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Road Map

• Top China IP Issues, including trends and 
developments

• Takeaways
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Top 3 China IP impediments for U.S. 
right holders
• Brand protection
• Enforcement
• Technology issues
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Based on reporting to IP Attaches and China team over past 12 months



Brand protection
• Difficulties in protecting trademarks:  squatting and 

hoarding
• Counterfeiting
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U.S. position on protection of trademarks 
in China one hundred years ago

“It is the view of our Government that the 
judicial protection of American trade marks in 
China, against the infringement or dealing in 
infringements by Chinese vendors, is an 
absolute treaty obligation undertaken by the 
Chinese Government which cannot be suffered 
to be questioned.”

- Paul S. Reinch, U.S. Minister to China, June 16, 1915
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Source: “Westel W. Willoughby, Foreign Rights and Interests in China 180-81 (1920) (quoting a Letter of the  
U.S. Minister to China , Paul S. Reinch, to the American Consul-General at Shanghai).



Most common China IP problem:
bad faith trademarks
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The practice of filing for trademark 
registration in bad faith, i.e., with the…

(1) Intent to deceive 
or confuse consumer 
as to the source of the 
goods or services; or

(2) Intent to trade off the 
good will or reputation of 
the owner of the mark; or

(3) Intent to extort 
money from the true 
owner for rights in the 
mark; or

(4) Intent to block entry 
into the market or to 
increase the cost of entry 
for a competitor or 
potential competitor.
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Presentation Notes
“Extorters” vs. “Pretenders”The practice of abusive trademark registration is the registration of mark with the intent (1) to deceive or confuse consumers as to the source of the goods or services; (2) to trade off the good will or reputation of the owner of the mark; (3) to extort money from the “true owner” for rights in the mark; and/or (4) to block entry into the market or to increase the cost of entry for a competitor or potential competitor.Some Types of Bad Faith Situations:Application filed by a party not intending to use the mark, simply to gain financially or blockApplication filed intending to do business and trade off the goodwill of another companyApplication filed later in time but in different classes Applications filed for translations/transliterations of the mark with the intent to trade off the goodwill



Examples of Bad Faith Filings
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(Beverages, 
Class 32)

(Coffee,
Class 30)

(Toilets and faucets,
Class 11)



Fake specimens of use from China
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Reasons why the problem persists

• Poor examination
• Inadequate laws
• Insufficient deterrence
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Filing trends
• Trademarks in 2018

– Applications reached 7,371,000
– Increase of 28.2% year-on-year
– Trajectory expected to continue
– Total number of active registrations: 19,564,000
– Average Pendency: 6 months 

• Copyrights in 2018
– 3,457,338 registrations, up 28% year-on-year
– Computer software: 1,104,839 registrations 
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Copyright filings subsidized:In the case of software registrations, China has been offering a subsidy since 2017. In 2017, CPCC eliminated the registration fee for software copyrights to promote software development, and some provinces and municipalities in China offer subsidies for software copyrights to Chinese companies, including some US-invested Chinese companies. For example, the Shanghai Copyright Bureau in 2017 offered Shanghai enterprises, including some US-invested Shanghai enterprises, 800 RMB per application, to cover the filing fee and attorney costs.  



Recent developments
Trademark Law amendments announced on April 23 (effective Nov 1)

– Art. 4: “Trademarks applied in bad faith and without intent to use shall be 
refused.”

– Art. 63: Punitive damages raised from 3 to up to 5 times actual losses for 
serious bad faith infringement 

– Art. 63: Statutory damages max for infringement raised from 3 to 5 million 
RMB

– Art. 63: Proper disposal of confiscated counterfeits. No return to commercial 
channels after removal of trademark

