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1 Introduction

Thelegdity of modern ingtitutions relies on judtifications. The will of oligarchsisno
longer persuadve to civil society. Democratic representation, government, law,
etc, try to judtify their establishment on the acceptance by the reasoning inherent in
human mind. Intdlectud Property Rights (IPRs), which take the form of property
rights guaranteed by the monopoly privilege, are so keen to seek judtification as
enthusiagtic as other inditutions do.

Western politica and economic culture provides basc judtification for 1PRs both
in the deontologica way by Locke s Labour Theory and Hegel’ s Liberty Theory,
and in the consequentidist way by economic utility theories. Since the theoretical
basis as the premise of the judtification is not without question, the conclusion is
aso sceptical, especidly to the developing and least developed countries who are
mainly of non-western political culture. The attitudes of them towards the IPRs
are hdf support and haf fear inlight of different effects of 1PRs protection.

However, the economic globdisation promoted by internationd trade does not
want to leave the developing and least developed countries aone and let them to
make their own legidaions and policy choices according to their developing
levels. Ingtead, globdisation cdls for the international harmonization of IPRs
protection.

The task of harmonization is achieved by severd internationd 1PRs conventions,
through nationd treatment principle and few subgtantive provisons. However, the
landmark treaty in this fidd is the Agreement on Trade-Related Aspects of
Intellectual Property Rights (the TRIPS Agreement),” adopted by the Uruguay

! Agreement on Trade-Related Aspects of Intellectual Property Rights, Annex 1C of the
Marrakesh Agreement Establishing the World Trade Organization, adopted on 15 April
1994, LT/UR/A-1C/IP/1.



Round negotiation of the World Trade Organization (WTO). The TRIPS
Agreament is not satidfied with non-discrimination trestment but aso establishes
Substantive protection standards as well as enforcement mechanism. Therefore,
the am of the Agreement seems to be ambitious as to the very different IPRs

protection levels of the members.

How did the Agreement achieve the compromise of al members? In addition to
incorporating the pre-TRIPS IPRs conventions, including their methods to limit
the exclusve rights conferred to the IPRs holder, the TRIPS Agreement seeks a
solution from the trade-off among the rest on the agenda of negotiation round,
e.g. agricultural products, textile and tropicd products. As the Agreement
provides the availability, scope, and duration of I1PRS protection, it dso limits the
exercise of these subgtantive rights for the purposes of balancing private rights and
public interest, as wdl as baancing the demands of Intdlectud Property (IP)

import and export countries.

However, even embodying the limitation on the protection, there is Hill no
consensus on certain issues such as the subject matter of protection, the
internationa exhaudtion of IPRs, the status of biotechnologies, the novelty and
non-obviousness standards of patentability. These areas aso extend to the exact
scope of exclusive rights, as well as the exceptions to the rights. For ingtance, it is
disputable whether a country must declare a national hedth emergency to invoke
compulsory licenang. When the hot issues could not be resolved during the
negotiation, the TRIPS negotiators adopted a drafting technique to achieve the
generd agreement, that is, leaving these issues open-ended and dlowing a certain

leve of flexibility in interpretation and gpplication.

In the regime of the TRIPS Agreement, flexibility occurs as a way of permitting
agreement without full resolution in hard legd cases, providing no specific content




for many labels of IPRs issues and offering neither objective nor pogtive
definitions for many notions of 1PRs. Consequently, although there may be certain
convergence on basic rights granted, the precision of the protection conferred by
the Agreement remains uncaified. Under the Agreement, applicability of the
TRIPS-mandated rights can be interpreted more or less expansvely depending
on the role ascribed to the specific list of examples (representative or exhaugtive)
and the requisite leve of novelty imposed. This outcome is precissly what would
be expected in an international agreement driven by parties having enough
negotiating leverage to force agreement but inadequate power to preval fully.
Disagreements are sufficiently masked to permit Sgning an accord.

Inspired by the Doha Ministeria Conference of the WTO, which reaffirmed and
clarified certain flexibility in the TRIPS Agreement, this thess undertakes to
explore the flexible areas inherent in the text of the TRIPS Agreement with regard
mainly to patent protection. The purpose of this exploration isto provide the law-
makers of different countries, epecialy developing and least developed countries
(LDC), aframework asto the interpretation and application of the Agreement.

