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Abstract

Paper Tiger or Roaring Dragon

China’s TRIPs implementations and enforcement

Thesis about whether China’s IPR enforcement laws are TRIPs compliant.

At least on paper most of China’s IPR procedural laws are compliant with specific TRIPs
provisions. China’s IPR laws are certainly non-compliant to the more general provisions
of TRIPs, due to incompatible extra-judicial factors. Nevertheless, no unequivocal
preference for a WTO case against China can be given. Another option, although more
complicated, to tackle China’s IPR enforcement challenges is to be preferred: to address
China’s transparency, market access, uniform application of law, integrity and

impartiality of the courts and expertise in and respect for IPR.



Preface/Acknowledgments

Referring to the enforcement of IP in China, the title of this thesis juxtaposes a symbol of
impotence® with that of the dragon?; which has been a symbol of China’s power for
7,000 years. China struggles to balance its interests with those of the international
community. On the one hand the Chinese State Administration for Radio, Film and
Television deemed the dragon worthy to protect; it forbade a Nike advertisement that
used the Chinese dragon. The ad allegedly violated article 32 Regulation on Radio and
Television 1997, which mandates that all advertisements in China should uphold national
dignity, and interests and respect the Motherland's culture. On the other hand the era of
the dragon might come to an end, because of the alleged connotations of aggression
foreigners might have with this creature®. This manifests China’s volatile legislation and
dual forces that are driven by its national interests and foreign interests. This is a fortiori
the case in the protection and enforcement of IP in China, since China has committed
itself to several international obligations, including the Agreement on Trade-related
Aspects of Intellectual Property. Allegations were frequently aired that China was not
compliant to this treaty. The purpose of this thesis is to give a substantiated answer to this
question, conscious of this author’s Western perspective and education in the civil law
tradition of the Netherlands.

In preparation, this author started a weblog in 2005. It is called IP Dragon, which gathers,
comments and shares information about IPR in China, to make this field of law more

transparent. After attending a conference on IPR in China, in London, where Connie

! On July 14, 1956 Mao Zedong said about the US: “In appearance it is very powerful,
but in reality it is nothing to be afraid of, it is a paper tiger", ‘US Imperialism is a Paper
Tiger’, Transcription by the Maoist Documentation Project, 2004, available at:

http://www.marxists.org/reference/archive/mao/selected-works/volume-5/mswv5_52.htm.

2 Li Jian, ‘Nike’s dragon-insulting ad sparks controversy’ Shanghai Star, re-published in China Daily,
December 22, 2004, available at: http://www.chinadaily.com.cn/english/doc/2004-
12/22/content_402383.htm. And on the other hand , the dragon might retire as national symbol altogether,
after the article of professor Wu Youfu of the Shanghai International Studies University ‘On branding the
Chinese national image’. It was already left out as one of the five Olympic mascots, that were presented in
2006, Joel Martinsen, *Dragons and branding’, Danwei, December 6, 2006, available at:
http://www.danwei.org/trends_and_buzz/dragons_stones_conspiracies.php.

® See note 2.
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Carnabuci, partner of Freshfields Bruckhaus Deringer of Hong Kong, Douglas Clark,
partner of Lovells in Shanghai and Luke Minford, head of China operations of Rouse &
Co. International, among others, spoke; interviewing several law professors, including
professor Justin Hughes of Cardozo Law School, Yeshiva University of New York and
professor Daniel Gervais of Ottowa University; and more than five hundred postings, IP
Dragon has cumulated relevant case law, laws, regulations and judicial interpretations
and received interesting feedback from experts in the field, including Joseph Simone,
partner of Baker & McKenzie in Hong Kong, Stan Abrams partner of Lehman, Lee & Xu
in Beijing and Dan Harris partner of Harris & Moure in Seattle. All laws, regulations and
judicial interpretations mentioned in this thesis can be accessed in English via IP Dragon.

In this thesis the author reflects upon the possibility for countries to start a WTO case
against China in case of non-compliance with TRIPs. Just when this thesis was finished,
China came out with an new judicial interpretation that lowers the numerical thresholds
and increases the scope of crime by clarifying the term “reproduction and distribution” in
Avrticle 217 Criminal Law, to mean “reproduction and/or distribution”*. Besides, China
presented a comprehensive new action plan on IPR protection®. These measures were
possibly promulgated in an attempt to avert formal WTO complaints by the US. To no
avail, because this possibility became a reality on April 10, when the US requested
consultations with China based on two, interrelated, WTO cases®. Because of this
dynamism in subject matter, the newest developments on IP in China will be followed on
IP Dragon. Mindful of the open source movement, the thesis will be put online in the
Summer of 2007, which is an invitation to criticise the assertions made and to come up

with dissenting opinions.

* Respectively, articles 1 and 2 Interpretation of the Supreme People’s Court and the Supreme People’s
Procuratorate on Several Issues in the Concrete Application of the Law in Handling Criminal Cases of
Intellectual Property Infringement, adopted at the 1422nd meeting of the Adjudication Commission of the
Supreme People’s Court and 75th meeting of the Supreme People’s Procuratorate, April 4, 2007; effective
April 5, 2007, draft version available at: http://ipdragon.blogspot.com/2007/04/draft-judicial-interpretation-
several.html.

® Action Plan on IPR protection 2007, April 6, 2007, available at:
http://zgb.mofcom.gov.cn/aarticle/az/k/200704/20070404541058.html.

® The WTO cases are: China — Measures affecting the protection and enforcement of intellectual property
rights, Request for Consultations by the United States, WT/DS362/1 and China - Measures Affecting
Trading Rights and Distribution Services for Certain Publications and Audiovisual Entertainment Products
- Request for Consultations by the United States, WT/DS363/1.
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This author expresses his gratitude to all the above-mentioned experts for their insights
and guidance in IP in China and TRIPs, and especially to professor Hugenholtz, director
of the Institute for Information Law of the University of Amsterdam, who inspired this

author to pursue a career in IP.



Introduction

The enforcement of intellectual property in China is of crucial importance to all
economies in the world. US officials estimate the costs for companies’ around the globe.
of China’s counterfeit and piracy exports as between US $ 50° and 60 billion® a year.
Douglas Clark*® ominously prophesied at the IPR in China Conference in London in
2006 that any company will sue or will be sued for IP infringement in China in the next
5 years. In other words: the clock is ticking. What relief can the Agreement on Trade-

related Aspects of Intellectual Property Rights (TRIPSs) bring in this matter?

Since China joined the World Trade Organisation (WTO) in 2001 and automatically had
to comply with TRIPs it is still not only the number one source, but the source of the
majority of counterfeit and pirated goods in the world in 2006*2. The allegations that
China’s IPR system does not comply with TRIPs can be heard repeatedly by
governments of the US™, EU, Switzerland and Japan and by industry group lobbyists.
This mantra is followed alternately by Chinese reiterations of its commitments that

14 15 16 17 18 19

enforcement will improve and apologetic utterances or outright denial .

" This excludes the lost tax revenues for governments, lost employment, and extra costs for health and
safety.

8 «U.S. officials say its exports cost legitimate producers worldwide up to $50 billion a year in lost potential
sales,” Associated Press, ‘China’s piracy hurting its own industries’, July 7, 2006, available at:
http://www.msnbc.msn.com/id/13617619.

° “International companies are losing more than $60 billion a year because of piracy in China, according to
the U.S. government,” ‘U.S., EU to Fight Counterfeits From China, Russia’, Bloomberg, June 19, 2006,
available at: http://www.bloomberg.com/apps/news?pid=10000100&sid=aTSjqiimKzY c&refer=germany.
19 Douglas Clark, partner at Lovells in Shanghai, was not only talking about businesses with manufacturing
operations in or exporting to China, but also about businesses that had no activities whatsoever in China.

1 ¢IPR in China: Management, Protection and Enforcement’, IBC, Café Royal, London, March 20, 2006,
available at: http://www.iplawportal.com/china.

12 Havoscope, Global Index of lllicit Markets, available at:
http://www.havocscope.com/Counterfeit/counterfeit.htm.

13 One of the boldest statements was made by US senator of North Dakota, Byron L. Dorgan: “President Hu
does not only acknowledge the problem (of IP infringement DF), he creates it. It is a Chinese strategy”.
‘Piracy and Counterfeiting in China’, Testimony before the Senate Committee on Trade, Tourism, and
Economic Development, March 8, 2006, available at:
http://commerce.senate.gov/hearings/witnesslist.cfm?id=1764.
http://video.google.com/videoplay?docid=931507578262530010&q in the 26:40 minute.

Vice Premier Wu Yi announced that China would “continue to consolidate IPR enforcement, rigorously
clamp down on IPR-infringing activities in accordance with law, ...outline an action plan on IPR protection,
and ...subject criminals and infringers to applicable punishments”, ‘Address of Vice Premier Wu Yi at the
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China’s premier Wen Jiabao indulged himself even to be lyrical about China’s future

enforcement efforts: “they will be hard as steel and definitely not soft as bean curd”?.

Recent successes of some foreign companies in IPR infringement litigation cases® give

rise to optimism. Also, special legislation for administrative authorities to seize on sight

Conference of Enterprise IPR Protection and Self-initiated Innovation’, February, 24, 2006, available at:
http://english.mofcom.gov.cn/aarticle/newsrelease/significantnews/200602/20060201583273.html.

> The Supreme People’s Court President Xiao Yang and Procurator-General Jia Chun-Wang made
statements at the National People’s Congress about the need to combat piracy. Myron Brilliant, *Written
Testimony before the US-China Economic and Security Review Commission, China’s Enforcement of
Intellectual Property Rights and the Dangers of the Movement of Counterfeited and Pirated Goods into the
United States’, June 7, 2006, available at:
http://www.uscc.gov/hearings/2006hearings/written_testimonies/06_06_07wrts/06_06_7_8 brilliant myro
n.pdf.

18 In April 2006, President Hu Jintao stated that the protection of IPR is essential for China’s economic
development. And Supreme People’s Court President Xiao Yang and Procurator-General Jia Chun-Wang
confirmed the need to combat piracy, Brilliant, see note 15, pg 7.

Y Hu Jintao said: “The entire society should make joint efforts to bring China’s work regarding intellectual
property rights to a new level”, BBC Monitoring Asia Pacific, text of a report entitled ‘At the 31* collective
study of the CCP Central Committee’s Political Bureau’, May 27, 2006, carried by Xinhua.

Edward Jung, ‘Testimony to the US-China Economic & Security Review Commission on Intellectual
Property Rights Issues and Dangers of Counterfeited Goods Imported Into the United States’, June 7, 2006,
pg 12, footnote 42, available at:
http://www.uscc.gov/hearings/2006hearings/written_testimonies/06_06_07wrts/Edward Jung.pdf.

18 Jiang Zhipei, chief justice of the Intellectual Property Rights Tribunal of the Chinese Supreme People's
Court said about IP enforcement in China: “[L]ook at how far we've come from the Cultural Revolution to
now, with a complete system of laws [..]. China is moving slowly forward, but no problem can be solved in
an instant [.]" Chris Buckley, ‘On Piracy, an advocate for China’s progress’, International Herald Tribune,
May 1, 2006, available at: http://www.iht.com/articles/2005/10/04/business/IPRjudge.php.