– Art 68: Administrative and judicial punishment for agencies involved in bad 
faith acts
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April 23 report from Duncan:This afternoon, we reached out to NPC contacts who confirmed that the revisions to the Trademark and AUCL laws would be passed today, and there would be no opportunity for the public to comment. At 7PM tonight, the details of the revisions approved for all eight (8) laws under consideration were issued on the NPC website:http://www.npc.gov.cn/npc/xinwen/2019-04/23/content_2086193.htm (in Chinese). The revised TM law will come into effect on November 1, 2019. The revised AUCL and Administrative Licensing Law (as well as the five (5) other laws amended today) are effective immediately. We will prepare full translations as needed tomorrow, but in the meantime, here is a very rough list of changes to the TM Law: TM Law Paragraph 1 of Art. 4 revised to read, “Any natural person, legal person, or other organization needing to acquire the right to exclusively use a trademark on the goods or services thereof in the course of business operations shall apply to the trademark Office for trademark registration. Trademarks applied in bad faith and without an intent to use shall be refused.”Paragraph 3 of Art. 19 revised to read, “Where a trademark agency knows or should have known that a client's trademark registration application falls under any circumstances as described in Article 4, Article 15 or Article 32 of this Law, it may not accept the client's authorization.“Art. 33 revised to read, “For a preliminarily approved and published trademark, within three months from the date of publication, a prior rights holder or an interested party which believes that paragraph 2 or 3 of Article 13, Article 15, paragraph 1 of Article 16, Article 30, Article 31, or Article 32 of this Law is violated or any person which believes that Articles 4, 10, 11, or 12 of this Law is violated may file an opposition with the trademark Office. If no opposition has been filed upon expiry of the publication period, the registration shall be approved, a certificate of trademark registration shall be issued, and the registered trademark shall be published.”Paragraph 1 of Art. 44 revised to read, “Where a registered trademark violates Articles 4, 10, 11, or 12 of this Law, or its registration was acquired by fraud or any other illicit means, the trademark Office shall declare invalidation of the registered trademark; and any other organization or individual may petition the trademark Appeal Board to declare invalidation of the registered trademark.”Article 63 revised to read:The amount of damages for infringement upon the right to exclusively use a registered trademark shall be determined according to the actual losses suffered by the right holder from the infringement; where it is difficult to determine the amount of actual losses, the amount of damages may be determined according to the benefits acquired by the infringer from the infringement; where it is difficult to determine the right holder's losses or the benefits acquired by the infringer, the amount of damages may be a reasonable multiple of the royalties. If the infringement is committed in bad faith with serious circumstances, the amount of damages shall be the amount, but not more than three five times the amount, determined in the aforesaid method. The amount of damages shall include reasonable expenses of the right holder for stopping the infringement. Where the right holder has made its best efforts to adduce evidence but the account books and materials related to infringement are mainly in the possession of the infringer, in order to determine the amount of damages, a people's court may order the infringer to provide such account books and materials; and if the infringer refuses to provide the same or provide any false ones, the people's court may determine the amount of damages by reference to the claims of and the evidence provided by the right holder. Where it is difficult to determine the actual losses suffered by the right holder from the infringement, the profits acquired by the infringer from the infringement, or the royalties of the registered trademark, a people's court may award damages of not more than three five million yuan according to the circumstances of the infringement. When people’s courts hear trademark dispute cases, upon a right holder’s request, the court shall order: the disposal of counterfeit goods, except under special circumstances; the disposal of materials and tools used primarily for manufacturing counterfeit goods without any compensation; under special circumstance, the prevention of aforementioned materials and tools from entering commercial channels without any compensation. Counterfeit goods shall not be put in commercial channels if only the counterfeit trademark has been removed. Paragraph 1, Section 3 of Article 68 revised to read, “(3) Violating Article 4, or paragraph 3 or 4 of Article 19”A new Section 4 is added to Paragraph 1 of Article 68, which reads, “Where trademark registrations are applied for in bad faith, based on the circumstances, [the administrative enforcement agency] will carry out administrative punishment, including issuing a warning, fining, etc.; where trademark litigation is brought in bad faith, the People’s Courts will administer punishment according to law.”I will follow-up with the AUCL and Administrative Licensing Law changes in subsequent emails. On April 3, 2018, Premier Li Keqiang presided over an Executive Meeting of the State Council which considered several amendments to existing laws, including the Trademark Law.  The draft amendments were passed and submitted to the National People’s Congress (NPC) Standing Committee for deliberation. According to reports in China, the purpose of these amendments is to improve the business environment and increase the effectiveness of the new Foreign Investment Law. The amendments to the Trademark Law  will “increase the degree of punishment for infringing exclusive trademark rights” and “significantly increase the amount of damages for infringement”. Other IP-related proposals included lowering the fees associated with administrative trademark matters, including fees for renewing a trademark registration from RMB 1000 to RMB 500.  The text of these amendments has not been released to the public. 



Recent developments
Draft provisions on standardizing applications for 
registration of trademarks (CNIPA Feb and SAMR Aug 2019)

– Developed to curb bad faith trademark registrations, including 
squatting and hoarding

– Bad faith applications without the intent to use will be refused
– Registrations cannot harm prior rights. Third party right to cancel 

registrations that violate Provisions (regardless of when 
registered)

– Penalties include cancellation of registration, blacklisting 
offenders (including agents), inclusion in social credit 
information system and possible criminal prosecution. 
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1. On February 14, 2019, China’s National Intellectual Property Administration (CNIPA), which is the parent organization of the China Trademark Office (CTMO), published draft regulations that will empower the CTMO to take more aggressive action against “abnormal” trademarks – i.e., those filed either with intent to squat on another brand and trademark warehousers that file without bona fide intent to use. The adoption of these “Provisions on Standardizing Applications for Registration of Trademarks” (see attached English translation) is one of the measures that CNIPA plans to use to address bad faith registrations.  The measures will implement new requirements on applicants to prove use of marks, establish a blacklisting system and discipline trademark agents that knowingly assist squatters.  We submitted comments on the proposed provisions prior to the March 16, 2019 deadline. Article 5(3) of the Provisions prohibits the granting of financial aid, support, or rewards to parties engaging in abnormal behavior.  In our comments on the provisions, we asked the CNIPA to clarify that Article 5(3) includes Chinese nationals filing abnormal applications outside China to take advantage of and abuse China’s financial assistance programs.  We emphasized that Article 5(3) is important because the granting of aid or support may encourage abnormal behavior from parties seeking to capitalize on monetary rewards.  However, it is not clear whether Article 5(3) applies to abnormal applications filed outside of China that abuse financial assistance programs within China or other government support to register marks abroad.   2.On April 3, 2018, Premier Li Keqiang presided over an Executive Meeting of the State Council which considered several amendments to existing laws, including the Trademark Law.  The draft amendments were passed and submitted to the National People’s Congress (NPC) Standing Committee for deliberation. According to reports in China, the purpose of these amendments is to improve the business environment and increase the effectiveness of the new Foreign Investment Law. The amendments to the Trademark Law  will “increase the degree of punishment for infringing exclusive trademark rights” and “significantly increase the amount of damages for infringement”. Other IP-related proposals included lowering the fees associated with administrative trademark matters, including fees for renewing a trademark registration from RMB 1000 to RMB 500.  The text of these amendments has not been released to the public. Press release:Draft trademark registration rules aiming at curbing malicious registration and squatting proposed for public comment. The National Intellectual Property Administration (NIPA) has released The (For-Comment Draft) Rules for Standardizing Trademark Registration Conducts. According to an explanation accompanying the release of the draft, the rules have been developed to curb “malicious” trademark registrations such as “free riding” on well-known trademarks and trademark “squatting” in trademark right transfers. The draft rules require demonstration of “actual” business needs in trademark registration which must not harm “prior rights.” Eight types of trademark registration are defined as “abnormal” including free riding on trademarks “popularly known,” “preemptively” registering marks “already” in use and “having certain influence,” preemptively registering similar marks “knowing or should-have-known” the existence of prior rights, “mass” registration of trademarks within short periods of time in excess of “rational limits,” and seeking trademark registration without real intent for usage or without “actual needs” for acquiring the trademark rights on goods and services. Remedies for such “abnormal” trademark registration applications range from rejection, invalidation to blacklisting trademark agents and inclusion in the national social credit information system, to criminal prosecution. Comments on the draft rules should be submitted before March 14. (Full text in Chinese: http://www.cnipa.gov.cn/gztz/1135919.htm ) (NIPA) 