A main chdlenge to the present thess is how to judtify the flexible interpretation
and gpplication in the light of internationa obligation conferred by a treaty, and
how to show a good fath in the process of interpretation and application.
Therefore, most arguments during the exploration of flexibility are very keen to
defend ther legdity under internationd law. As a matter of fact, arguments in this
thes's are not merdly to darify which aress in the TRIPS Agreement leave room
of flexibility to the members, but dso to draw a boundary line of the flexible room
and point out where there is a non-flexibility zone.



2 Dialectics and Harmonization
of IPRS

2.1 Dialectics of IPRS

2.1.1 Controversy of the Justification of | PRs

Judification of an inditution is usudly doublefolded: deontologicd and
consequentiaist.? A deontologica justification is provided when it is shown that it
enforces certain rights which persons acting within the scope of a certan
inditution are entitled to; a consequentidist judtification of an inditution arises
when it is shown that its working brings about vauable consequence, like well-
being, efficiency, etc.® The deontologica jugtification of 1PRs can be derived from
John Locke' s Labour Theory of property acquisition and Hegd’s Liberty Theory
of sdf-identity. The consequentidist judtification of IPRs lies on the economic
utility. Controversy exists in both way of justification and challenges the legdity of
the IPRs.

Locke' s Labour Theory can be regarded as the union of two basic themes. Firgt,
everyone has a property right in the labour of his own body. Second, the
gppropriation of an unowned object arises out of the gpplication of human labour
to that object.* Therefore moraly, a person has a natural right to possess IP,

% For the deontological and consequentialist justificatory theories, see Raz, Joseph, The
Morality of Freedom (Oxford: Clarendon Press, 1986), ch. 11.

® For instance, the 17" century’s theory of natural rights offers a deontological justification
of human rights, according to which human rights are derived from human nature. On the
other hand, the 19" century’ s utilitarianism can be seen as an instance of a consequentialist
justification, which provides grounds for legal institutions by arguing that the working of
such institutions produces the greatest happiness of the greatest number.

4 Locke, John, ‘‘The Second Treatise’’, Two Treatises on Government, ed. Laslett, Peter,
(Cambridge: Cambridge University Press, 1970), p. 305-306.



which isthe product of his brain. Society is obliged to reward person to the extent
that he has produced: as one sows, so should one reap.

However, this judification suffers from some difficulties. If the intelligent Iabour
employed by a person does not offer the total value of an IP product but merely
adds some new vaue to an existing product, like innovation, the Labour Theory
does not explain the ownership over the whole product.” The history of science,
technology and literature illudtrates that people cannot make any invention,
innovation or literd works without the intellectud heritage from ancestors. In

many events, they develop asmall step but achieve the whole right over the IP.

Hegd’s Liberty Theory holds that property is, anong other things, the means by
which an individua could objectively express a persond, singular will.° Civil
Society is an environment in which an individud aspires to etablish a unique place
of liberty, and propety is the vehide by which on€s sdf-identity is
acknowledged by others who are smilarly griving for sdlf-identity. The individud
and society isin ardationship that is at least partidly adversarid and civil society
is a condraining environmentd for individuas aspiring to establish unique mord
meaning. An individua tries to edtablish and protect his sdf-identity through
voluntary exchange of property, which represents the individud’s will. Society is
thus very limited in its right to prevent an individud’s fair accumulation, holding,
and dispensation of property. The needs of a society per se would not judtify
taking an individud’s property — including property in the form of idess —
without fair compensation.

However, many non-western political cultures do not assume an adversaid
relationship between individua and society. Idamic and some African cultures go
50 far as to define sdlf-identity not according to individud liberty but according to

® Nozick, Robert, Anarchy, State, and Utopia (New York: Basic Books, 1974), p. 174.

® “‘In Property, a person exists for the first time as a reason’’. See Hegel, Georg W. F,
Philosophy of Right, translated with notes by Knox, Thomas M. (Oxford: Oxford University
Press, 1942), p. 235-236.



the individual’s rdationship with and contribution to the society.” Therefore, a
right is not a function for individuad good, and the concept of property is hence
different; if individud’s liberty is not the bass for sdf-identity, then the mord
foundations of property rights must rest somewhere dse.