9 “[T]he Chinese Government is fully aware that like in all other countries the protection of intellectual
property rights is constrained by the level of economic development and other conditions in reality. IPR
protection in China cannot be perfected overnight”, Report by the People’s Republic of China, ‘Trade
Policy Review: China’, WT/TPR/G/161, March 17, 2006, paragraphs 56-66.

2 During the Transitional Review Mechanism of the TRIPs Council, on October 26, 2006, the Chinese
representative maintained that five years after the country joined the WTO, its intellectual property rights
system was fully consistent with the TRIPs and that China had "fully implemented its accession
commitments”. ICTSD, ‘WTO Scrutinises China’s Trade Policies’, volume 10, nr. 36, November 1, 2006,
available at: http://www.ictsd.org/weekly/06-11-01/story4.htm.

2L «Fyll manuscript of The Times interview with Wen Jiabao’ during his visit to the ASEM, in Helsinki,
Finland, The Australian, September 6, 2006.

22 Sijlk market case December 20, 2005, Burberry, Chanel, Gucci, Louis Vuitton and Prada won RMB
200,000 in damages from the landlord of Silk market in Beijing, ‘Significant Victory’ of Burberry, Chanel,
Gucci, Louis Vuitton and Prada against Beijing Silk Alley Shopping Mall’, IP Dragon, December 23, 2005,
available at: http://ipdragon.blogspot.com/2005/12/significant-victory-of-burberry-chanel.html. Starbucks
case December 31, 2005; Starbucks won in Shanghai a two year copyright dispute of Xingbake, which
copied Starbucks name in Mandarin and its logo. In a telephone conversation on March 29, Joseph Simone,
partner of Baker & McKenzie in Hong Kong, challenges the view of the media that this case was
significant since it showed no new developments in IP enforcement, in a telephone conversation.
‘Xingbake wakes up and smells the coffee’ IP Dragon, January 2, 2006, available at:
http://ipdragon.blogspot.com/2006/01/xingbake-wakes-up-and-smells-coffee.html. Ferrero Rocher case
January 2006, a Beijing court ruled that Montresor had to pay Ferrero Rocher RMB 700,000 in damages for
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products that bear the Olympic logo® and certain luxury brand names?* that have been
passed in anticipation of the Olympic Games in Beijing in 2008 can be called promising.
However, when the adjective “rampant” is still added in most cases when describing IPR

infringements in China, something has gone awry.

Has China not implemented the TRIPs provisions in its legislation or is the enforcement
of its IPR laws neither sufficiently effective nor deterrent? Or are the TRIPs provisions

intrinsically unfit for enforcing minimum standards of intellectual property rights?

To answer these questions, Part | will deal with the way the more specific TRIPs
provisions are implemented into China’s IPR laws. After this, a holistic approach will be
taken in Part Il, where China’s implementations of the more general TRIPs provisions are
evaluated. On the one hand the inherent weaknesses of TRIPs and on the other China’s
unique social-economic and cultural makeup will be put into the equation. The existence
or absence of extra-judicial factors in China, such as a rule of law, transparency, an
independent judiciary, uniform application of laws, fair and impartial courts, and market
access, which influence the IPR enforcement climate will be assessed. Part 111 explores
whether the WTO’s Dispute Settlement Mechanism is able to fix China’s enforcement

counterfeiting. Ferrero Rocher acted too late, when the case was already out of hand, according to Joseph
Simone, partner of Baker & McKenzie in Hong Kong ‘Ferrero Rocher’s bitter sweet victory’, IP Dragon,
January 16, 2006, available at: http://ipdragon.blogspot.com/2006/01/ferrero-rochers-bitter-sweet-
victory.html. Luxury brand owners sign Memorandum of Understanding with landlords of Silk Market in
Beijing, which includes a two-strike policy against IP infringement: first suspension, then cancellation of
license to sell at the market. Contractual IP protection, ‘Truce or Trailblazing Cooperation’, June, 9, 2006,
available at: http://ipdragon.blogspot.com/2006/06/truce-or-trailblazing-cooperation.html.

%% The State Council approved the Regulations on the Protection of the Olympics logos, State Council
Order No. 345, January 30, 2005, available at: http://www.cnnic.cn/html/Dir/2005/08/02/3069.htm. “The
regulation appears to be backdated, with retroactive effect as of April 1, 2002. Of course, for non-Chinese
journalists to find piracy of the Olympics logos, they will need to know what is licensed and what is not. If
they are not told who is licensed and who is not — or if everyone is considered “licensed” — we will not be
able to measure this piracy”, Professor Justin Hughes, Cardozo School of Law, Yeshiva University, New
York, ‘Written Statement: IP Enforcement In China, a potential WTO case and US-China Relations,
Hearing on IPR Issues and Imported Counterfeit Goods’, June 8, 2006, pg22, footnote 39, available at:
http://www.uscc.gov/hearings/2006hearings/written_testimonies/06_06_08wrts/06_06_7_8 hughes_justin.
pdf.

2t After trials in Beijing, administrative enforcement officials in other major cities have also been given the
authority to seize on sight products if they bear certain luxury brand names, according to Lindsay Esler.
The rationale behind it is that luxury goods manufacturers by definition do not distribute their products
through street vendors, Lindsay Esler, ‘China: The Path Ahead for Intellectual Property Protection in
China’, HG.org, February 10, 2006, available at: http://www.hg.org/articles/article_1227.html.
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problem. Finally, conclusions and recommendations will be given on how to improve the

enforcement in China.

Scope of the subject

The objects of protection in TRIPs are first of all, the categories of intellectual property
that are subject of Sections 1 through 7 of Part 11%°: copyright and related rights,
trademarks, geographical indications, industrial designs, patents, layout-designs
(topographies) of integrated circuits, protection of undisclosed information. Secondly,
article 2 (1) TRIPs incorporates the objects of industrial property that are subject of
articles 1 through 12, and article 19, of the Paris Convention (1967). The additional
objects® of protection are utility models, service marks and trade names?’.

This thesis focuses on the enforcement of copyrights, trademarks and patents. However,
take note that the Patent Law is enacted to protect patent rights for invention-creations?®.
In the Patent Law, inventions-creations mean inventions, utility models and designs®°, so
these objects will be dealt with implicitly where patents are discussed.

The other objects of intellectual property protected by TRIPs are only dealt with
indirectly, where the administrative authorities that enforce these three objects are
discussed. Although Hong Kong and Macau are part of China, since 1997 and 1999,
respectively, these Special Administrative Regions have each autonomous systems based

30 31

on their own mini-constitutions® !, their own separate IP systems*?, and no mutual

% Article 1 (2) TRIPs.

% Indications of source or appellations of origin, and the repression of unfair competition as stated in article
1 (1) Paris Convention for the Protection of Industrial Property, find their equivalent in geographical
indication and protection of undisclosed information, as stated in article 1 (2) TRIPs. Well-known marks
and collective marks, stated respectively in articles 6bis and 7bis Paris Convention, are species of the genus
trademarks.

2T As stated in article 1 (2) Paris Convention for the Protection of Industrial Property.

%8 Article 1 Patent Law: This Law is enacted to protect patent rights for inventions-creations, to encourage
invention-creation, to foster the spreading and application of inventions-creations, and to promote the
development and innovation of science and technology, for meeting the needs of the construction of
socialist modernization.

2 Article 2 Patent Law: In this Law, "inventions-creations” mean inventions, utility models and designs.

% Basic Law of the Hong Kong Special Administrative Region, available at:
http://www.info.gov.hk/basic_law/fulltext/index.htm.

*! Basic Law of the Macau Special Administrative Region, available at:
http://www.imprensa.macau.gov.mo/bo/i/1999/leibasica/index_uk.asp.

2 Hong Kong, Asia’s World City for Intellectual Property Protection, August 2004,
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protection of registered IPRs*. That is why both jurisdictions are excluded from this
thesis.

Methodology and disclaimer

The hypothesis is tested by looking at the non-compliance with TRIPs at two levels. First
an inventory of the violations of the more specialised TRIPs provisions will be made.
After that China’s channels of IPR enforcement will be scrutinized, the strengths and
weaknesses analysed and aspects identified, in comparison to the standards of the more
general TRIPs provisions, that can be seen as obstacles to an effective enforcement. The
research was done from Amsterdam and in London. The author’s understanding of
Chinese is at the moment insufficient to exclusively use primary sources. However, the
author relied as much as possible upon primary sources; translations authorised by the
Chinese government and interviews with experts in the field. If this were not possible

translations by law firms were used as well as literature of scholars.

* However, China and Hong Kong have a mutual recognition of arbitration findings and since July 14,
2006, also the mutual enforcement of court rulings on IP infringement: Reciprocal Enforcement of
Judgments in Civil and Commercial Matters by the Supreme Courts of the PRC and the Secretary of
Justice of Hong Kong, Angela Wang, ‘Litigation: New Arrangement for the Reciprocal Enforcement of
Judgements between the PRC and Hong Kong’, January 2007, available at:
http://www.scchk.com.hk/announ/Reciprocal_Enforcement of Judgements_between PRC & HK.pdf.
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Part | Violations of specific TRIPS provisions

This Part gives an introduction to TRIPs and China’s accession to the WTO. After that it
analyses whether China’s specific IPR laws and regulations are TRIPs compliant. In this

process China’s civil, administrative and customs enforcement routes will be explored.
Chapter 1 TRIPs

The key characteristics of TRIPs and a way to interpret this treaty are explained in a short
introduction to TRIPs in Chapter 1.1. This is followed by a brief history of China as a
member of TRIPs in Chapter 1.2. The overhaul China has made in its IPR system before
and after its WTO accession to align it with the obligations of TRIPs can be found in
Chapter 1.3.

1.1 Introduction to TRIPs

The Agreement establishing the WTO® provides the legal ground-rules for international
commerce between WTO members. TRIPs is an integral part of the WTO Agreement®.
TRIPs sets minimum standards for IPR protection and enforcement, but not maximum
standards, opening the way for bilateral or regional agreements that go further than
TRIPs*®. Non-discrimination is a basic principle of TRIPs, just as it is in the World
Intellectual Property Organisation (WIPO)’s Paris*” and Berne® Conventions, which are

both incorporated into TRIPs. Non-discrimination has two components: national

% The WTO Agreement was established January 1, 1995, subsumed and expanded upon its predecessor
General Agreement on Tariffs and Trade (GATT) which was established in 1947.

* TRIPs is Annex 1C of the Agreement establishing the WTO.

% UNICTAD-ICTSD, ‘Resource Book on TRIPs and Development’, Cambridge University Press, 2005, pg
35.

%" paris Convention for the Protection of Industrial Property, China’s accession was December 19, 1984,
entry into force March 19, 1985.

% Berne Convention for the Protection of Literary and Artistic Works, China’s accession was July 10, 1992,
entry into force October 15, 1992,
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treatment, pursuant to article 3 TRIPs; and most-favoured-nation treatment, pursuant to
article 4 TRIPs®,

1.1.1 National treatment

By virtue of the national treatment, each WTO member should treat the nationals of
every other WTO member at least as favourably as its own with regard to IP protection.
TRIPs applies the national treatment principle of article 3 Paris Convention and article 5
(1) Berne Convention. National treatment in these WIPO treaties does not totally
correlate with the way TRIPs prescribes the principle*®. TRIPs preserves exceptions to

this non-discrimination principle®'.
1.1.2 Super-national treatment

To treat nationals of foreign countries more favourably than your own is called super-
national treatment. With regard to IP protection this happened for example in China until
several amendments around the millennium put a stop to this. China’s Copyright Law of
1990* manifested super-national treatment*®, which was only eliminated when the

% Christopher Arup, The New World Trade Organisation Agreements, Globalizing Law Through Services
and Intellectual Property, Cambridge University Press, 2000, pg 10.