Recent developments

New Ecommerce Law (Jan 2019)
– Safe harbor for ISPs
– Counter notice halts takedown procedures and may be abused 

by sellers
– Strict liability for inaccurate notices
– Draft Tort Liability Chapter of the Civil Code contains similar 

provisions 
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The new E-Commerce Law took effect on January 1, 2019.  Despite extensive U.S. engagement regarding drafts of the law, China failed to address major concerns regarding provisions that would impose burdensome requirements on right holders seeking to enforce their IP, while allowing infringing sellers to halt takedown procedures through submission of counter-notifications that lack sufficient information to ensure their validity, without penalties for submissions in bad faith.  It is critical that the E-Commerce Law, as implemented, does not undermine the existing framework for Internet service provider (ISP) notices of copyright infringement and cease-and-desist letters.  A further negative signal was the issuance of a draft Tort Liability Chapter of the Civil Code that contained similar provisions to problematic portions of the E-Commerce Law.  The final version of the Tort Liability Chapter should implement a predictable legal environment that promotes effective cooperation among interested parties in deterring online copyright infringement.



Enforcement



Two-track enforcement system

• Administrative enforcement primarily through State 
Administration of Market Regulation (SAMR) 

• Judicial enforcement
– Specialized IP courts established in Beijing, Shanghai, 

Guangzhou
– IP Tribunals set up throughout multiple provinces and 

cities/municipalities
– Newly established internet courts in Hangzhou, Beijing and 

Guangzhou
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China is the most IP litigious society 
in the world
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Based on the 2017 annual report by the People’s Supreme Court of China, there were almost [200,000] new IP litigation cases in China. The breakdown: 68% copyright, 19% trademark and 7% patents, 1% “technology contracts”, 1.3% “competition”, and 2.6% “other IP cases.” As you will see from subsequent slides, the vast majority of these cases are domestic companies litigating against other domestic companies. Note that these numbers represent newly filed cases. They don’t represent concluded cases, just filed ones. 



Foreign participation in IP cases
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Year Total Concluded First 
Instance Civil IP Cases

With 
Foreign 
Parties

Foreign  Percentage

2010 41,718 1,369 3.3%
2011 58,201 1,321 2.3%
2012 83,850 1,439 1.7%
2013 88,286 1,697 1.9%
2014 94,501 1,716 1.8%
2015 101,324 1,327 1.3%
2016 131,813 1,667 1.3%

Year
Total Concluded First

Instance Administrative
IP Cases

With 
Foreign 
Parties

Foreign  Percentage

2010 2,391 1,004 42.0%
2011 2,470 1,237 50.1%
2012 2,899 1,349 46.5%
2013 2,901 1,312 45.2%
2014 4,887 2,237 45.8%
2015 10,926 4,928 45.1%
2016 6,250 2,394 38.3%

Source: Annual Reports by China’s Supreme People’s Court

Presenter
Presentation Notes
Looking at the numbers a bit more: here are stats on foreign participation in civil and administrative IP cases (patent, trademark, copyright, technology contracts, and some competition type cases) in China.About the administrative cases: patent and trademark holders who wish to invalidate a possible infringer’s patent or trademark can do so through proceedings at SIPO’s Patent Reexamination Board and what was formerly the Trademark Review and Appeal Board.  If you are unhappy with the decision, you can appeal it to the specialized IP court. The right graph shows foreign party participation in administrative IP cases where parties are appealing these decisions.  The striking information is the low rate of foreign participation in civil cases in China.(1) Drop of foreign participation rate in CIVIL IP cases from 3.3% in 2010 to 1.3% in 2016 is not due to foreigners involved in less cases. Rather, the drop is due to the rapid increase of cases between domestic parties.  (2) The low foreign participation rate in civil IP cases (1-3%) strikingly contrasts the high (40-50%) foreign participation rate in ADMINISTRATIVE IP cases where parties appeal SIPO and CTMO decisions to courts. [Note this is not administrative enforcement cases]Possible explanations of the striking contrast: Foreigners are aiming long term. They may not file civil cases against infringers because of factors including the very low damages. In terms of patent infringement damages China is 2-3 magnitude lower than the U.S., $30k in China versus $5-$25million in the U.S. [*If asked: we have seen both $5 million and $25 million in the literature] But foreigners fight tooth and nail for rejection or invalidation of patents or trademarks because those decisions have a much longer term impact (i.e., about 17 years for patents and forever for trademarks). Domestic parties are not accustomed to suing government agencies such as SIPO or CTMO. Unlike foreign applicants, domestic applicants tend not to look at themselves as having equal footing with government agencies in front of the law.  [*If asked: for both possible explanations we are assuming that cases involve foreign parties mainly due to foreigners filing cases as plaintiffs. After all, defendants are not involved in making decisions on whether cases get filed. Defendants are passively dragged into courts without their control. I have not been able to find any data breaking down foreign participation as plaintiff versus defendants. But I think it is safe to assume cases involve foreign parties predominantly due to foreigners filing cases as plaintiffs. I do recall that foreigners are rarely sued in China, at least with regard to IP infringement.]IF ASKED: first instance means when case is first filed. 