The consequentidist judtification of 1PRs lies on the economic motivation. IPRs,
epecidly patent, grant a right holder a temporary monopoly over the use of the
invention or the reproduction of awork, and prevent competitors from sharing or
using their knowledge without payment. This enables the right holder to recoup his
labour and secure his economic interests and, thus encourage the research and
cregtive act. The degree of protection afforded to IPRs has an impact on the
profits gained by the inventors and writers, and without the protection of the
IPRs, much research and crestivity would not be carried out.®

But this is dso only partly true. No doubt less credtive activity would occur
without IPRs, but how much less and in what areas? In the centuries before the
patent system was established or enforced, inventive and creative work had aso
flourished. Empirica evidence shows that protection of patent is needed not so
much to promote inventions® but to provide an incentive to engage in costly
ressarch and development (R&D) activities which turn pure knowledge into
innovative products or process that can be used in industry. Further more, from
the economic point of view, the IP product often has the characteristics of a

public good.® That is, the vaue of a patent will not be diminished by the

" African philosophy of self-identity could be summed up as, *‘I am because we are, and
because we are therefore | am.”” See Mbiti, John S., Africa Religions and Philosophy, 2
edition (Greenwood, 1992).

® Spector, Haracio M., ‘*An outline of a Theory Justifying Intellectual and Industrial
Property Rights'’, Intellectual Property, ed. Drahos, Peter, in The International Library of
Essays in Law and Legal Theory, ed. Campbell, Tom D., 2“ Series (Aldershot: Dartmouth
and Ashgate, 1999), p. 536-537.

° Gutterman, Alan, and Brown, Robert, Intellectual Property Laws of East Asia (Hong kong,
Signapore: Sweet and Maxwell Asia, 1997), p. 16-21.
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consumption of the patented product or process, and the margind cost of
dissaminating knowledge is often zero. Consequently, from the standpoint of
efficiency, the optima alocation of resources requires that such goods have a
zero price. It is true that long-term socid benefit of technologica development
requires the protection of the IPRs, but it may dso entall socid codts, including

the consumer’ s benefit and later comer’s benefit from freeriding.

IPRs are supposed to encourage information to be disclosed to the public and
thus to incresse society’s pool of ideas and knowledge. For example, the
condition for the agpplication of a patent is that patented inventions have to be
disclosed, dlowing others to study the invention even while its patent is being
protected. This helps the progress, dissemination and transfer of technology. After
a certain period, the protection of exclusve rights expires. This means that the
invention becomes available for others to use, which avoids re-inventing the whed
and contributes to build a new foundation of human knowledge. But sometimes
the holder of an IPR prefers to impede its dissemination and application. In
generd, the broader the scope and the longer the duration of the IPRS, the
gronger the incentive for creating IP products and the wesker the incentive for
disseminating and applying them.

The consequentidist judtification of IPRs also argues that countries with strong
patent sysems typicdly experience more rapid economic growth and
development.*! Some economists claim thet the level of economic development is
closdly corrdated with the existing level of 1PRs protection, and many developing
countries that falled to implement IPRs protection systems experienced a
correspondingly low level of economic development, as well as a dow evolution

in the Sze and complexity of their local markets?. These findings suggest the need

1% For the analysis of public good character of IP, see Cooter, Robert, and Ulen, Thomas,
Law and Economics, 3 edition (Addison Wesley Longman, 2000), p. 128-138.

" Rapp, Richard T., and Rozek, Richard P., **Benefits and Costs of Intellectua Property
Protection in developing Countries'’, Journal of World Trade, Val. 24 (1990), p. 75-81.

'2 Gutterman and Brown, see above note 9, p. 16-21.
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for further reforms to existing law as a precondition to continued growth. But in
their research, there is a serious discrepancy between the cause and the effect. Is
it the protection of the IPRs that enhances prosperity or prosperity enhances the

protection of the IPRs? No economist has answered this question convincingly.

2.1.2 The North-South Debate on | PRs Protection

The controversy of the judification of IPRs together with the different
development levels of the North (technologicaly advanced countries) and the
South (countries in the process of indudtridization), lead to the divergences on
avallability, scope and duraion of IPRs protection between them. The latter
group has often limited the scope of protection granted to foreign IPRs as part of
its catching-up drategies. Even the current developed countries may aso
experience the same policy choice of limited IPRs protection when they were not
S0 developed. As noted in a report by the Office of Technology Assessment of
the U.S. Congress, when the U.S. was dill a relatively young and developing
country it refused to respect foreign 1PRs on the grounds that it was fredy entitled

to use foreign works to further its social and economic development. ™

The latter’ s unwillingness to strengthen the protection of IPRs stems from the fact
that a a stage when the technologica capacity of a particular country is wesk,
and its enterprises are not able to teke dgnificant advantage of the incentive
provided by the IPRs protection, the benefits gained from such protection may be
outweighed by the disadvantage of not being able to acquire and adapt foreign
technology without reference to its right holder, or to import new 1P products and

processes from aternative or cheaper sources.