%0 “\We should appreciate that they have their own complex idiosyncrasies, which have been explored over
time. G. Evans, ‘The Principle of National Treatment and the International Protection of Industrial
Property’, European Intellectual Property Review 18, 1996, pg 149. The national treatment in TRIPs should
be interpreted as a cumulative form of the national treatment varieties of the WIPO treaties.

* Article 3 (2) TRIPs limits the availability of the exceptions of article 3 (1) TRIPs in relation to judicial
and administrative procedures, only where such exceptions are necessary to secure compliance with laws
and regulations which are not inconsistent with the provisions of TRIPs and where such practices are not
applied in a manner which constitute a disguised restriction on trade.

%2 “Ejrst, even more than the Patent Law, China’s first copyright law was shaped by foreign pressure, with
the result that foreigners enjoyed greater legal protection under China’s Copyright Law than China’s own
citizens. Andrew Mertha, ‘Politics of Piracy: Intellectual Property in Contemporary China’, Cornell
University Press, 2005, pp. 118-119.

“ Xu Chao gives an overview of the manifestations of the super-national treatment of China’s Copyright
Law of 1990 which were amended by the Copyright Law of 2001. These manifestations of super-national
treatment included the object of copyright (the lack of protection for works of applied art); the contents of
the right of protection (lack of rental right of cinematographic works, computer programs and sound
products independent of the right of distribution); and term of protection (term of protection for a computer
program is twenty-five years, which can be extended another twenty-five years; so the total term of
protection does not exceed fifty years, while TRIPs requires a protection of life plus fifty). Xu Chao, ‘On
Super-national Treatment - Discussion on the Revision of the Chinese Copyright Law’, Deputy Director.
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amendment to the Copyright Law was adopted in 2001. Whether super-national treatment
is allowed under TRIPs is an open question. Since there has never been a panel decision
about it, one cannot give a conclusive answer yet. An IP expert at the WTO in Geneva
unofficially opined by phone that super-national treatment is possible under TRIPs*. A
lack of an explicit prohibition in TRIPs supports this view. However, this author argues
against super-national treatment; if, for example, patent rights of foreigners would be
better protected than those of nationals, this could jeopardise foreign investments in R&D,
because when inventions are done in China by foreign companies and those want to
patent their inventions, these foreign patent holders are protected by the lower, national
standard, compared to inventions done overseas that are patented in China.

1.1.3 Most-favoured-nation treatment

The most-favoured-nation treatment requires WTO members, if they grant any advantage,
favour, privilege or immunity with regard to IP to the nationals of another country, to
immediately and unconditionally grant it to all other WTO members®.

The ramification of China’s WTO membership and made explicitly in article 23 The
Understanding on Rules and Procedures Governing the Settlement of Disputes*® (DSU)
that other WTO members can no longer impose unilateral sanctions on the country

General of the Copyright Department of the National Copyright Administration of China, 1998, available at:
http://211.151.89.183:8089/dispecontent.asp?ID=93&DB=4.

* Professor Anselm Kamperman Sanders of Maastricht University points out by email that super-national
treatment already exists for many years in US copyright law, referring to the requirement to register works
of US origin, in order to be able to file an infringement suit in court, while article 5 (2) Berne Convention
prohibits any formality to enjoy and exercise copyright. Bryan Mercurio, senior lecturer at the University of
New South Wales, indicates in an email that a historical parallel can be drawn with the national treatment
obligations under art. 11l GATT, where there is nothing to prevent a country from discriminating in favour
of imported goods, at the expense of local ones.

*®* However, article 4 TRIPs states four groups of exceptions: favours which derive from international
agreements on judicial assistance or law enforcement of a general nature; granted in accordance with
provisions of the Berne Convention (1971) or the Rome Convention authorizing that the treatment
accorded be a function not of national treatment but of the treatment accorded in another country; in respect
of the rights of performers, producers or phonograms and broadcasting organizations not provided under
TRIPs; deriving from international agreement related to protection of IP which entered into force prior to
the entry into force of the WTO Agreement, provided that such agreements are notified to the Council for
TRIPs, and do not constitute arbitrary or unjustifiable discrimination against nationals of other WTO
members.

*® The Understanding on Rules and Procedures Governing the Settlement of Disputes (DSU), Annex 2 of
the WTO Agreement: available at: http://www.wto.org/english/tratop _e/dispu_e/dsu_e.htm.
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concerning a lack of intellectual property protection, unless they are authorised by the
dispute settlement panels or the Appellate Body of the WTO in case of violations of the
trade agreement. Another exception is if there is a situation that China enjoys greater
market access than other WTO members, and this situation can be withdrawn. Professor
Hughes*’ argues that “[t]he United States’ Special 301 process only seriously threatens a
trading partner with sanctions for lack of IP enforcement when that trading partner enjoys
access to the US market beyond what all WTO members enjoy under normal trade
relations”. This situation should be conform the exceptions of article 4 TRIPs. In fact,
according to a report of the panel, “the European Communities could not demonstrate
that Sections 301-310 [of the US Trade Law of 1974] do not permit the US government
to take action consistent with US WTO obligations, that his legislation in fact mandates

WTO-inconsistent action”“®.

1.1.4 Dispute settlement

An important innovation of WTO’s DSU* in comparison to the WIPO conventions and
WTO’s predecessor GATT is that panel decisions as well as those of the Appellate
Body will be adopted and become legally binding™, unless there is a consensus to the
contrary, pursuant articles 17 (14) and 16 (4) DSU. In fact, if a Dispute Settlement
Body’s ruling is not complied with, the formation of panels, adoption of reports and

retaliation will be automatically triggered®.

*" Hughes, see note 23, pg5.

“ WT/DS152/R, United States- Section 301-310 of the Trade Law of 1974, Report of the Panel, December
22,1999, available at: http://www.wto.org/english/tratop_e/dispu_e/wtds152r.pdf.

“° See note 46.

0 WTO’s DSU does not allow the losing party to block the adoption of a panel decision, as was possible
under the GATT settlement mechanism.

*! Philippe Sands and Pierre Klein, ‘Bowett’s Law of International Institutions’, Sweet & Maxwell, Fifth
Edition, 2001, pp. 379-383.

*2 Robert E. Hudec, ‘Broadening the Scope of Remedies in WTO Dispute Settlement’, 2000, pg 5, available
at: http://www.worldtradelaw.net/articles/hudecremedies.pdf.
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1.1.5 How to interpret TRIPs

Article 3 (2) DSU states explicitly that the dispute settlement system is to clarify the
existing provisions of the WTO Agreement, including TRIPs, in accordance with
customary rules of interpretation of public international law. The general rule of
interpretation of article 31 (1), and probably the interpretation rules of articles 32 and 33
Vienna Convention on the Law of Treaties®® have attained the status of rules of
customary international law. In recent years, the jurisprudence of the WTO panels and
especially the Appellate Body has become a rich source from which to receive guidance
on the application of the provisions. The application of the general rules of interpretation
of article 31 Vienna Convention on the Law of Treaties are to take into account the text,
context, domestic legislative history, legitimate expectations, preamble, principle of
effectiveness, principle of in dubio mitius and subsequent practice, by the Appellate Body
can found in the jurisprudence of the Appellate Body>*. The same can be done with the
application of the supplementary means of interpretation of article 32 and multiple
authentic languages rule of article 33 Vienna Convention on the Law of Treaties.
According to Bryan Mercurio c.s., a system of de facto precedent has emerged and every
WTO panel or Appellate Body carefully considers past cases in its decisions®>.

1.2 Brief history of China as a member of TRIPs

The claim that China, when it wanted to recover membership of the General Agreement
on Tariffs and Trade® (GATT) or after 1995 of its successor WTO, was placed for a fait
accompli regarding TRIPs, does not conform to the facts. Representatives of China had

participated in the discussions and negotiations>’ concerning TRIPs in and prior to 1991,

%% Vienna Convention on the Law of Treaties, May 23, 1969, entered into force in January 27, 1980, United
Nations, Treaty Series, volume 1155, pg 331, available at:
http://untreaty.un.org/ilc/texts/instruments/english/conventions/1_1 1969.pdf. China acceded this
convention in 1997.

*WTO, ‘Repertory of Appellate Body reports; interpretation’, available at
http://www.wto.org/english/tratop e/dispu_e/repertory e/i3_e.htm.

** Bryan Mercurio, Yang Guohua and Li Yongjie, “WTO Dispute Settlement Understanding: A Detailed
Interpretation’, Kluwer Law International, London, 2005, summary.

*® |n 1949 China abolished its GATT membership. However China denies that it ever left GATT.

> “China participated in the TRIPs negotiations during the Uruguay Round and initialled the Final Act”,
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according to the late Zheng Chengsi®®. Besides, China signed the last document of the
Uruguay Round of the GATT> in 1995, WTO’s predecessor. Trade and intellectual

property were linked in this round and became a central issue of TRIPs®.

When China became the 143rd member of the WTO on December 11, 2001, it
automatically entered into TRIPs, which is an integral aspect of the WTO agreement.
Upon accession to the WTO, China agreed that the first eight years its commitments to
align its IPR laws will be reviewed during an annual Transitional Review Mechanism by
the TRIPs Council®.

The supremacy of international treaties concluded by or acceded to by China, which
apply to law in civil relations with foreigners, is dealt with by article 142 General
Principles of Civil Law®. The question of direct effect of WTO rules, the possibility of a
private person in a WTO member to base a claim in a domestic court against another
private party or WTO member, has not been answered yet. Both the EU and US excluded

Report of the Working Group on the Accession of China, November 10, 2001, pg 54.

%8 Zheng Chengsi, ‘The TRIPs Agreement and Intellectual Property Protection in China’, Duke Journal of
Comparative & International Law, 1998, volume 9:219, pg 220, available at:
https://www.law.duke.edu/journals/djcil/downloads/djcil9p219.pdf. Zheng, who passed away September 10,
2006, was declared one of IP’s most influential figures by Managing IP over multiple years.

% “China was one of the 23 original signatories of the General Agreement on Tariffs and Trade (GATT) in
1948. After China's revolution in 1949, the government in Taiwan announced that China would leave the
GATT system. Although the government in Beijing never recognized this withdrawal decision, nearly 40
years later, in 1986, China notified the GATT of its wish to resume its status as a GATT contracting party”,
WTO, ‘History of China’s Accession to the WTQO?, available at:

http://www.wto.org/english/news e/pres01 e/pr243 e.htm.

% The multilateral negotiations during the GATT (WTO) Uruguay Round were used by governments to
draft TRIPs, whose objective is to reduce distortions and impediments to international trade, to promote
effective and adequate protection of IPR, and to ensure that measures and procedures to enforce IPR do not
become barriers to legitimate trade, recognised the need to establish new rules and measures for the
effective protection of IPR at borders, World Customs Organisation, ‘Model Provisions For National
Legislation To Implement Fair And Effective Border Measures Consistent With The Agreement On Trade-
Related Aspects Of Intellectual Property Rights’, 2006, available at:
http://www.wcoipr.org/wcoipr/gfx/ModelL awfinal.doc.