Enforcement concerns
• Low damage awards and lack of deterrent mechanisms such as punitive 

damages
• Difficulties in collecting and preserving evidence
• Unfeasible criminal thresholds for initiating criminal enforcement
• Risks of enforcement may outweigh benefit to right holders
• Deficient preliminary injunctive relief
• Growing emphasis on administrative enforcement, including social credit 

and public shaming system 
• Inconsistent nationwide application of the law caused in part by lack of 

transparency, protectionism, and pressures on independent judiciary
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Recent developments

New National Appellate IP Court established this year 
within the Supreme People’s Court (SPC) in Beijing

– Nationwide jurisdiction over appeals of patent and technical IP 
cases

– No jurisdiction over trademarks, business trade secrets, non-
software copyright cases, or IP related criminal cases (unless 
these cases also include anti-monopoly claims)

– This jurisdiction was previously held by multiple provincial and 
municipal high courts. 
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Recent developments

Patent Law amendments relating to enforcement (Jan 2019)
– Punitive damages of up to five times actual losses for willful 

infringement
– Statutory damages increased to RMB 100,00 to RMB 5 million
– Burden shifting to prove damages
– Internet service providers jointly liable for infringement of patented 

products online if they fail to prevent infringement after receiving an 
order from court or CNIPA

– Increases powers of the administrative patent enforcement authorities, 
including ex officio authority to bring patent infringement cases

– No patent linkage or partial design protection
21



Recent developments
NDRC memorandum of cooperation signed by 38 Chinese agencies  
to strengthen punishment of IP infringement (Dec 2018)

– Applies “social credit system” to 6 types of dishonest conduct
– Examples of dishonest conduct include repeated acts of patent 

infringement, providing false documents to CNIPA
– Disciplinary action includes restrictions to social benefits, travel, 

restrictions to financing tools
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NDRC: National Development and Reform Commission



Technology Issues



Impediments to China-U.S. tech transfer

• IPR Protection 
– Nearly 50% of US companies hold back on transferring 

technology into China due to IPR concerns. Insufficient IPR 
protection significantly minimizes incentives for technology 
licensing by innovative companies (foreign and domestic). 
(Source: USCBC 2014 China Business Environment Survey)

• China Regulation 
– 33% of US companies hold back on transferring technology into 

China due to unfavorable China regulation of cross-border 
technology licensing (e.g., TIER). (Source: 2016 USCBC-USPTO 
Survey of US tech companies in China)
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CNIPA receives six times more patent 
applications than USPTO

25 Source: USPTO Annual Performance and Accountability Report 2018 and SIPO Annual Report 2018
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What’s feeding these numbers?
Chinese government’s industrial and innovation policies

• National IP Strategy
– build a country of strong IP
– develop China’s own technology
– build IP intensive industries
– increase the utilization of IP

• Made in China 2025 plan to become dominant in 10 
strategic emerging industries and technologies

• Subsidies
26
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These numbers are partially fueled by innovation strategies and plans such as the 15 year S&T plan of 2006 which had as one of its targets reducing dependence on imported technology to 30% or lower. Among them is China’s National IP Strategy, launched in 2008. The goal then and now is to build a country of strong IP, to develop China’s own technology, to build IP intensive industries, and to increase the utilization of IP.  The National IP Strategy has a goal of increasing tech exports from $1.3 billion in 2013 to $8 billion by 2020. Subsidies for overseas filings: e.g., in BJ, subsidy is $3000 for filing overseas, $250 for domestic filing. --Most subsidies appear to be contingent on the applicant receiving a granted patent. --It does not appear that subsidies cover maintenance fees. --There are other incentives as well including, for example, incentives provided to professors at universities for patenting – number of patents may contribute to getting tenure in some universities. -



Recent developments - subsidies

• Shanghai:  2019 program eliminates subsidies for design patents 
and UMPs. 
– Subsidies limited to foreign filings and “stable” invention patents that 

remain valid for 8 years or commercialized through transfer, license or 
pledge

– Subsidies for overseas filings: 
• PCT: Up to $7,400 per application per country