3 U.S. Congress Office of Technology Assessment, Intellectual Property Rights in an Age
of Electronic Information, OAT- CIT-3002 (Washington. D.C.: U.S. Government Printing
Office, 1986), p. 228.
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A short survey of the North-South debate for different 1PRs protection policies
could contribute to the understanding of the gap between these two groups. The
argument of the North for a strong protection of IPRs can be summarized as

following;

a Increased inbound investment and technology transfer. One of the most logica
and practica advantages for developing countries to enhance IPRs protection is
inbound investment and technology transfer from foreign firms. In the pad,
concerned about the adequacy of the protection that would be afforded to the
transferred technology, foreign firms limited ther technology exports to
developing countries by alowing only older generation technology or outdated
product lines to be transferred.™* Once stronger |PRS protection is enacted, it can
be expected that foreign firms will increase the flow of new technologies to
developing countries, ether in the form of direct invesment or in the form of
technology transfer. Otherwise, due to the increasng cost of R&D, the
multinational corporations (MNC) will no longer be willing to invest in countries
that fail to offer sufficient IPRs protection.®

b. Increased flow of new products. The availability of the protection of 1PRs for
new products increases the flow of products, especidly into the developing
countries, thereby increasing the welfare of the population. For example, it has
been argued that the decison of countries such as India to deny the product
patent protection for innovation in the food, drug and chemica industries resultsin
foreign and domedtic forfeiture of pharmaceutical research and development

“ Wolfhard, Eric *‘International Trade in Intellectual Property: The Emerging GATT
Regime”’, University of Toronto Faculty of Law Review, Vol. 49 (1990), p. 106, 118. Primo
Braga, Calos A., “*The Economics of Intellectual Property Rights and the GATT: A View
From the South’’, Vanderbilt Journal of Transnational Law, Vol. 22 (1989), p. 243-264. See
also, Pamela, Smith, ‘*International Patent Protection and United States Exports: Evidence in
the Data’’, paper submitted to the Conference on International Relations of Intellectual
Property: Challenges at the Turn of the Century, Washington D.C.: The American
University, 24-25 April (1995).

15 ‘| nterview with Brazilian Official on Pharmaceutical Patent Protection’”, Word Intellectual
Property Report, Vol. 5 (1991), p. 128.
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benefits, since then fewer new products are available on the market.’® If this
propodgition is true, the effect in the pharmaceuticd areais of particular concern,
as the overdl levd of hedth in the developing and least developed countries will
ultimetely suffer.

c. Improvementsin loca knowledge base. A strong protection of 1PRs improves
the knowledge base concerning technica development. Such an improvement
follows from increased imports, licenang activities and patent gpplication filingsin
the local market. Technical information cannot be derived Smply from reviewing
foreign patent gpplication or from pirating foreign products. The person-to-person
communication that follows from investment activities provides a powerful traning
and educationd tool for the local workforce. An improved knowledge base is of
great use to locd firms in negoatiating the terms of licenses with foreign firms. In
addition, it provides a greater gppreciation for the availability of dternatives and
the underlying utility of the licensed subject maiter.

d. Reduced enforcement and transaction costs. Welfare gains of the right holder
are redized through a reduction of transaction codts attributable to survelllance,
verification, compliance and enforcement of 1PRs. These activities are currently
provided on a unilaterdl basis, and would become the shared responghility of al
partiesto bilateral or multilateral agreements. An additiona reduction would occur
in the transaction costs atributable to reliance upon pirated foreign technology.*’

However, the South become scepticd when the North asserts that strong
protection of IPRs is the proper means to insure economic development. Some of
the concerns of the South regarding IPRs protection can be summarized as

follows

a Lack of percaeved benefits. Although certain developing countries have
nurtured their own domedtic indudtries, most fail to recognize any potentid

'8 Rapp and Rozek, see above note 11, p. 75-81.