%1 Article 18 of China’s WTO Accession Protocol sets up a Transitional Review Mechanism (TRM) for
reviewing China’s compliance with its WTO commitments. The TRM takes place annually for eight years
following accession, with a final review in year ten or at an earlier date decided by the General Council,
WTO document “WT/L/432’, November 23, 2001, available at:

http://www.wto.org/english/thewto e/acc_e/completeacc_e.htm.

82 Article 142 General Principles of Civil Law: (..) where the provisions of an international treaty which the
PRC has concluded or acceded to differ from the civil laws of the PRC, the provisions of the international
treaty shall prevail, with the exception of those articles to which the PRC has made a reservation. (..).
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the invocation of any rule of the WTO before national courts as a matter of statutory
law®® as Alberto Alemanno® points out. Then again both WTO members have come up
with alternative trade remedy mechanisms that allow private parties to complain about
illegal practices of third countries and request their trade authorities to intervene before
the WTO®,

1.3 China’s overhaul of its IPR laws in anticipation of TRIPs

Around the millennium China amended its copyright®®, patent®’, and trademark®® laws,
while introducing some new implementing regulations®, administrative measures, and
judicial interpretations’™. Some will argue that these amendments were mostly introduced

to conform Chinese intellectual property laws and regulations to TRIPs"* 7.

% The EU promulgated in the preamble of the Council Decision 94/800/EC of December 22, 1994, OJ
1994 1.336/1 about its competence “Whereas, by its nature, the Agreement establishing the World Trade
Organization, including the Annexes thereto, is not susceptible to being directly invoked in Community or
Member State courts”, available at:
http://www.legaltext.ee/en/andmebaas/tekst.asp?loc=text&dok=PH2881&keel=en&pg=52&ptyyp=A&tyyp
=T&query=11. The US equivalent of this exclusion can be found in the 1994 Uruguay Round Agreement
Act, 19 USCS Section 3511, Pub. L. No. 104=305 (1996), Section 102 (c) “The term “eligible country’
means a nation, other than the United States, that - “(A) becomes a WTO member country after the date of
the enactment of the Uruguay Round Agreements Act”, available at:
http://www.law.cornell.edu/uscode/17/usc_sec 17 00000104---A000-notes.html.

% Alberto Alemanno, ‘Private parties and WTO Dispute Settlement System’, Cornell Law School LL.M
Series, 2004, volume 1, pg 2, footnote 6, available at:
http://Isr.nellco.org/cgi/viewcontent.cgi?article=1000&context=cornell/lps.

% Marco Bronckers and Natalie McNelis, give an overview of this in “The EU Trade Barriers Regulation
Comes of Age’, available at: http://www.rieti.go.jp/en/events/bbl/05032502.pdf.

% Copyright Law, promulgated by the Standing Committee of the National People’s Congress, September 7,
1990, amended October 27, 2001 effective November 1, 2001.

%7 patent law, promulgated by the Standing Committee of the National People’s Congress, March 12, 1984,
amended August 25, 2000, effective July 1, 2001.

% Trademark Law, promulgated by the Standing Committee of the National People’s Congress, August 23,
1982, amended October 27, 2001, effective December 1, 2001.

% Rules for Implementation of the Patent Law 2001, promulgated by the State Council on June 15, 2001;
Implementing Regulations of the Trademark Law, promulgated by the State Council on August 3, 2002;
and Regulation on the Implementation of the Copyright Law, promulgated by the State Council on
September 15, 2002.

70 «Although these judicial explanations are not legislation, they are binding within the Chinese judicial
system.. The influence of these judicial explanations on IP rights of enforcement should by no means be
overlooked,” Xue Hong and Zheng Chengsi, ‘Chinese Intellectual Property law in the 21% Century’, 2002,
pg XXXVII.

"t “Before WTO accession, China amended, revised and improved its framework of IPR laws, including
copyright, trademark and patent laws, so as to be in compliance with the WTO Agreement on TRIPs”,
WTO, “‘Report of the Working Party on the Accession of China, WT/MIN(01)/3’, November 10, 2001,
paragraphs 251-252, footnote 36.
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Peter K. Yu”® challenges this view and proposes that many of the amendments were
created in response to China’s rapidly-changing local conditions’®. The discussion can be
further put into perspective if one takes into account the anticipatory jurisprudence that
took place already in 1995”. Although it is an interesting discussion whether internal or
external forces were the most important catalyst for change, it suffices here to realise
both views add plausible variables of change.

Chapter 2 Civil enforcement route

This Chapter will first focus on the civil enforcement route. The basics about China’s
judiciary will be introduced in Chapter 2.1. The (controversial) implementations of the
civil procedures and remedies of TRIPs (articles 42 through 48 TRIPs, except for article
46 TRIPs, which is a more general TRIPs provision which will be dealt with in Chapter
6.1) will be navigated in Chapter 2.2 to shed light on possible enforcement challenges.
Followed by a review of the controversial implementations of the provisional measures of
TRIPs in Chapter 2.3 (article 50 (1)-(7) TRIPs, except for paragraph 8, which will be
dealt with in Chapter 3.3). An elaborate comparison between these sets of TRIPs
provisions and relevant IPR laws and regulations can be found in Attachment Chapter 2.

"2 According to Yang it is no coincidence that TRIPs played a role of a model law in improving the Chinese
IPR system. The Copyright Law was announced after the TRIPs negotiations had commenced and was
amended in 2002. Perhaps even more importantly, China established its Special People’s Courts to enhance
judicial enforcement of IPR in 1992, Deli Yang, ‘Intellectual Property and Doing Business in China’,
Elsevier, 2003, pg 36.

" peter K. Yu, ‘From Pirates to Partners: Protecting Intellectual Property in China in the Twenty-First
Century’, American University Law Review, Vol. 50, pg 70, available at: http://ssrn.com/abstract=245548.
™ yu gives the following examples of the domestic changes: Emergence of the socialist market economy,
Chinese leaders’ changing attitude toward the rule of law; the emergence of private property rights and
contributions of local stakeholders in the legal reforms; the increasing concerns about ambiguities over
relationships in state-owned enterprises; government’s active push for modernization. See note 73.

7 Zheng Chengsi: “In the practice of the Chinese courts, a lot of cases have been decided on the principles
of TRIPs.” In 1995, the Beijing Intermediate Court directly relied on a Sino-US IPR Agreement in the case
of Walt Disney Productions versus Beijing Publisher and Co. At the time three Sino-US intellectual
property rights agreements (1992, 1995 and 1996) were concluded on the basis of TRIPs and the Paris and
Berne Conventions. Zheng Chengsi, see note 58, pg 223.
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2.1 The judiciary

Article 123 Constitution provides that the people’s courts are the judicial organs of the
state and are vested with the state’s adjudicative powers. Article 126 Constitution
prescribes the independence of the courts, which in practice is a far cry from reality (See
Chapter 8.2.1 about the rule of law). The judiciary has four tiers’® with at most two trials
to complete a case. The first instance can occur at any level in the system with a final
appeal to a court at the next higher level””. Where in the system the first instance occurs
depends on the gravity of the infringement. More information about the four layers of the
judicial system can be find in Attachment Chapter 2.

2.2 Civil procedures and remedies of TRIPs

Article 43 (1) TRIPs states that although the plaintiff has the responsibility to substantiate
its claim’®, the judicial authorities should be able to order the opposing party to hand over
evidence which lies in their control. This requirement is implemented by article 64 Civil
Procedure Law™. However, due to a mounting workload of the courts this is not very
realistic. According to Wheare® some judges choose to contact experts directly without
the presence of either party, which conflicts with procedural due process. Then again
TRIPs remains silent about experts altogether. Article 44 (1) TRIPs, which states that
judicial authorities can order a party to desist from an infringement, is implemented by
article 134 (1) General Principles of Civil Law®'. However, permanent injunctions can be
refused based on article 7 General Principles of Civil Law, when they harm public

"® The four layers are: 1. Basic People’s Court; 2. Intermediate People’s Court; 3. Higher People’s Court; 4.
Supreme People’s Court.

" Article 127 Constitution: The Supreme People's Court supervises the administration of justice by the
people's courts at various local levels and by the special people’s courts. People's courts at higher levels
supervise the administration of justice by those at lower levels.

"8 However, the burden of proof is reversed under article 57 Patent Law, which stipulates that in
infringement cases relating to invention patents for production processes for new products, manufacturers
of identical products must furnish proof that their production processes are different from the patented
process.

® Civil Procedure Law adopted on April 9, 1991.

8 Henry J.H. Wheare, Building and Enforcing IP Value, 2005, available at:
http://www.buildingipvalue.com/n_ap/380_383.htm.

8 General Principles of Civil Law, adopted on April 12, 1986.
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interests, undermine state economic plans or disrupt social economic order. Social unrest
caused by closing down infringing factories may not be that far fetched, see Chapter 8.4.1
about innovation without IPR.

The articles 56 Trademark Law®? and 60 Patent Law®® implement article 45 (1) TRIPs to
be able to order the infringer to pay the rights holder adequate damages®*. China’s IPR
laws, however, do not guarantee the plaintiff can recover his damages®, because the

defendant may have no or hidden financial resources.

While article 22 Several Provisions of the Supreme People's Court on Issues Relating to
Application of Law to Adjudication of Cases of Patent Disputes® (Patent Civil Dispute
Interpretation) specifically provides, on the request of the right holder or ex officio, for
award of reasonable expenses paid by the patent owner for investigation or for stopping
the infringement, pursuant to the first sentence of article 45 (2) TRIPs, it contains no
reference to attorney’s fees, which is not mandatory in this provision. Neither the Patent
Law nor the Patent Implementing Regulations provide for award of attorney’s fees®” to a

prevailing plaintiff in a patent infringement litigation®.

8 Article 56 Trademark Law provides three methods to calculate the amount of damages based on profit,
injury or statutory damage. The plaintiff may elect the method. Article 14 Trademark Civil Dispute
Interpretation explains how the profits of the infringer are calculated.

8 Article 60 Patent Law states damages should be based on losses of the right holder or profits of the
infringer. Article 20 Patent Civil Dispute Interpretation explains how to calculate these losses and profits,
and article 21 Patent Civil Dispute Interpretation explains that if that is not possible, how to use royalties as
a reference or, if need be, to use statutory damages.

8 Even if the damages are granted, collecting them can be difficult, because enforcing that order might be
hard.

® That is why Wheare advises to first carry out an investigation as to the financial status of the infringer. If
the main concern is to stop infringements and to send a message to potential infringers, further
enforcement to recover damages may not be worthwhile, Wheare, see note 80.

8 Several Provisions of the Supreme People's Court on Issues Relating to Application of Law to
Adjudication of Cases of Patent Disputes, adopted on 19 June 2001 at the 1180th Meeting of the
Adjudication Committee of the Supreme People's Court.

8 This author concurs with Zhang’s recommendation for China to promulgate a judicial interpretation to
unify the decisions of the lower courts on the issue of attorney fees. Zhang Guangliang, chief judge of
Beijing No. 1 Intermediate People’s Court, ‘Remedies for Patent Infringement: A Comparative Study of
US and Chinese Law’, John Marshall Review of Intellectual Property Law, number 1, volume 35, 2001,
60-61.