• Paris Convention: Up to $5,900 per application

• Shenzhen: 2019 program eliminates subsidies for domestic patent 
filings and reduces some overseas trademark filings, but increases 
subsidies for filings through WIPO
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Shanghai announced on Oct 24 that effective Jan 1, 2019 it is revising its patent subsidy measures to incentivize quality over quantity. It will be eliminating subsidies for utility model patents and design patents, while introducing new subsidies for invention patents for recognized innovations or that are stable (i.e., remain valid after 8 years) or that have been licensed, transferred or pledged.  Shanghai is also increasing subsidies for international patent applications and have streamlined the subsidy application process. Art 12 of the measures, which addresses subsidies for patents filed overseas, states that for each granted invention patent, applicants are entitled to subsidies for up to 5 countries or regions.  For applications filed through the PCT, applicants are entitled to subsidies of up to RMB 50, 000 ($7,400) per country or region.  For applications filed through the Paris Convention, applicants are entitled to subsidies of up to RMB 40,000 ($5,900) per country or region. The subsidies can be used for official fees from patent examination offices and service fees for Chinese patent agents.  Individual applicants are limited to receiving not more than RMB 10 million ($1.5 million) in subsidies per year. The revised subsidy application procedures have not yet been officially published. Normally the application procedures are announced in a supporting document called the “Application Guidelines,” which will be released before the new measures take effect on January 1, 2019. Comment by Chuck Eloshway:This is interesting—correct me if I’m wrong, but don’t Chinese applicants already get a PCT fee discount by virtue of China claiming to be a developing country?  And further, we had done some studies in Trilateral in the past regarding costs of filing PCT vs. Paris route, and while I don’t have the data at hand (and it may be out of date anyway), I thought it was generally cheaper to file via PCT for 5 or more countries.  So I would have thought the subsidy would be higher for Paris route.  I’m getting the impression China is targeting PCT usage, which could raise any number of issues for us.  One of them being that US stakeholders have historically been the biggest users of PCT in terms of numbers of applications and fees paid.  And, given that PCT fees represent a majority of WIPO’s operating budget, it has been a point of leverage for us in WIPO budget and other discussions as to work programs and the like.Source Article:The Big Revision of Shanghai Patent Subsidies Measures to Promote Quality Rather Than QuantitySummary: The newly-revised “Shanghai Patent Subsidies Measures” strengthens the support to high-quality patents, and encourages right holder to apply for patents abroad, with orientation more conspicuous, support more precise, and procedures simpler. In the process of advancing China from a leading power of patent application to a powerful nation for patent quality, some policies in recent years seem behind the times. According to Shanghai Intellectual Property Administration (SIPA) today, Shanghai is revising the “Shanghai Patent Subsidies Measures” in collaboration with local bureau of finance after conducting mass research and study, aiming to address the issues such as “Large quantity with low quality” for patent application, insufficient support to oversea patent portfolio for enterprises, and complicated subsidies procedures, etc. The new subsidies measures will take effect as of January 1st, 2019. Deputy Director Rui Wenbiao mentioned that during the research and study activities, the Administration discovered that some enterprises and institutions do not have a comprehensive knowledge about patent value, and are paying more attention to patent quantity, but care little about the patent quality, driven by the interest to apply for more funding for projects, and better score in title evaluation, which runs in opposite directions to the original idea patent system. To address the above issues, the Administration has made tremendous revision on “Shanghai Patent Subsidies Measures”, for example, the cancellation of subsidy to utility model and design patent; the one-time subsidy to invention patent does not exceed CNY 2,500, and stipulation of one-time subsidy for annual application fee after three years does not exceed CNY 1,500. The reason to make such a reduction is because the number of patent application in Shanghai is on the rise every year, the government do not need to provide subsidy and incentive to increase the “quantity” any more, but to provide more support to increase the “quality”. How to divert the subsidy measures to high-quality patent? The new subsidy measures stipulate that for domestic invention patent granted with China Invention Award, one-time subsidy is CNY 10,000; for domestic invention patent with stable rights (valid over 8 years after licensing or valid after patent re-examination) or with physical operation (patent transfer or patent pledge and insurance), one-time subsidy is CNY 3,000. “Whether the patent quality is high should be determined mainly by the market.” Rui explained. Therefore, when making the evaluation criteria for high-quality patent, the administration only adopts one award, and leave the rest the market to test and tell. Apart from getting more high-quality patents, the new subsidy measures also put more effort in supporting international patent application to respond to the realistic need for enterprises to “go abroad”. When the application fee for oversea patent is high, and oversea patent portfolio for enterprise heavy, the new subsidy measures increases the subsidy standard for international patent application. For those invention patent applied through PCT and Paris Convention, the subsidy ranges from CNY 40,000 to CNY 50,000 for each country or region. Each invention patent covers at most 5 countries. Meanwhile, the maximum subsidy for oversea patent application for each candidate does not exceed CNY 10 million each year (previously CNY 1 million). The new subsidy measures also make the application procedure simpler. According to the feedback from the applicant, the administration has simplified the application procedures from “proportional” subsidy to “one-time quota” for domestic invention patent, and substantive examination fee. The annual application fee after licensing over 2 and 3 years will also use one time set amount subsidy, and the supporting materials for application will be submitted in simpler way, making full use of “internet + government service”. Wang Hongxiang, CEO of Shanghai Patent and Trademark Co. Ltd. thinks that the standard for high-quality patent is with high technical standard, strong control, good market interest, broad prospect, wide protection and steady right. The newly revised “Shanghai Patent Subsidy Measures” strengthens the support to high-quality patent, and encourages patent application abroad, with more conspicuous orientation, more precise support, and more simplified procedures, which will accelerate the production of more high-quality patents, and forging Shanghai into a tech-invention center with global influence. Source: Shanghai Observer, Oct 19, 2018.  https://www.jfdaily.com/news/detail?id=111347 



Recent developments

Repeal of problematic provisions in Regulations on 
Administration of Import and Export of Technology (TIER)  
(March 2019)

– Repeals Art. 24 paragraph 3 (LR bears all liability), Art. 27 (LE 
right to improve tech) and Art. 29 (prohibits restrictions on LE, 
e.g., to improve, market, export tech)

– Repealed provisions subject of 2018 WTO dispute and many 
years of bilateral discussions with China 
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TIER:Summary: On March 18, 2019, the State Council issued a Decision Revising Some Administrative Regulations (in Chinese: 国务院关于修改部分行政法规的决定, hereinafter “the Decision”). Among others, the Decision repealed provisions found in two Regulations related to restrictions on IP & technology transfer, including repealing three Articles in the Technology Import & Export Administration Regulations (or TIER), about which PTO has been pressing China for many years, as well as repealing two provisions of the PRC Chinese-Foreign Equity Joint Venture Law Implementing Regulations. The provisions repealed were the subject of WTO disputes brought by the U.S. (https://docs.wto.org/dol2fe/Pages/FE_Search/ExportFile.aspx?id=244046&filename=q/WT/DS/542-1.pdf) and the EU (http://trade.ec.europa.eu/doclib/docs/2018/june/tradoc_156910.pdf.pdf). Although the practical significance of the repeal may be limited (U.S. companies generally ignored TIER, we uncovered no disputes where TIER played a role in the outcome, some restrictions on technology licensors remain [see attachment], etc.), the provisions did mandate discriminatory restrictions against foreign, including U.S., technology companies, and the decision to repeal them immediately sends a signal regarding China’s commitment to address U.S. concerns regarding discriminatory licensing restrictions, which were covered in Section III of the Section 301 Investigation Report. Full report: (Chinese source: http://www.gov.cn/zhengce/content/2019-03/18/content_5374723.htm)In its Decision, the State Council addressed a wide range of administrative regulations related to institutional reforms and changes in government function, ultimately amending 49 administrative regulations in total. Many changes were non-substantive, such as amending “the Legislative Affairs Office of the State Council” to “Ministry of Justice”, or “quality supervision departments /administrative departments for industry and commerce” to “market supervision and administration department”, etc.However, in addition, the Decision also removed several restrictions on technology assignors and related agreements:TIER – (Item 38 of the Decision)The text of Item 38 of the Decision reads: Delete Article 24 paragraph 3, Article 27 and Article 29 of the Regulations of the People's Republic of China on Administration of Import and Export of Technologies.Article 41 shall be changed to Article 39 and revised as: "The competent foreign trade department of the State Council shall, within 3 working days from the date of receipt of the documents stipulated in Article 38 of these Regulations, record a technical export contract, and issue a technology export contract recordal certificate."The impact of Item 38 of the Decision: •	Deleted paragraph 3 of Article 24:The assignee shall make use of the technologies of the licensor according to the stipulations of a technology import contract. Where any of the lawful interests of any other person is infringed upon, the liabilities shall be borne by the assignor.•	Deleted Article 27: During the term of validity of a contract of import of technologies, the right over any improvement on the technologies shall be enjoyed by the party which has made the improvement.•	Deleted Article 29:The following restrictive clauses shall not be included in a contract of import of technologies:(1) Clauses requiring the assignee to accept such conditions which are not indispensable for the import of the technologies as purchasing unnecessary technologies, raw materials, products, equipment or services;(2) Clauses requiring the assignee to pay royalties or assume certain obligations for technologies that the patent period has expired or the patent has been declared as void;(3) Clauses restricting the assignee to make improvement on the technologies provided by the assignor or to use such improved technologies;(4) Clauses restricting the assignee to obtain technologies from other sources similar to or competitive with those provided by the assignor;(5) Clauses unreasonably restricting the channels or sources for the assignee to purchase raw materials, spare parts, products or equipment;(6) Clauses unreasonably restricting the quantity, type and price of the products of the assignee;(7) Clauses unreasonably restricting the export of the products produced by the assignee by using the imported technologies.•	Because two Articles (27, 29) were deleted, Article 41 had to be changed to Article 39, and the Article it referenced (40), had to be revised to Article 38 (i.e., this change just reflects the change in # of Articles).NOTE: More analysis is needed to confirm the commercial and practical impact of the foregoing changes. In particular, the deletion of TIER Article 29 does not impact the validity of Article 10 of the SPC Interpretations on Certain Issues relating to the Application of Law in Trials involving Technology Contract Disputes, which contains many of the same restrictive provisions, albeit targeting all technology licensors, rather than just foreign technology licensors. Please see attached table showing rough equivalents between TIER Article 29 and SPC JI Article 10. Happy to do a deeper dive with better translations if there is interest.Regulations on the Implementation of the Law of the PRC on Chinese-Foreign Equity Joint Ventures – (Item 33 of the Decision)The text of Item 33 of the Decision reads: Delete items (3) and (4) in paragraph 2 of Article 43 in Regulations on the Implementation of the Law of the People Republic of China on Chinese-Foreign Equity Joint Ventures.The impact of Item 38 of the Decision: •	Deleted items (3) and (4) of Article 43, paragraph 2: A technology transfer agreement must comply with the following provisions:… … (3) The term of the technology transfer agreement shall generally not exceed ten years.(4) Upon expiration of the technology transfer agreement, the technology transferee shall have the right to continue using the technology.… … NOTE: The U.S. Request for Consultations explicitly highlighted only item (4) from Article 43, while the EU Request for Consultations highlighted both items (3) & (4) [Although the language of both Requests indicated these provisions were illustrative].