" Wolfhard, see above note 14, p. 117.
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advantages flowing from granting grester IPRS protection. Less prosperous
countries lack the resources necessary for domestic R& D and implementation of
a new patent within a developing country has led to few inventions and fewer
relaive benefits. Moreover, developing countries may be unable to bear the loss
of consumer, which is the result of the higher prices semming from the
monopolization associated with the beginning sages of IPRs development.
Finally, these countries may be unable to bear the start-up and maintenance costs
associated with the development and enforcement of new IPRs, dthough initidly

these cogts generdly accrue to foreign innovators.

b. Under-utilizetion of inventions and lack of simulus for ‘‘loca-specific’
products. One of the arguments of the North made in favour of granting the strong
protection to IPRs is its effect of increesng flow of new products and
technologies. However, e.g. the patent products need not to enter the foreign
market in which the patent was granted. Rather, the patent may smply be used as
a means of preventing others from making or selling the product in that market.
Asaresult, in many cases, the patent system actudly leads to the under-utilization
of inventions in the patent granting countries™® On the other hand, developed
countries creste a mgority of the patentable inventions and technologies.
Therefore most of the patents granted in developing countries are issued to
foreigners. The largest proportion of inventions covered by patents are included,
not by the avallability of patent protection in the developing countries, but rather
by the domegtic patent system of the right holder or in conjunction with patent
systems in other developed countries. As a result, a developing country cannot
expect that implementation of a patent regime will induce foreign innovations to
focus their development efforts on new products and technologies that meet the
specia needs of the developing countries.

'® Mesevage, Tomas, ** The Carrot and the Stick: Protecting U.S. Intellectual Property in
Developing Countries'’, Rutgers Computer and Technology Law Journal, Vol. 17 (1990), p.
443.
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¢. Unavallahility of essentid commodities and damage to autonomy. Developing
countries have, in most cases, adopted some form of |PRs protection. However,
much resgance exiging to the establishment of a uniform globa standard is
smply to conform to the request of developed countries. For instance, Indian
officas have often expressed a high degree of indignation at the suggestion that
they pursue a course undirected by their own programme of sdf-reliance and
gpecific needs. Also, the Chinese government has suggested that ‘‘the leve of
protection for 1P should keep pace with the economic development of the country
concerned’’.*® Furthermore, regarding the local atitudes toward private property
rights, many countries believe that certain products and technologies must not be
induded in any IPRs protection regime. The most common examples are in the
area of pharmaceutical and chemica products. As the Director of the Philippine
Bureau of Petents recently stated, ‘‘ developing countries have a need requiring
goecid preferentid attention on patent systems — such as on medicine — to
make it affordable to the poor people’.® Similarly, Chinese officids beieve thet
pharmaceutical products ** are produced for the health of people’” 2t Accordingly,
reproduction should be permitted in order to make the essentid commodities
more available. In some countries, the markets for these essential commaodities

may actudly be controlled by the loca governments.

d. Mixed effect of other factors. Implementation of a patent system does not itself
adone guarantee that foreign investment and technology transfer will increase. A
vaiety of politicd, legd, cultura, socid and economic factors impact on the
percaeived risks of undertaking a particular inbound investment transaction and,
thus, on the leve of foreign investment and technology transfer. For example, a
patent life is of little vaue in a country where the lack of expendable capitd

' See above note 15, p. 145-146.

% **Asia-Pacific Countries Agree to Cooperate on Patent Issues’, World Intellectual
Property Report Val. 4 (1990), p. 53.

2l “‘China Calls Special 301 Designation Unacceptable, Says Trade Will Suffer’’, World
Intellectual Property Report, Val. 5 (1991), p. 146.
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impedes the purchase of patented goods. Also, the ability of the patent holder to
successfully commercidise any product depends, not only on the competitive
environment, but aso on the ability to effectively market the patented product.

2.1.3 Domestic Legidation and International

Har monization

According to the andlysis above, the judtification and strong protection of IPRs is
not without scepticism. Some maintained that infringements of 1PRs constituted a
sraightforward metter of piracy and theft, jugt like the infringement of tangible
property rights. However, the nature of IPRs is proprietary rights granted by
monopoligtic privileges. Therefore, the protection of 1PRs is effected by different
socid Stuations and is more of a policy matter. The core task of the domestic
legidation in this fidd is to adjust the tenson between the private rights of IPRs
holder and the public interest of a society, and the tension between the promotion
of creativity and the decrease of socid cods for the IPRs protection. Legidators
attempt to strike a didectic balance between these concerns at the domestic leve.
The result of the balancing depends on whether, in a given point of time,
economic policy places more emphasis on efficiency, amed a increasng
aggregate wedth, or on equity, amed at the redigtribution of knowledge and
wedlth. The availability, scope and duration of IPRs protection respond to the
trade-off between the private interest and public good, as well as the trade-off

between economic efficiency and socid welfare.