% In practice, the court seldom awards attorney’s fees in IP infringement litigation in China. Award of
attorney’s fees is an exception in China. AIPPI China Group, ‘Punitive Damages as a Contentious Issue of
Intellectual Property Rights’, Q186, 2005, pg 2.
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2.3. Provisional measures of TRIPs

One could argue that article 50 (1) TRIPs furnishes the possibility of provisional
measures also in non-urgent situations in contrast to article 97 (3) Civil Procedure Law.
Then again the Chinese provisions stipulate provisional measures to stop an infringement
that is already happening®®. A difference in scope between article 50 (1a) TRIPs and
article 97 (3) Civil Procedure Law® is that the latter clearly excludes the possibility of ex
officio anticipated enforcement. Such phrase is absent in article 50 (1a) TRIPs,
suggesting that courts too can initiate anticipated enforcement. The same holds true for
article 50 (1b) TRIPs. However, article 92 Civil Procedure Law®* explicitly gives the
court the possibility to adopt an order for property preservation in the absence of a
request by an interested party. Also, article 74 Civil Procedure Law states that the
people's court may also take measures to preserve evidence on its own initiative.

Articles 97 and 98 Civil Procedure Law remain silent about whether a preliminary
execution can be enforced without a judicial hearing as the inaudita altera parte article 50
(2) TRIPs prescribes. The Supreme People’s Court came up with provisions® that
explained its position on hearings and decisions on commercial disputes.

Article 11 Several Provisions of the Supreme People's Court for the Application of Law®
(Pre-trial Cessation of Patent Infringement) provides criteria for ensuring the uniformity

% The objective, to stop an already occurring infringement is conspicuously absent in article 50 (1a) TRIPs.
In contrast, the preliminary execution of article 97 (3) Civil Procedure Law states implicitly that an
occurring infringements can be stopped too, and so do the articles 57 Trademark Law and 61 Patent Law,
explicitly.

% Article 97 Civil Procedure Law: The people’s court may, at the request of the parties, order preliminary
execution in respect to the following cases. (3): those involving urgent circumstances that require
preliminary execution.

1 Article 92 Civil Procedure Law: “(..) the people's court may, at the request of the other party, order that
property preservation be adopted. In the absence of such request, the people's court may, when necessary,
also order to adopt property preservation measures”.

% provisions of the Supreme People’s Court on the Strict Application of the Civil Procedures Act in
Judicial Hearings and Decisions concerning Economic Disputes, 1995, Liu Xiaohai, ‘Enforcement of
Intellectual Property Rights in the People’s Republic of China’, 11C Vol. 32, February 2001, pg 144,
footnote 19.

% 0On June 5, 2001, the adjudication committee of the Supreme People’s Court passed the judicial
interpretation on questions regarding to applicable laws for pre-trial deterring of patent infringement, in its
No. 1179 committee meeting and made it effective on July 1, 2001, available at:
http://www.chinantd.com/news.php?langsuage=en&channel=65&id=84.
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of the reviewing standard. The Supreme People’s Court set up four factors®. Factors 2
and 4 are respectively: “without provisional measure, the infringement causes irreparable
harm,” and “if the public interest will be harmed.” One could argue that these criteria
make it more difficult for patentees to be granted with a provisional measure than TRIPS’
purpose. Article 50 (4) TRIPs remains silent about any substantive criteria for a review.
However, according to Zhang Guangliang™ the court will in practice consider only two
factors in determining whether to adopt the property preservation or preliminary
execution measures: 1. the probability of the applicant winning the case; 2. the

irreparable harm to the right owner absent those measures.
Chapter 3 Administrative enforcement route

This Chapter will give an overview of the administrative enforcement route in Chapter
3.1, which will focus on the National Copyright Administration in Chapter 3.1.1, the
Administration for Industry and Commerce in Chapter 3.1.2, the Administration of
Quality Supervision, Inspection and Quarantine in Chapter 3.1.3, State Intellectual
Property Organisation in Chapter 3.1.4. In Chapter 3.2 the advantages and disadvantages
of the administrative enforcement route is discussed. After that the articles 49 and 50 (8)
TRIPS that deal with civil remedies and provisional measures by the administrative

authorities will be analysed.
3.1. Overview of the administrative enforcement route

In China the administrative enforcement route is most commonly used®®. When an

interested party does not agree with the administrative decision, he can institute legal

% 1. If alleged infringer’s conduct consists of patent infringement; 2. Without provisional measure, the
infringement causes irreparable harm; 3. If the applicant for provisional measure deposits appropriate
guarantee; 4. If the public interest will be harmed.

% Zhang, see note 87, pg 1.

% 80% of all trademark infringement and unfair competition cases have been dealt with via the following
administrative authorities: Administration for Industry and Commerce and the Technology Supervision
Bureau, Judy Chan and Ross Parsonage, ‘Avoid China’s Red Tape Evidence Trap’, Managing Intellectual
Property, January 2007, available at:
http://www.managingip.com/includes/magazine/PRINT.asp?SID=668816&1SS=23180&PUBID=34.
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proceedings at the people’s courts”’. If no legal proceedings are instituted, the
administrative authority needs to request the people’s court for execution of the measures.
When the administrative authority determines or suspects an infringement that falls into

the category of a crime, it should refer the case to the Public Security Bureau.
3.1.1 National Copyright Administration

Article 7 Copyright Law® promulgates the responsibility of the National Copyright
Administration®™ (NCA) for the administration of copyright. One can distinguish
competences including investigating infringement cases, administering foreign-related
copyright issues, developing foreign-related arbitration rules and supervising
administrative authorities®. There are different levels of copyright administration
departments; the State Council is responsible for the NCA, the governments of the
provinces, autonomous regions and municipalities are responsible for the copyright
administration departments of the same level. The NCA is staffed with only 200 persons

101 “according to professor Alford'%. That is

for nationwide enforcement of copyright
why it generally encourages complainants to use the courts system*®. Article 47
Copyright Law shows the difference between the remedies available for the people’s

courts and those available for the copyright administration department. Both the courts

°" This is no appeal, but a court ruling in the first instance.

% Article 7 Copyright Law: The Copyright Administration department under the State Council shall be
responsible for the nationwide administration of copyright. The copyright administration department of the
People's Government of each province, autonomous region and municipality directly under the Central
Government shall be responsible for the administration of copyright in its administrative region.

% National Copyright Administration of China, available at: http://www.ncac.gov.cn in Chinese.

199 |nternational Trade Administration, US Department of Commerce, ‘Protecting Your Intellectual
Property in China, A Practical Guide for US Companies’, January 2003, available at:
http://www.mac.doc.gov/China/Docs/BusinessGuides/IntellectualPropertyRights.htm.

191 The NCA cracks down on copyright pirates during temporary campaigns, Shi Jiangtao, ‘China:
Copyright crackdown has flaws, says official’, South China Morning Post via Asia Media UCLA, February
9, 2007, available at: http://www.asiamedia.ucla.edu/article.asp?parentid=63415.

192 professor William P. Alford, Harvard Law School, ‘Written statement before the Senate Committee on
Commerce, Science, and Transportation’s Subcommittee on Trade, Tourism, and Economic Development’,
March 8, 2006, pg 3, available at: http://commerce.senate.gov/pdf/alford-030806.pdf.

193 This author’s hypothesis for China’s lack to protect and enforce copyright is that unregistered rights,
such as copyrights, are not as well kept under control. China has announced it will sign the WIPO internet
conventions. Again on the legislative side China is disproportionately improving its standard in relation to
its enforcement efforts.
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and copyright administration departments can order injunctions'®. However, the courts
can order to eliminate the effects of the infringing act and making an apology, or paying
damages. Instead the copyright administration department can confiscate unlawful

income from the act and confiscate and destroy infringing reproductions'®, impose a fine,
confiscate the materials, tools, and equipment mainly used for making the infringing
reproductions. If the act constitutes a crime, the case should be transferred to the People’s

Procuratorate Bureau.

3.1.2 Administration of Industry and Commerce

The Administration of Industry and Commerce*®

(AIC) has the power to investigate
trademark infringements, based on article 54 Trademark Law%’. There are AICs*® % on
different levels: state, provincial, town and county. According to article 53 Trademark
Law, the AIC can, after the parties’ reluctance to resolve the dispute through consultation,
order an injunction, confiscate and destroy the infringing goods and tools specially used
for the manufacture of the infringing goods and for counterfeiting the representations of
the registered trademark. The real difference with the people’s courts is that the AIC can
impose a fine'', but no damages. An AIC can mediate, upon the request of the interested
party, on the amount of compensation for the infringement, which seldom leads to

satisfying results'*!. Thus, frequently the interested party makes use of the possibility to

104 pyrsuant to article 44 TRIPs.

195 pyrsuant to article 46 TRIPs.

106 State Administration of Industry and Commerce, available at: http://www.saic.gov.cn in Chinese.

197 Amendment of the Trademark Law adopted on October 27, 2001.

198 The Trademark Office (TMO), responsible for registration of trademarks and the Trademark Review
and Adjudication Board (TRAB), which deals with trademark disputes, are both under the control of the
AIC, Jay Sha, ‘Making the Most of Administrative Actions’, China IP Focus, 2006, pg 4.

199 TMO has a backlog of over 30,000 trademark opposition cases. Because it can only examine 3,000 cases
a year, a complete opposition procedure can take 10 years to complete. Recent draft revision of the
Trademark Law will address the issue, but do not have an immediate effect. Paul Ranjard and Benoit
Misonne, ‘Study 12: Exploring China’s IP Environment’, Study on the Future Opportunities and
Challenges of EU-China Investment Relations, February 15, 2007, pg 11, available at:
http://trade.ec.europa.eu/doclib/docs/2007/february/tradoc_133314.pdf.

19 \Where any interested party is dissatisfied with the decision on handling the matter, it or he may, within
fifteen days from the date of receipt of the notice, institute legal proceedings in the People's Court
according to the Administrative Procedure Law, according to article 53 Trademark Law.

11 «“The administrative authorities often mediate between the IP owner and the infringer at the time of a
raid. The parties may agree a financial settlement, although typically these have not been large sums”,
Wheare, see note 80.
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institute legal proceedings in the people's court, according to the Civil Procedure Law.
There are more than 3,000 AIC offices with a total staff of 550,000 people in China'*?. A
complaint to an AIC needs to be filed by a registered trademark agent. However, an AIC
can also take action on its own initiative without any complaint of a rights holder. AICs

113

can operate relatively quickly= and in theory do not charge for taking action. A

disadvantage of the AICs was that they were prone to local protectionism***, but since

1999 efforts have been made to put this under control, according to Andrew Mertha'™.

3.1.3 Administration of Quality Supervision, Inspection and Quarantine

A lesser known way for trademark rights holders and also for other IP rights holders is to
base their case on infringements of the Product Quality Law''®. Article 8 Product Quality
Law assigns to the Administration of Quality Supervision, Inspection and Quarantine*’
(AQSIQ) the responsibility to ensure Chinese product quality and standards*®. So if
these goods are fake and shoddy that can harm or intentionally deceive the consumer,
AQSIQ can take action and enforce'®. The departments of AQSIQ, the Technical
Supervision Bureaus (TSBs), deal with the investigation and punishment of acts in
violation of the law, in particular, the passing off of fakes as genuine products. If fake
products are passed off as genuine products the TSBs can impose, pursuant to article 50

Product Quality Law, the following penalties: to cease production or sale, confiscation of

112 Bai Gang, ‘Enforcement Lessons’, China IP Focus 2006, Managing Intellectual Property, pg 53.

113 «“The AIC may undertake a raid within hours of accepting the petition and dispose of a case after one or
two days’ investigation,” according to Bai, see note 112, pg 53.