Recent developments
Amendments to Anti Unfair Competition Law announced on April 23 
(effective immediately)

– Art. 9: Adds “electronic intrusion” and violating “duty of confidentiality” 
to acts of misappropriation

– Art. 9: Expands scope of covered parties, including ”natural persons”
– Art. 17: Punitive damages of up to five times actual losses for serious 

malicious misappropriation
– Art. 17: Statutory damages max raised from 3 to 5 million RMB
– Art. 21: Administrative fines max raised from 500,000 to 1 million RMB 

plus confiscation of illegal income
– Art. 32: Burden shifting after providing preliminary evidence
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April 23 report from Duncan:Please see a rough list of changes to the AUCL below: Article 9 revised to read:An operator shall not commit the following acts of misappropriating trade secrets: Acquiring a trade secret from the right holder by theft, bribery, fraud, coercion, electronic intrusion, or any other illicit means. Disclosing, using, or allowing another to use a trade secret acquired from the right holder by any means as specified in the preceding subparagraph. Disclosing, using, or allowing another to use a trade secret under its control in violation of an agreement a duty of confidentiality or the requirements of the right holder for confidentiality of trade secrets. Obtaining, disclosing, using, or allowing another person to use the trade secret of a rights holder by instigating, enticing, or assisting another to violate a duty of confidentiality or the requirements of the right holder for confidentiality of trade secrets. Natural persons, legal persons, and non-legal person organizations, other than operators, that commit the illegal acts specified in the preceding paragraphs shall be deemed to have misappropriated a trade secret. Where a third party knows or should have known that an employee or a former employee of the right holder of a trade secret or any other entity or individual has committed an illegal act specified in the preceding the first paragraph of this Article but still acquires, discloses, uses, or allows another person to use the trade secret, the third party shall be deemed to have misappropriated the trade secret. For the purposes of this Law, "trade secret" means commercial information, such as technical or business information, unknown to the public and of a commercial value for which the right holder has taken corresponding confidentiality measures.    Article 17 revised to read: An operator causing any damage to another person in violation of this Law shall assume civil liability according to the law.              　An operator whose lawful rights and interests are damaged by any act of unfair competition may institute an action in a people's court.                        The amount of compensation for the damage caused to a operator by any act of unfair competition shall be determined as per the actual loss of the operator incurred for the infringement or if it is difficult to calculate the actual loss, as per the benefits acquired by the tortfeasor from the infringement. Where an operator commits malicious misappropriation of trade secrets, and circumstances are serious, the amount of damages shall be set between one to five times the amount determined by the aforesaid methods. The amount of compensation shall also include reasonable disbursements made by the operator to prevent the infringement.                          Where an operator violates Article 6 or Article 9 of this Law, and it is difficult to determine the actual loss incurred by the right holder for the infringement or the benefits acquired by the tortfeasor from the infringement, a people's court may, based on the circumstances of the infringement, render a judgment to award compensation in the amount of not more than three five million yuan to the right holder. Article 21 revised to read, “Where an operator, a natural person, a legal person or a non-legal person organization misappropriates a trade secret in violation of Article 9 of this Law, the supervisory inspection department shall order it to cease the illegal act, confiscate its illegal income, and impose a fine of not less than 100,000 yuan nor more than500,000one million yuan or if the circumstances are serious, a fine of not less than 500,000 yuan nor more than three five million yuan on it. (Note: This is a very troubling change.)Add a new provision, Article 32, which reads: During the course of civil proceedings for misappropriation of a trade secret, where a trade secret holder provides preliminary evidence proving that it has adopted confidentiality measures in regard to the claimed trade secret, and reasonably demonstrated that a trade secret has been misappropriated, the alleged misappropriator shall prove that the claimed trade secret of the rights holder is not a trade secret under the provisions of this Law. Where a trade secret holder provides preliminary evidence that reasonably demonstrates that a trade secret has been misappropriated, and provides any of the following evidence, the alleged misappropriator shall prove that it is not misappropriating a trade secret:  Evidence that demonstrates the alleged misappropriator had the means or opportunity to obtain the trade secret, and the information it uses is substantially similar to the trade secret;Evidence that demonstrates the trade secret has already been disclosed or used, or there is a risk of disclosure or use, by the alleged misappropriator; orOther evidence that demonstrates that the trade secret has been misappropriated by the alleged misappropriator. With the exception of Article 21, these appear to be relatively positive changes to the AUCL, and appear to address a number of long-standing U.S. concerns.