However, the harmonization of different IPRs protection & the internationa level
faces more tasks than the domestic legidation. It seems fairly evident that IPRs
protection of same level does not make same sense for dl countries in a certain
period. The impacts of enhanced IPRs protection upon developing countries may

vay dgnificantly. There is no priori strong evidence that these countries will

17



necessarily benefit from a reform of their |PRs systems.? The evidence which has
been put forth regarding the reationship between IPRs and economic
devdlopment is unconvincing.”® When seeking an optima balance between the
need for monopoly and the benefits of free access to knowledge, the governments
aso take into consderation the national competitive capacity in IP area and the
redidributive affect of internationd harmonization. In formulaing ther IPRs
policies they must reconcile datic efficiency condderations (which imply that
knowledge should be free) with the longer-term objective of encouraging
innovation and technologica progress.

There is no unique answer to this conundrum. Whether a given policy of IPRs
protection is optima or not depends on the objectives and circumstances of
countries and the economic sectors involved, and thus conflicts of interest
between countries can eadly occur?* Therefore, the internationd IPRs
conventions face a common task when they seek to harmonize different 1PRs
protection: how to harmonize the controversd rationale of 1PRs protection and

different nationd interes.

2.2 Harmonization of the Paris Convention

The higory of multilateral harmonization of IPRs protection can be traced back
over 100 years. In 1883, 11 countries met in Paris and sgned the Paris
Conventior?. This has since been followed by a number of IPRs conventions in

# Correa, Carlos M., and Yusuf, Abdulgawi A., Intellectual Property Rights and
International Trade: The TRIPS Agreement (London: Kluwer Law International, 1998), p. 96.

#n fact, the rise of Japan and other *‘technology importers”’ appears to support the utility
of alternative strategies, at least while the country is in a relatively early stage of
development.

# Hoekman, Bernard M., and Kostecki, Michel M. Political Economy of the World Trading
System: From GATT To WTO (Oxford: Oxford University Press, 1995), p. 145-147.

* Paris Convention for the Protection of Industrial Property, adopted on 20 March 1883,
last revised on 14 July 1967,UNTSVol. 828, p. 305.
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different IPRs fidds, incduding the 1886 Berne Conventior?®, 1961 Rome
Conventior?’, and the 1989 Washington Treaty™®. Since 1967, the Paris, Berne
and Rome Conventions have al been administered by the World Intellectud
Property Organization (WIPO), a specidized agency of the United Nations
(UN), based in Geneva.

2.2.1 Non-Discrimination Provisions

The harmonization of the Paris Convention on IPRs protection is based on the
principle of nationd trestment. Articles 2 and 3 of the Convention contain the
principle of nationd trestment, under which, each country of the Paris Union is
bound to protect the IPRs of the nationas of other countries in a manner as it
protects its own nationals 1PRs.® The nationa trestment applies to dl the
nationals of the countries of the Union, both natural persons and legd entities. It
a0 extends to the nationds of countries outsde the Union, provided they are
domiciled or have an indudtrid or commercid establishment in a country of the
Union. This principle excludes any possibility of discrimination to the detriment of
nationals of other countries of the Union and any requirement of reciprocity of
protection. That means, suppose a given country has a longer duration of patent
protection than another country of the Union, the former country will not have the
right to provide that nationds of the latter country will only enjoy a shorter
duration of protection as provided in the law of the latter country, if the patent is
in the territory of the former country. This principle gpplies not only to codified

% Berne Convention for the Protection of Literary and Artistic Works adopted on 9
September 1886, last revised on 1 July 1967, UNTS Voal. 828, P. 221.

7 International Convention for the Protection of Performers, Producers of Phonograms
and Broadcasting Organizations, adopted on 26 October 1961, UNTS Val. 469, p. 43.

% Treaty on the Intellectual Property in Respect of Integrated Circuits, adopted on 26 May
1989, ILM Vol. 1484, p. 28.

® Article 1(1) of the Paris Convention provides that ‘‘the countries to which this
Convention applies constitute a Union for the protection of industrial property.”’
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law, but aso to the practice of the courts and to the practice of the adminigtrative

offices.