114 Because local AICs often depend on infringing companies for management fees and pressure by the
local government to maintain employment levels, they sometimes let the infringers off the hook by
allowing them not to pay penalties, and giving back their confiscated goods, instead of destroying them.
> Andrew C. Mertha, ‘Testimony to the US-China Economic and Security Review Commission’, June 8,
2006, available at:
http://www.uscc.gov/hearings/2006hearings/written_testimonies/06_06_08wrts/06_06_7 8 mertha_andre
w.php.

118 product Quality Law entered into effect on September 1, 1993 and was amended with effect from
September 1, 2000.

17 Administration of Quality Supervision, Inspection and Quarantine, available at: http:/agsig.gov.cn in
Chinese.

118 AQSIQ also issues administrative regulations regarding protection of geographic indications separately
recognized by China.

119 Andrew C. Mertha, ‘Policy Enforcement Markets’, 2000, pg 11, available at:
http://artsci.wustl.edu/~amertha/pdf/RRCP.pdf.
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products, a fine of more than 50 percent and less than three times the value of the
products; confiscation of the illegal gains, if any; revocation of the relevant entity's
business license, where the circumstance is serious. If the infringement constitutes a
crime, the case will be referred to the People’s Security Bureau. The Product Quality Law
is also setting out liability for secondary offenders*®, who played a role in the production
or distribution of the illegal products to the primary infringers. Christopher Smith’s
perception®®! is that the TSBs are more quick and responsive to take action against
outright counterfeiters, and are more willing to cooperate directly with foreign companies
seeking to protect their IPR, than AICs. The overlap in enforcement activities between
AIC and TSB has lead to a competition that improved the enforcement services of both
administrative authorities and has driven their prices down?*. According to Mertha both
AIC and AQSIQ realise that there is more money to be made by retaining a portion of the
fees levied against counterfeiters than collecting case fees or charging for enforcement
services'?. TSBs are less likely to be influenced by localism, because they are not
dependent on management fees which are contingent upon the continuance of any
business no matter whether it infringes or not***. Everybody can file a complaint

anonymously at a TSB'?®, which can also take action ex officio.

3.1.4 State Intellectual Property Office

Besides the Product Quality Law, patent, utility model and design rights holders can base
their enforcement on the Patent Law?®. In China designs are, together with inventions

and utility models, part of the so called inventions-creations, which are protected by the

127

Patent Law . Article 3 Patent Law promulgates that the State Intellectual Property

120 Article 61 Product Quality Law.

121 Christopher Smith, ‘Caveat Counterfeiter, China Amends Product Quality Law’, Perkins Coie LLP,
2000, available at: http://www.perkinscoie.com/page.cfm?id=45.

122 Mertha, see note 119, pg 6.

123 Mertha, see note 119, pg 15.

124 «[TThe AIC derives income from enterprise registration and continuing management fees, yet at the
same time it is ordered to shut down enterprises found to be violating trademarks”, Mertha, see note 115.
125 Article 10 Product Quality Law.

126 Amended Patent Law adopted on August 25, 2000.

127 Article 2 Patent Law: In this Law, "inventions-creations" mean inventions, utility models and designs.
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Office'® (SIPO) is responsible for granting patents, including the enforcement of
counterfeit patented products and patent infringement*? **°. Provincial offices generally
deal with patent complaints. Pursuant to article 57 Patent Law, when parties are unwilling
to consult with each other or the consultation fails, the parties may institute legal
proceedings in the people’s court or request SIPO to handle the matter. When an
infringement is established, SIPO may order an injunction and upon request of the parties
mediate in the amount of compensation for the damage caused by the infringement. If the
mediation fails, the parties may institute legal proceedings in the people's court in
accordance with the Civil Procedure Law. Where a person passes off the patent of
another, he shall be ordered by SIPO, pursuant to article 58 Patent Law, to amend his act.
SIPO will confiscate the illegal earnings and may impose a fine of not more than three
times the illegal earnings, or if there are no illegal earnings, a fine of not more than RMB
50,000. If the infringement constitutes a crime, SIPO will transfer the case to the People’s
Security Bureau. SIPO has limited enforcement resources. Therefore, it has less power
than the other administrative bodies, except for the NCA. It is less effective at enforcing

the IP rules due to the complexity of patent cases.
3.2 When to use the administrative enforcement route

Administrative decisions are not final and can be challenged by choosing to appeal.
For a long time China did not distinguish between courts and administrative authorities.
Both were used as instruments to implement policy®**. Now, the difference is more

pronounced: in comparison to litigation it has both advantages and disadvantages.

128 State Intellectual Property Office, available at: http://www.sipo.gov.cn/sipo_English.

129 At the national level SIPO is also responsible for the examination of foreign and domestic patents
(Patent Re-examination Board) and the supervision of local SIPO bureaus.

30 The priority given to technology as expressed in China’s 11" five-year plan, manifests itself by the high
investments the Chinese government is making in human resources at SIPO, in comparison to those
investments made at TMO or NCA, Ranjard and Misonne, see note 109, pg 11.

131 Stanley Lubman, ‘Prospects for the Rule of Law in China After Accession to the WTO,” 1999, available
at: http://www.law.berkeley.edu/institutes/csls/lubmanpaper.doc.
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3.2.1 Advantages

If the complexity of an infringement is low, the scale of it not serious and the costs are an
issue, the administrative enforcement route is preferable because of its speed, limited

costs 32

, easy access and national coverage. Administrative authorities usually apply the
laws strictly, so in many cases one knows what to expect. Once the administrative
authority accepts a complaint and decides to take action, it will conduct an inspection on
the premises of the suspected infringer™>*. If such a raid reveals that infringing activities
are taking place, the administrative authority has the power to order to cease the
infringement, impose a fine, based on the profits of the infringer, seal or seize infringing
products as well as to inspect the files and accounting books of the infringer to ascertain
the level of infringement. It does not, however, have the power to force entry to premises.
In serious cases, the administrative authority has the power to confiscate any machinery

134 administrative

used to manufacture the infringing products. According to Wheare
authorities often do not have all the necessary information to assess the profits the

infringer has made and any fine imposed is generally relatively small.

3.2.2 Disadvantages

If a case involves complex*® legal issues, civil actions may be more suitable*®.
Administrative bodies have no power to award damages nor to determine civil liability.
Evidence submitted in administrative proceedings must be notarised and are increasingly
scrutinised so that they can, where appropriate, be used in court proceedings.

A disadvantage is that some local administrative authorities are prone to local

protectionism: sometimes the infringers do not pay their penalties, or the infringers’

132 « Administrative actions are relatively inexpensive. Preparation costs will depend on the amount of
investigation required, but a typical raid can be conducted for US$5,000 including investigation costs,”
Wheare, see note 80.

133 Wheare, see note 80.

34 \Wheare, see note 80.

135 For example cases "involving the use of a similar trademark on the same or similar products, or the use
of similar packaging at the same time as using the IP owner’s trademark as its corporate name”, Bai Gang,
see note 112, pg 54.

138 Wheare, see note 80.
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goods are confiscated, but instead of destroyed, they are given back to the infringers.
Another challenge is that administrative authorities might be more cautious, because they
know their decisions are not final and parties can institute legal proceedings at the

people’s court.

3.3 Civil remedies and provisional measures of the administrative authorities

The articles 49 and 50 (8) TRIPs state that to the extent that any civil remedy can be
ordered as a result of administrative procedures on the merits of a case, such procedures
shall conform to principles equivalent in substance to those set forth in articles 42
through 48 TRIPs and article 50 (1) through (7) TRIPs, respectively. Dependent on the
way one interprets “any” in the sentence this could mean: if only one civil remedy of all
the civil remedies can be ordered as a result of administrative procedures on the merits of
a case, it should conform to the civil procedures and remedies and provisional measures
standards of TRIPs. Or it could mean that the administrative procedures on the merits of a
case only need to conform to the civil procedures and remedies and provisional measures
standards of TRIPs if all civil remedies can be ordered. Salomé Lachat and Daniel Lachat
propose the latter interpretation, which means that if the administrative procedures on the
merits of the case do not include damages, they do not have to conform to the
abovementioned TRIPs provisions**”. This is implied by Daniel Gervais as well**. This
author deems the first interpretation the right one. However, one could still agree that the

administrative decisions are quasi-judicial,

37 The wording: “To the extent that any civil remedy can be ordered as a result of administrative
procedures on the merits of a case”, as article 49 TRIPs prescribes, could be interpreted as the situation
whereby any civil remedy can be ordered, including to order the infringer to pay the right holder damages,
pursuant to article 45 TRIPs. “This is a condition sine qua non for an enforcement forum to be recognised
as an initial forum, be it administrative or judicial according to article 49 TRIPs”, Salomé Lachat, Daniel
Lachat, ‘The Nature of the Chinese IPR Administrative Enforcement System’, pg 5, available at:
http://halshs.archives-

ouvertes.fr/docs/00/11/86/54/PDF/The_nature_of the Chinese IPR_administrative_enforcement system.p
df.

138 « Administrative authorities should in fact conform to the "substance" judicial procedures. These are
sometimes referred to as "quasi-judicial” procedures. Departure from the substance of principles may not
be easy to access, but it applies to a departure from a number of fundamental principles contained in this
section, e.g. that damages awarded, if any, should adequately compensate the right holder (art. 45 (1)”,
Daniel J. Gervais, ‘The TRIPs Agreement. Drafting History and Analysis’, Second Edition, Sweet &
Maxwell, London, 2003, pg 304.
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because the non-prevailing party can still institute legal proceedings at a people’s court,
which is not an appeal but the use of the right of having a court ruling in infringement
disputes, and an administrative decision only becomes executory by an exequatur of a
people’s court. Therefore, comparing the specific operational regulations of the
respective administrative authorities that constitute quasi-judicial decisions with the civil
procedures, remedies and provisional measures that constitute fully-judicial decisions is

comparing apples to oranges*®.

Both the General Administration of Customs and the Public Security
Bureau/Procuratorate are administrative authorities'*®, but will be dealt with in the
chapters below. Other government agencies, such as the State Food and Drug
Administration** and the Ministry of Culture**, also play a role in the enforcement of
China’s IP laws: the former has jurisdiction over pharmaceutical counterfeiters, and the

latter protects certain copyrighted works™*.

Chapter 4 Customs enforcement route

An undervalued enforcement route is customs, which can be very helpful; firstly to assess

whether a product is being infringed in China®** *°

and secondly if this is the case, to
enforce. First an overview of the customs enforcement route in given in Chapter 4.1,
followed by an assessment of whether China’s customs regulations are TRIPs compliant

in Chapter 4.2.

139 Besides this theoretical objection, the operational administrative regulations were not available in
English.

140 A comprehensive directory of the branches of SAIC, TSB, PSB and SIPO, James Tunkey and Pamela
Beitleman, ‘Intellectual Property Rights Enforcement in China’, 1-OnAsia IPR Brief, April 2005, pg 22-25,
available at: http://www.ionasia.com.hk/pdf/IPR_in_China.pdf.

14 State Food and Drug Administration, available at: http://www.sfda.gov.cn/eng.

142 Ministry of Culture, available at: http:/english.ccnt.com.cn.

143 Robert Goldscheider, ‘Licensing Best Practices: Strategic, Territorial, and Technology Issues’, John
Wiley and Sons, 2006, pg 13.