Recent developments

Foreign Investment Law (Effective Jan 2020)
– Art. 22:  Foreign parties free to negotiate terms of technical 

cooperation, and “administrative organs and their employees 
must not force the transfer of technology through administrative 
measures.”

– Art. 15: Foreign investors will be given equal opportunity to 
participate in the formulation of standards.

– Most articles lack sufficient details and require further 
clarification.
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Criticisms:Rushed and vagueOnly restricts administrative agenciesDoesn’t eliminate mandatory joint venturesEnforcement questionable because China says forced transfers don’t happen: Last May, Chinese ambassador Zhang Xiangchen said, “There is no forced technology transfer in China” even though a 2018 survey by the American Chamber of Commerce found that one-in-five respondents felt pressured to transfer technology in exchange for market access.Additional Patent Law amendments:Language in previous drafts providing for protection of partial designs has been removedRevision to incentive mechanism of service inventionsRequirement that CNIPA provide accurate patent information in a timely mannerProvides for a design patent priority periodProvides for patent term extension for marketing approval review periodNo patent linkage mechanism



Takeaways
• Some improvement in quality and transparency of judicial enforcement
• Increased central government emphasizing IP improvements, particularly in 

less political areas of trademarks and counterfeiting
• Attempts to address bad faith trademark filings
• Stiffer penalties for patent infringement, trademark infringement, and 

misappropriation of trade secrets
• Restrictive licensing provisions in TIER removed
• More scrutiny on China IP
• Local protectionism and strategic targeting remains a problem
• High volume of poor quality filings clogging patent and trademark registries
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1. Regarding local protectionism: Some foreign companies may be worried that if they bring a patent case in China against a Chinese company, they may not get a fair shake. Attorneys say that while such concern may be overblown in some cases, political considerations and pressure may play more of a role in patent litigation in China than elsewhere.��Foreign companies should have a "reasonable expectation" that they can prevail in a patent case in China, and "should not have a presumption that you'll lose the case due a bias against foreign companies.” However, politics may play a role in Chinese patent cases, and "a lot of the political factors are related to the local economy. ��That means, for instance, that if the financial impact of an infringement decision could cause a local factory to shut down and put people out work, the judge may not be inclined to favor the plaintiff.��For example, government officials in China can engage in ex parte communications with the judge, which can be used to apply political pressure one way or another.�2. Foreign win rates: While there have been studies that suggest foreign litigants often win patent cases they bring in China, not every case outcome is included in official records so we do have to be a little careful. 3. Plentiful Injunctions�In most patent cases in China, patent owners are less focused on damages than on winning an injunction against infringing products, which Chinese courts are generous in awarding.��If your goal is to get massive damages, you'll be sorely disappointed. But if your goal is to stop infringing activity at the end, you’ll get the results you want.��In the U.S., not in every case can the patentee get an injunction. But in China, so long as infringement is confirmed, the patentee always gets an injunction.��If an important product sold around the world is manufactured in China, an injunction from a Chinese court in a patent case can be a powerful weapon.�BUT No Discovery��Foreign companies litigating patent cases in China must contend with the near-total absence of pretrial discovery procedures, which can make it challenging to gather the evidence necessary to bring a patent case in the first place.��While limited discovery means Chinese patent litigation can be quicker and less expensive, it can make it significantly harder for patent owners to prove infringement.��Litigants in China therefore use strategies to obtain information about accused products that would seem unorthodox in the U.S., including using private investigators to pose as buyers in order to obtain products that aren't sold on the open market.��Bottom line: It’s very difficult to collect evidence and force companies to produce evidence that is not in their favor.��Low Damages��There’s almost no chance of winning patent damages in China that rival those in the U.S., which can run into the tens or hundreds of millions of dollars. But there are signs courts and lawmakers may be clearing the way for larger awards.��Under Chinese law, patent damages can be based on the plaintiff's actual losses, the infringer’s profits or reasonable royalties. But if those cannot be proven, the patent owner can only be awarded statutory damages, which are capped at 1 million yuan, or just under $150,000.��Restrictions on discovery make it difficult for litigants to prove the losses or profits attributable to patent infringement, so statutory damages are awarded in most cases, and foreign companies may worry that those small awards may mean litigation is not worth pursuing.��However, legislation has been proposed to increase the statutory damages limit to 5 million yuan ($730,000), and China's Supreme People's Court has issued guidance to lower courts that they have discretion to award greater damages when there is evidence that losses exceed the statutory limit. The high court has also said courts can order companies found to infringe to produce their financial books and to adopt the plaintiff's damages estimate if they refuse.��Courts using that approach have awarded 49 million yuan ($7.1 million) to Watchdata and 80 million yuan ($11.7 million) to Huawei in recent cases.��4. From what we see/hear:Former Chinese stance was that despite tougher USG rhetoric, it was business as usual. China would just buy lots of goods to lower the deficit. But now with acknowledgement that USG is indeed taking a tougher stance, there’s more press about IP issues. Lots of articles indicating that US is actually lying about forced technology transfer. From company perspective, many local governments still receptive and eager to do business with US companies. In certain cases, they engage with US companies as a wedge against USG. We’ve heard of certain cases in which Chinese government invites US companies but not USG to, for example, int’l export expos, etc. In other circumstances, Chinese provincial level authorities still welcoming US government presence. Retaliation: have not heard circumstances of retaliation… yet. US companies must be in it for the long haulThe situation is not likely going to get betterCompanies must remain vigilant about bringing in technology to China that will be targeted. Interested in knowing what you are hearing on the ground.



