 22.3 to “Inven-
tiveness means that, as compared with the existing technol-
ogy, the invention or utility model has prominent and sub-
stantive features and represents a notable progress.” It al-
so means amending the Guidelines Part IV-6.4 where the
more rigorous standard of state of the art combinations for
utility models as opposed to invention patents has to be
abandoned.

b) The presentation of a patent validity report should
be made a mandatory part of a lawsuit. That is, regarding
the utility model in Article 61.2 of the China’ s Patent Law
should be changed to “If a dispute over patent infringement
involves a utility model patent, the people’s court or the ad-
ministration department for patent - related work shall re-
quire the patentee or the interested parties to present a pat-
ent right assessment report prepared by the patent adminis-
tration department under the State Council through search-
ing, analyzing, and assessing the relevant utility model,
which shall serve as evidence for trying or handling the pat-
ent infringement dispute.”

Proposed Amendment a) is self-explanatory. The raise
of the bar on the inventive step requirement is apodictic to
make a turn towards quality IP rights.

In contrast, the second amendment needs some com-
ments, even though a similar amendment was proposed in
the third draft for the fourth Patent Law amendment.*

We feel that it is important not to privilege utility models
over invention patents by allowing for enforcement of utility
models without a CNIPA assessment report on patentability.

The assessment report is not necessarily filed along
with the complaint (although this is favorable). Expediency
will not always allow for filing the assessment report that ear-
ly (e.g. in legal proceedings initiated after interim measures
such as provided by Articles 66 and 67 of the China’ s Pat-
ent Law). But the assessment report should be a mandatory
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requirement for the admissibility of the lawsuit. It is impera-
tive that the assessment report is ordered as soon as possi-
ble and available well before the final court hearing. The
lawsuit should be dismissed if the plaintiff does not comply
with this requirement.

It should be noted that the apparent main function of
the assessment report, i.e. to provide a basis for the deci-
sion whether to stay the proceedings, is by far not the only
function. In particular such a report would help small- and
medium - sized enterprises (typically Chinese companies)
which are less IP savvy or have limited search resources
with launching an invalidity request. Possibly even more im-
portantly, the assessment report may provide material for a
state of the art defense, which especially for low quality utili-
ty models directed to state of the art is the most efficient
route to put an end to the proceedings. Hence, defaulting
on the obligation of providing this assessment report is to re-
sult not in just a stay of the proceedings but in a dismissal as
e.g. in the guidance case Li Zhanquan v. Zhou Jinshan *.

VIIl. Prospects

It is instructive to have a look at changes in the number
of patent and utility model applications filed in Japan (see
the figure below). As can be seen, utility model filings
topped patent filings until about 1980 when the utility mod-
els went into a sharp decline. Today the Japanese utility
model filing number is only about half the number in Germa-
ny and amounts only to about one tenth of the (invention)
patent filings.

(JP applications in units of 1,000)
500

g — Patent applications
200 UM applications f\/\
4 /’\/ ‘\
/" TN
300
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/ With ascent of JP technology
- NN
150
|
L5 /\/ \
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It appears that this development correlates with Japan’
s technology development where after a phase of technolo-
gy catch-up with a high number of utility model filings the
technologically mature Japan almost phased them out. This
suggests that utility models may be more important in a
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phase of closing technology gaps while at a certain technol-
ogy level the importance dwindles. But the decline was also
partly due to Japan making utility models less attractive.” It
is also conspicuous that in the most important technologi-
cally mature countries with a utility model system, such as
Germany, Japan, and Korea, the utility model application
number is both considerably lower than the patent applica-
tion number and has declined in recent years.

We feel that this development path of Japan would also
provide a healthy model for the future of Chinese utility mod-
els. Invention patents should be the staple for protection of
technical innovations while utility models provide a comple-
ment. Even after the proposed amendments, utility models
retain two crucial advantages: speed of grant and lower
cost.

We finish with another observation setting out a future
for utility models in China. At the time when utility models
were introduced as IP rights, software was not” or little® rel-
evant. Since then software has dwarfed mechanics and
electronics with respect to innovative dynamism. Core top-
ics of China’s technology focus programs are software-ori-
ented, e.g. Al, IoT, automated manufacturing, and FinTech.
Software inventions in these fields are not amenable to utili-
ty model protection and hence forego the above mentioned
advantages of utility models, i.e., speed of grant and lower
cost. In our opinion, in particular early protection would be
desirable in fast developing innovation environments.

However, Article 2.3 of the China’ s Patent Law stipu-
lates that “utility model refers to a new technical solution
proposed for a product’s form, structure, or the combina-
tion thereof, that is suitable for utility”. This form and struc-
ture requirement appears to not properly account for mod-
ern technological developments® and results into a skewed
distribution of utility models according to technical area.®

A logical step would be to open the utility model sys-
tem to software and materials composition inventions. It can
hardly be disputed that such an extension of subject-matter
eligible for utility model is prohibitive unless the flood of new
applications is curbed. The CNIPA reported 2,072,311 utili-
ty model applications for 2018. This is an increase of more
than 20% with respect to the previous year’ s figure. The
2018 utility model application number in China is likely to be
higher than the total number of all patent and utility model
applications in the rest of the world outside China.®" An ex-
tension of the subject-matter for utility models requires as a
precondition a reform of the utility model system, which is
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achieved by the two amendments we propose.

In consequence, the proposed amendments would al-
so pave the way for further modernization of the Chinese
utility model system.

IX. Urgency

Apparently the fourth amendment to the China’ s Pat-
ent Law is imminent.*” There will be about 10 years’ time dif-
ference between the third and the fourth amendment once
it has come into effect. The reform of the utility model sys-
tem is very urgent and needs to be included in the amend-
ment which is under way. Only a reformed utility model sys-
tem will allow China to reach high quality standards of IP
work regarding the fair use, compliant third party IPR han-
dling, and adequateness of compensation for innovation
that is characteristic of mature IP systems. It is inconceiv-
able how the Chinese IP landscape would look like if utility
model application numbers continue to rise in the next ten
years as they have since the third patent law amendment.

The Chinese IP strategy of 2008 envisages that ‘by
2020, China will become a country with a comparatively
high level in terms of the creation, utilization, protection and
administration of IP rights®. China has made major strides
in improving its IP system. But on a qualitative level, we be-
lieve, this goal still requires to take proper steps for reining
in the excesses of the utility model practice as soon as pos-
sible.
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