144 «“Merely by recording an IP right, an IP owner has a chance to obtain, through Customs’ monitoring, a
clearer picture of the number and size of suspect shipments”, Neal Stender, Laetitia Tjoa, Yuanming Wang
and Yan Zeng, ‘Using PRC Customs to Protect IPR’, China Business Review, November 1, 2004, pg 3,
available at: http://www.orrick.com/fileupload/719.pdf.

1% The alternative, to inspect each and every country to which counterfeit goods are exported, is of course
not feasible of most companies.
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4.1 Overview of the customs enforcement route

From 2000 to 2005“® the number of infringement cases handled by the Chinese customs
has annually increased by 30 percent**’. Then again, the low starting point of 295 cases
in 2000 should be taken into account. A revised customs protection regulation that went
into effect March 1, 2004, seems to have worked as a catalyst: the first half of 2006
Chinese customs already dealt with 1,076 intellectual property infringement cases™*.
Customs have to strike a balance between the enforcement of intellectual property and
not hindering the smooth flow of trade in legitimate goods. That is why approximately
only four percent of the products leaving China will be physically checked at over 300
ports**®. However, technological innovations™° will improve the success rate of seizing
infringements.

The General Administration of Customs®®

(GAC) is the highest supervision unit of
China Customs. GAC manages customs facilities nation-wide™?. It is staffed by over
48,000 people and is responsible for the enforcement of IP, based on the Regulations on

Customs Protection of IPR of 2003 (Regulations 2003).

1% The statistics of customs seizures of infringing goods between 1996 and 2004 is available here:
http://english.customs.gov.cn/Portals/191/IPR/Figures%200f%20seizures.pdf, and 2005 here:
http://english.customs.gov.cn/Portals/191/IPR/2005figurel.doc.

1y Benjamin Bai and Kam W. Law, ‘IP issues in U.S.-China trading prompting action by both sides’,
Houston Business Journal, volume 35, number 5, June 10, 2005, available at:
http://www.jonesday.com/files/Publication/df13fdd5-2029-4735-b651-
17421fbc9510/Presentation/PublicationAttachment/f41bc2b7-94bf-46b6-babe-
1bfa9574cded/Bai_IPissues 06102005.pdf.

148 yangtze Yan, ‘China's customs reels in 1,076 IPR infringement cases’, Xinhua, August 9, 2006,
available at: http://news.xinhuanet.com/english/2006-08/09/content _4937480.htm.

9 In China's largest container port (which is Shanghai DF), it is estimated that each customs officer must
process 800 container shipments each year. Only around 4% of the products entering or leaving China can
be physically checked. Beyond this number, the port would be in a jam. The rate of physical checks on
exports is lower because many of them are exempt from customs duty. Li Qunying, ‘Customs’win-win
offer’, China IP Focus 2006, Managing Intellectual Property, pg 6.

150 The European Union and China increase customs cooperation to fight terrorism and counterfeiting. To
hasten checks at Rotterdam in the Netherlands, Felixstowe in Britain and Shenzhen in China, a pilot project
with container screening technology will be set up with the participation of Hutchison Whampoa of Hong
Kong, a conglomerate controlled by Li Ka- shing, Hong Kong’s richest business man. Bloomberg, Reuters,
‘EU and China to Plug Port Holes’, International Herald Tribune, September 19, 2006, available at:
http://www.iht.com/articles/2006/09/19/business/port.php.

151 General Administration of Customs, see http://english.customs.gov.cn/default.aspx.

152 General Administration of Customs, ‘Brief Introduction to China Customs’, available at:
http://english.customs.gov.cn/default.aspx.
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4.2 Compliancy of China’s customs enforcement route

Part I11, Section 4 of TRIPs is dedicated to the special requirements related to border
measures. These consist of articles 51 through 60 TRIPs™3. The less controversial
implementations of these TRIPs provisions can be found in Attachment Chapter 4. Why
the implementations of articles 53 (1) and 59 TRIPs are considered controversial will be

dealt with below.
4.2.1 Article 53 (1) TRIPs

China’s customs protection applies to both import and export, pursuant to article 2
Regulations 2003, which goes beyond what article 51 TRIPs requires. Whether a rights
holder records his IPR with the GAC, makes a difference. If he does, customs can notify
him** in advance and customs will proactively monitor shipments of goods for possible
infringements*>>. Recordation gives customs more information about the goods, which in
turn may help them with the investigation and determination of infringed goods**®.
However, trainings given by the rights holders may also be needed to educate customs
how to distinguish characteristics of genuine products and their counterfeit versions™’.

Recordation may have more advantages™*®, but article 15 Rules for Implementing the

153 The Chinese government site Intellectual Property in China has summarised the TRIPs provisions
relevant to customs, available at:
http://www.ipr.gov.cn/ipr/en/info/Article.jsp?a_no=8978&col_no=229&dir=200607.

134 Article 16 Regulations 2003.

155 Bai and Law, see note 147.

156 «| am afraid that IP owners have more work to do than simply recording their rights with the GAC and
waiting for Customs officers to discover counterfeits. Customs officials depend on information and IP
owners may possess much of the information they need. This includes: the names of counterfeiters and
traders and the date that they plan to export or import the infringing products. Information about the routes
that counterfeiters use and details of seizures in countries where the goods originated, or if they were
destined for China,” Li, see note 129, pg 7.

7 Training customs can even be advantageous for brand name goods such as Nike shoes. Li Qunying,
chief of the IP division of law & regulations at the General Administration of Customs of China, gave the
example of a Nike representative that reminded customs officers that Nike products are never transported in
the same container as Adidas ones, because they are rivals, Li, see note 149, pg 7.

158 Recordation can have more benefits for the right holder: it makes sure that the documents that proof the
ownership of the rights are already prepared in case of an infringement; after recordation right holders can
enjoy customs’ protection at all Chinese ports; recordation prevents inadvertently alerting infringers when
they lodge an application to seize goods. Li, see note 149, pg 4 and 5.
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Customs Regulations®™®

states that rights holders must provide a guarantee equivalent to
the value of the goods to the customs if they request customs to detain infringing goods
they may have discovered themselves. This may be more expensive than when customs is
acting ex officio, the tipping point is when the value of the goods is RMB 20,000, in
which case a guarantee that equals half the value of the goods must be provided, and
when the value of the goods exceeds RMB 200,000, the guarantee is limited to a
maximum of RMB 100,000™*°. This could be interpreted as a security that unreasonably
deters recourse to these procedures, which article 53 (1) TRIPs prohibits. Yu Xiang

181 yu deems it detrimental to both the

criticises the recordation prerequisite altogether
private interests of the rights holder and those of the public at large. Therefore, one can
argue that recordation is an extra obstacle not mentioned in TRIPs'®?. However, not
recording one’s IPR gives the rights holder more control over when and where customs
will seize the infringed products. Otherwise customs can act on their own initiative,
which may jeopardise efforts to bring maximum damage to a counterfeit network. Luke
Minford™®® points out that if a counterfeit product is just out of the factory, its value is
marginal, but when it has been packaged and distributed over large distances it can
substantially increase in value. Minford argues it is better to wait to seize counterfeit
products when they have added value to such an extent that it will maximally hurt the

counterfeit producer, and distributor.

59 Implementation of the Regulation on the Customs Protection of Intellectual Property Rights, became
effective on July 1, 2004.

180 Article 22 Implementing the Customs Regulations: If the value of the goods is less than RMB 20,000,
the guarantee provided shall be equal to the value of the goods; from RMB 20,000 up to RMB 200,000, the
guarantee should be 50 percent of the value of the goods, but no less than RMB 20,000 and if the value of
the goods exceeds RMB 200,000 the value of the guarantee shall be RMB 100,000. The right holders may
also provide a general guarantee to the customs upon approval of the customs office, which shall be no less
than RMB 200,000.

181 yu Xiang, ‘“The New Regulations Regarding Customs Protection of Intellectual Property Rights of the
People's Republic of China’, July 2005, 11C Volume 36, pg 840.

162 Then again it may fall within the phrase: “competent authorities may at any time seek from the right
holder any information that may assist them to exercise their powers”, pursuant to article 58 (a) TRIPs.

163 |_uke Minford, head of China operations of Rouse & Co. International, ‘The Enforcement Tool Box in
China presentation’ at the IPR in China Conference, London, March 20, 2006, available at:
http://ipdragon.blogspot.com/2006/03/ipr-in-china-conference-london-part.html.
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4.2.2 Article 59 TRIPs

Infringing products are often not destroyed in China and find their way back into the
channels of commerce, which conflicts with article 46 TRIPs. Competent authorities shall
have the authority to order the destruction or disposal of infringing goods in accordance
with the principles as set out in article 46 TRIPs, thus to dispose the infringing goods
outside the channels of commerce, without compensation to the infringer. Article 30 (1)
Implementation Regulation 2004 states that customs are permitted to donate infringing
goods to public welfare organisations or the right holder can purchase the goods.
According to article 30 (2) Implementation Regulation 2004 if the goods cannot disposed
of in a way they can be used by a public welfare organization, they shall be auctioned
after eliminating the infringing character of the goods. The income of the auction goes to
the state treasury. Article 30 (3) Implementation Regulation 2004 states that only if
donating to a charitable organisation and auctioning is not possible, the infringing
products shall be destroyed. The equivalent of article 30 Customs Implementation
Regulation 2004 could already be found in article 27 Regulations 2003. One can argue
that the donation to charitable organisations and auctions open the possibility of
infringing product reentering the channels of commerce®, which is in conflict with
article 46 TRIPs. Trainer contends that counterfeit goods should always be destroyed
unless the right holder gives prior consent for donations or auctions, because no company
is able to vouch for the safety of seized products, allowing counterfeit products to reenter
the marketplace will injure the right holder’s brand equity, and the destruction of illegal

goods makes a statement it is unacceptable™®.

164 «It is not uncommon for counterfeit goods donated to charity or sold at auction to reenter the stream of
commerce as they can easily be repurchased by the infringers and leave brand owners right back where
they started,” Timothy Trainer, ‘Submission of the International AntiCounterfeiting Coalition, Inc., to the
US Trade Representative, Special 301 Recommendation’ , February 11, 2005, pg 30., available at:
http://www.iacc.org/resources/2005_USTR_Special_301.pdf.

185 Trainer, see note 164, pg 30.
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166
3

Besides, it can be argued that article 16 Regulations 200 and article 21 Customs

4167

Implementation Regulation 200 that impose a deadline of three days for a right holder

to apply for seizure of suspected infringing goods held by Chinese customs, otherwise the

188 in the best case

goods shall not be detained, are not conducive to border enforcement
or non-compliant to the prohibition to entail unreasonable time-limits of article 41 (2)
TRIPs in the worst case. On the other hand, customs protection in China may have been

4%° which consists of

strengthened by the Regulations Governing Customs Penalty of 200
only one single provision. This article 25 Regulations Governing Customs Penalty of
2004 provides customs the power to fine exporters or importers up to 30 percent of the

value of the infringing goods for IP infringements.

166 168 Article 16 Regulations 2003: Customs shall notify the right owner immediately when they discover
the goods suspected to infringe recorded intellectual property rights. Where the right owner files an
application according to Article 13 of these Regulations within three business days after he receives the
notice from Customs and submits the guarantee according to Article 14 of these Regulations, Customs shall
detain the suspected goods and send the detention receipt to the consignees or consignors. Where the right
owner fails to file the application or submit the guarantee within the time limit, Customs shall not detain the
goods.