Takeaways
• Unclear how agencies will implement and enforce new regulations or 

possible trade agreement
• Growing administrative enforcement powers
• Emerging punitive social credit mechanism 
• Difficulties enforcing against infringing goods sold online, particularly for 

SMEs
• Low patent protection for innovative drugs (troublesome post-filing of 

supplemental data, no patent linkage, regulatory data protection, patent 
term extension)

• Inadequate enforcement coupled with highly-fluid labor environment 
resulting in employees poaching and taking trade secrets to competitors

• Lack of transparency, respect for IP and rule of law
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1. Regarding local protectionism: Some foreign companies may be worried that if they bring a patent case in China against a Chinese company, they may not get a fair shake. Attorneys say that while such concern is not always warranted, political considerations and pressure may play more of a role in IP litigation in China than elsewhere.��Foreign companies should have a "reasonable expectation" that they can prevail in a patent case in China, and "should not have a presumption that you'll lose the case due a bias against foreign companies.” However, politics may play a role in Chinese patent cases, and "a lot of the political factors are related to the local economy. ��That means, for instance, that if the financial impact of an infringement decision could cause a local factory to shut down and put people out work, the judge may not be inclined to favor the plaintiff.��For example, government officials in China can engage in ex parte communications with the judge, which can be used to apply political pressure one way or another.�2. Foreign win rates: While there have been studies that suggest foreign litigants often win patent cases they bring in China, not every case outcome is included in official records so we do have to be a little careful. 3. Injunctions�In most patent cases in China, patent owners are less focused on damages than on winning an injunction against infringing products, which Chinese courts are generous in awarding.��If your goal is to get massive damages, you'll be sorely disappointed. But if your goal is to stop infringing activity at the end, you’ll get the results you want.��In the U.S., not in every case can the patentee get an injunction. But in China, so long as infringement is confirmed, the patentee always gets an injunction.��If an important product sold around the world is manufactured in China, an injunction from a Chinese court in a patent case can be a powerful weapon.�BUT No Discovery��Foreign companies litigating patent cases in China must contend with the near-total absence of pretrial discovery procedures, which can make it challenging to gather the evidence necessary to bring a patent case in the first place.��While limited discovery means Chinese patent litigation can be quicker and less expensive, it can make it significantly harder for patent owners to prove infringement.��Litigants in China therefore use strategies to obtain information about accused products that would seem unorthodox in the U.S., including using private investigators to pose as buyers in order to obtain products that aren't sold on the open market.��Bottom line: It’s very difficult to collect evidence and force companies to produce evidence that is not in their favor.��Low Damages��There’s almost no chance of winning patent damages in China that rival those in the U.S., which can run into the tens or hundreds of millions of dollars. But there are signs courts and lawmakers may be clearing the way for larger awards.��Under Chinese law, patent damages can be based on the plaintiff's actual losses, the infringer’s profits or reasonable royalties. But if those cannot be proven, the patent owner can only be awarded statutory damages, which are capped at 1 million yuan, or just under $150,000.��Restrictions on discovery make it difficult for litigants to prove the losses or profits attributable to patent infringement, so statutory damages are awarded in most cases, and foreign companies may worry that those small awards may mean litigation is not worth pursuing.��However, legislation has been proposed to increase the statutory damages limit to 5 million yuan ($730,000), and China's Supreme People's Court has issued guidance to lower courts that they have discretion to award greater damages when there is evidence that losses exceed the statutory limit. The high court has also said courts can order companies found to infringe to produce their financial books and to adopt the plaintiff's damages estimate if they refuse.��Courts using that approach have awarded 49 million yuan ($7.1 million) to Watchdata and 80 million yuan ($11.7 million) to Huawei in recent cases.��4. From what we see/hear:Former Chinese stance was that despite tougher USG rhetoric, it was business as usual. China would just buy lots of goods to lower the deficit. But now with acknowledgement that USG is indeed taking a tougher stance, there’s more press about IP issues. Lots of articles indicating that US is actually lying about forced technology transfer. From company perspective, many local governments still receptive and eager to do business with US companies. In certain cases, they engage with US companies as a wedge against USG. We’ve heard of certain cases in which Chinese government invites US companies but not USG to, for example, int’l export expos, etc. In other circumstances, Chinese provincial level authorities still welcoming US government presence. Retaliation: have not heard circumstances of retaliation… yet. US companies must be in it for the long haulThe situation is not likely going to get betterCompanies must remain vigilant about bringing in technology to China that will be targeted. Interested in knowing what you are hearing on the ground.Lack transparency: If the data can’t be observed, it can’t be monitored for compliance



www.uspto.gov/iptoolkit



Link to today’s presentations

http://bit.ly/30mY6Nm
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Criticisms:Rushed and vagueOnly restricts administrative agenciesDoesn’t eliminate mandatory joint venturesEnforcement questionable because China says forced transfers don’t happen: Last May, Chinese ambassador Zhang Xiangchen said, “There is no forced technology transfer in China” even though a 2018 survey by the American Chamber of Commerce found that one-in-five respondents felt pressured to transfer technology in exchange for market access.Additional Patent Law amendments:Language in previous drafts providing for protection of partial designs has been removedRevision to incentive mechanism of service inventionsRequirement that CNIPA provide accurate patent information in a timely mannerProvides for a design patent priority periodProvides for patent term extension for marketing approval review periodNo patent linkage mechanism

http://bit.ly/30mY6Nm


Thank you!

www.uspto.gov

Michael Mangelson
Senior Counsel for China IP Policy

Michael.Mangelson@USPTO.gov
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