187 Article 21 Customs Implementation Regulation: An intellectual property right holder shall give reply
according to the following provisions within 3 working days from the date of serving the customs the
written notice as described Article 20 of the present Measures:

(1) If he believes that the relevant goods have infringed upon the intellectual property right that have been
put on archives at the General Administration of Customs, and requests the customs to detain the goods, he
shall file a written application to the customs for detaining the goods suspected of infringement and
providing guarantee in accordance with Article 22 of the present Measures;

(2) In case he believes that the relevant goods do not infringe upon the intellectual property rights that have
been put on archives at the General Administration of Customs by him or does not request the customs
office to detain the goods suspected of infringement, he shall explain the reason to the customs in writing.
The intellectual property right holder may check the relevant goods upon approval of the customs.

168 «[ TThese rules impose a deadline of only three days for a right holder to apply for seizure of suspected
infringing goods held by Chinese customs,” USTR, 2006 Special 301 Report, April 28, 2006, pg 20,
available at:
http://www.ustr.gov/assets/Document_Library/Reports_Publications/2006/2006_Special_301_Review/asse
t upload file473 9336.pdf.

169 Regulations Governing Customs Penalty of People's Republic of China (Provision related to intellectual
property protection), adopted at the 62nd Executive Meeting of the State Council on September 1, 2004,
promulgated by Decree N0.420 of the State Council of the People's Republic of China on September 19,
2004 and effective as of November 1, 2004, available at:
http://www.ipr.gov.cn/ipr/en/info/Article.jsp?a_no=2045&col_no=121&dir=200603.
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Chapter 5 Conclusion of Part I

Part | focuses on whether China’s specific provisions are compliant with TRIPs. The
difficulty is that some of the implementations of civil procedures and remedies and
provisional measures are de jure compliant to TRIPs, but de facto not, or vice versa. So if
a WTO member limits itself to this exercise it can do nothing in the first case, and in the
latter case (de jure non-compliant, but de facto compliant) it makes no sense to do
anything about it. Comparing specific operational regulations of the respective
administrative authorities that constitute quasi-judicial decisions with civil procedures,
remedies and provisional measures that constitute fully-judicial decisions does not make
sense. It is controversial whether TRIPs prohibits recordation, which has its advantages.
It could be argued that the deadline of three days for a right holder to apply for seizure of
suspected infringing goods held by Chinese customs is non-compliant to the prohibition

to entail unreasonable time-limits as set out by TRIPs.
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Part 11 Violations of general TRIPs provisions

Although it could be argued that some of China’s customs regulations are not compliant
with TRIPs, most TRIPs implementations of civil procedures and remedies and
provisional measures are compliant, at least on paper. The question is then why those
provisions have not lead to an acceptable level of IPR infringements in China. In order to
answer this, Part Il changes the perspective from comparing China’s IP laws with TRIPs
compliance on paper to TRIPs compliance on the ground. China’s IP enforcement system
will be assessed whether it permits effective action against infringement, pursuant to
article 41 TRIPs, whether it creates effective deterrents of infringement, pursuant to
article 46 TRIPs, and whether it furnishes remedies sufficient to provide a deterrent,
pursuant to article 61 TRIPs. How China’s IPR enforcement system plays out in light of
these general provisions is dependent on both intrinsic weaknesses of TRIPs and extra-
judicial factors that influence IP enforcement. In addition, China’s proclivity for
enforcement by mass campaigns will be assessed. Finally, by combining factors that
came up, IPR paradoxes will emerge both the Chinese government and right holders have

to deal with.

Chapter 6 TRIPs and effective deterrents of infringements

First, an assessment is made of the way TRIPs has been drafted and its matching
ambition level in Chapter 6.1. After that, China’s IP enforcement system is analysed
whether it permits effective action against infringement, as article 41 TRIPs requires, in
Chapter 6.2.1. The question whether China’s IP enforcement system creates effective
deterrents of infringement, pursuant to article 46 TRIPs, is next in Chapter 6.2.2.

6.1 Preliminary assessment of TRIPs and its ambitions

Professor Justin Hughes points out that many TRIPs provisions “are drafted in terms of
what kind of procedures or remedies must be created within a legal system, without
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clearly mandating that the procedures or remedies must be regularly used.”*”® An
example of this is article 41 (1) TRIPs, as can be seen in Chapter 6.2.1.1. These TRIPs
provisions are neither drafted as obligations of result, nor as obligations of means*’*. One
could say they are drafted as a call to acknowledge its consequences, obligations to
legislate, rather than obligations to enforce. This ambition level was evidently the result
of the identification by the drafters of the lowest denominator for a majority of member

states, which is the case with any multilateral treaty™".

6.2.1 Permitting effective action against infringement

The so called general obligations relating to enforcement of Section 1 of the third part of
TRIPs are contained in five paragraphs of article 41 TRIPs. However only paragraph 1 is
a straightforward obligation, the next three paragraphs are certain general principles, and
paragraph 5 can be seen as a safeguard for any WTO member who does not want to take
TRIPs seriously.

6.2.1.1 Article 41 (1) TRIPs

Article 41 (1) TRIPs obliges members to have enforcement procedures that permit

effective action against infringement. Enforcement procedures include, according to the

173

provision, expeditious remedies to prevent™'® infringements and remedies which

constitute a deterrent to further infringement. The definition of the word effective is

174

producing a decided, decisive or desired effect™™, in other words an intended result. But

there is ambiguity as in what light to interpret the intended result of the action. This could

70 Hughes, see note 23, pg5.

71 Also known as “obligations de résultat’ versus ‘obligation de moyens’, Christian Rothhahn, ‘Liability of
the outsourcer under an “obligation de résultat’, September, 6, 2006, available at:
http://www.twobirds.com/english/publications/articles/Liability outsourcer under_obligation_de_resultat.c
fm.

172 Which is probably the reason why bilateral treaties are so popular.

1 The wording ‘Permit effective action against infringement’ does not mean that effective action against
infringement should be offered, but only that there is permission for effective action or to make it possible
that such effective action can take place.

174 Merriam-Webster Dictionary definition of effective, available at: http://www.m-
w.com/dictionary/effective.
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include public objectives such as technology transfer~"> and to promote public interest in

sectors of vital importance to their socio-economic and technological development’®.
China, if criticised for insufficiently ensuring enforcement procedures that permit
effective action could invoke these safeguards codified in articles 7 and 8 TRIPs*”” and
the TRIPs preamble’’®. Another way to interpret the word effective could be solely in
terms of economic incentives: if China provides a reward adequate to stimulate
inventions and innovation that maintain these economic incentives, these could be
considered effective!”. Then again to focus on this hardly conforms to TRIPs’
international spirit. However, it makes it clear that to base a WTO Dispute case on article

41 (1) TRIPs is hard to prove.

Article 41 (1) TRIPs prescribes expeditious remedies to prevent infringements, which are
available under Section 3 Provisional Measures, article 50 TRIPs*™®. It also instructs to
have remedies which constitute a deterrent to further infringements. This is a
controversial issue, see Chapter 6.2.2.1 Article 46 TRIPs other remedies. One should
distinguish between civil, administrative and criminal deterrent remedies. The procedures
as laid out in article 41 (1) TRIPs must not hinder legitimate trade and provide safeguards
against their abuse. Examples include a security provided by the applicant that is
sufficient to protect the defendant and to prevent abuse, see China’s implementations of
article 50 (3) TRIPs in Chapter 2.3.

15 Article 7 TRIPs.

1% Article 8 TRIPs.

77 Articles 7 and 8 TRIPs, taken together may provide, “a basis for seeking waivers to meet unforeseen
conditions of hardship,” J.H. Reichman, The TRIPs Agreement Comes of Age: Conflict or Cooperation
with the Developing Countries, 32 Case W. Res. J. International Law, 2000, pp. 441 and 461.

178 Fourth “recognition’ of the TRIPs preamble: “Recognizing the underlying public policy objectives of
national systems for the protection of intellectual property, including developmental and technological
objective;”.

179 “IO]ne could interpret “effective” purely in terms of economic incentives: a member must provide a
reward adequate to stimulate the successful research and development of plant varieties”, Paul J. Heald,
‘Mowing the Playing Field: Addressing Information Distortion and Asymmetry in the TRIPs Game’, 88
Vanderbilt Law and Economics Research Paper No. 02-21; Vanderbilt Public Law Research Paper No. 02-
15, 2002, pg 59, available at: http://papers.ssrn.com/sol3/papers.cfm?abstract id=319301#PaperDownload.
180 Article 50 (1) The judicial authorities shall have the authority to order prompt and effective provisional
measures: (a) to prevent an infringement of any intellectual property right from occurring, and in particular
to prevent the entry into the channels of commerce in their jurisdiction of goods, including imported goods
immediately after customs clearance.
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6.2.1.2 Article 41 (2) TRIPs

It can be argued that procedures available are only fair and equitable, as article 41 (2)
TRIPs™ prescribes, as to the level of the rule of law. Whether China and the rule of law
are compatible at this moment in time, will be analysed in Chapter 8.2.1. Besides, article
41 (2) TRIPs defines that these procedures shall not be unnecessarily complicated or
costly. Especially the quasi-judicial enforcement route of administrative enforcement

procedures is straightforward and relatively cheap. However, US litigants are of the

182

opinion, according to the US Trade Representative™*, that the costs of investigation and

h183

bringing cases for civil litigation are prohibitively high™, especially the civil

enforcement of patents. In conflict with article 41 (2) TRIPs, which prohibits

184 185

unwarranted delays, a single patent case can take four to seven years™" to complete™.

18 that nowadays litigation is relatively quick'®’. Article 41 (2)

Then again, Jay Sha writes
TRIPs further specifies that procedures shall not entail unreasonable time-limits or
unwarranted delays. However, civil litigation cases in China tend to come up for trial
very quickly, which sometimes can make it impossible to adduce evidence created

overseas'®®. Time-limits in China are strictly maintained®® *.

181 Article 41 (2) TRIPs: Procedures concerning the enforcement of intellectual property rights shall be fair
and equitable. They shall not be unnecessarily complicated or costly, or entail unreasonable time-limits or
unwarranted delays.

182 USTR, see note 168, pg 21.

183 | itigation can be expensive: “Court fees are a percentage based on claimed damages, to be paid at
filing.” Bill Huo, “Civil IP litigation in China’, US Department of Commerce webinar series, February 8,
2007, available at: http://www.stopfakes.gov/media/PG3529498.wmv.

184 "The process is inefficient and unpredictable. A single case can take four to seven years to complete,”
USTR, see note 168, pg 21.

185 «Unlike in many other jurisdictions, Chinese patent law does not give courts the power to determine the
validity of the patent during patent infringement cases. Consequently, due to legal uncertainty regarding the
status of the patent right in question, infringement cases have to be stayed until the re-examination decision
and further proceedings such as administrative litigation. This is regarded as an efficient measure to
balance the rights of the patentee and the public,” Li Jian, ‘China Hones it Civil Litigation Rules’, China IP
Focus 2006, Managing Intellectual Property, available at:
http://www.managingip.com/Default.asp?Page=17&I1SS=21608&SID=622113.

188 “However, litigation is now relatively quick. A court action for a simple case may take about one year
from filing to trial,” Sha, see note 108, pg 48.

87 In other cou