Under the principle of nationa trestment, each country retained its sovereignty in
determining its own level of IPRS protection. The Paris Convention respects the
regulaion diverdty of different countries of the Union, except in few provisons
including substantive protection. No internationa harmonization is made out on
the availability, scope and duration of the patent rights. Therefore the task of
international |PRsS harmonization does not raise serious problem in the Paris
Convention. As to the domestic legidations which existed before the entry into
force of the Convention, countries have little obligation to modify them in the
substantive aspects. As to the legidations after the Convention, the domestic
baance of the public and private interest is Hill the focus of the legidators, and
little international obligation imposed by the Convention has been taken into

consderation.

2.2.2 Limitation on Rights

The Paris Convention dso embodies few subgtantive standards of protection,
which include: the right of priority (Article 4), independence of patent (Article
4bis), the right of the inventor to be mentioned (Article 4ter), failure to work and
compulsory license (Article 5quater and 5A), patents in internationd traffic
(Article Ster), Grace Period for the payment of maintenance fees (Article is)
and inventions shown at internationa exhibitions (Article 11). In these subgtantive
protection aress, the main method the Convention adopted to resolve the
controversy of 1PRs protection in the process of harmonization is to limit the rights
of IPRs holder.

Articles Juater and 5A provide the compulsory license as a remedy of the

abuse of patent right, the main purpose of which is to ensure that the exercise of
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patent right is not incongstent with the judtification of its protection. Compulsory
licendang is defined generdly as the granting of a license by a government to use a
patent without the patent holder’s voluntary permisson. Article 5A(2) provides
grounds for the granting of compulsory licence, that is, ‘‘each country of the
Union shdl have  the right to take legidative measures providing for the grant of
compulsory licences to prevent the abuses which might result from the exercise of

the exclusive rights conferred by the patent, for example, failure to work’”.

The main argument underlying the provisons requiring the working of an invention
in the country where the patent was issued is the consderation that, in order to
promote the indudtridization of that country, patents for invention should not be
used merdly to block the working by others of the invention in the country or to
control the importation of the patented product; they should rather be used to
introduce the use of the new technology into the country. A compulsory licence
may not be gpplied for, on the ground of failure to work or for insufficient
working before the expiration of a period of four years from the date of filing of
the patent application or three years from the date of the grant of the patent,
whichever period expires last; and the compulsory license shdl be refused if the
patent holder judtifies his inaction by legitimate reasons. Such a compulsory
licence shdl be non-exclusive and shdl not be transferable, even in the form of the

grant of asub-licence.®

However, there is no provison asto what conditutesa** legitimate reason’” of the
inaction of a patent holder. Whether a patent holder can really be expected to
work his patent is first of al an economic consideration and then also a question
of time. Working in dl countries of the world is generdly not economicaly
reasonable. Therefore, it is recognized that immediate working in dl countries is
impossible and that severd factors require to be consdered with regard to
working. For example, a pharmaceutical company may not market a drug in a
specific country because the cost-benefit andyss would not yied a favourable

¥ The Paris Convention, Article 5A(4).
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result and would harm the company. In addition, it is unclear whether falure to
work includes instances where the pharmaceutical company does market a drug
in a developing country, but keeps the prices high and unaffordable to a mgjority
of the population. So the concept of ‘‘failure to work’” remains unclear and the
“legitimate reasons’ are subject to the further illustration of domegtic law.
What's more, the language of Article 5A(2) goes as this. “‘for example, failure to
work.” Therefore, failure to work is not the only ground of abuse of rights and

grant of compulsory license.

Article 5A(3) dso providesthat ‘‘forfeiture of the patent shall not be provided for
except in cases where the grant of compulsory licences would not have been
aufficient to prevent the sad abuses. No proceedings for the forfeiture or
revocation of a patent may be ingtituted before the expiration of two years from
the grant of the firs compulsory licence’. What can be derived form this
provison is thet if the compulsory licence does not provide sufficient remedy to
the abuse of right, another form of remedy could be forfeiture. The difference
between compulsory license and forfeiture is: after the grant of compulsory license
the patent holder still maintain the title of ownership of the patent, and is entitled to
get adequate compensation; but after the forfeiture, the former right holder lose
the title of the ownership of the patent and no clam to compensation will be
satisfied. Therefore, forfeiture is both a form of remedy and a sanction to the
abuse of right.

2.3 Harmonization of the TRIPS Agreement

2.3.1 Incorporation of IPRsintothe WTO Agreements

IPRs became a trade issue and were incorporated into the WTO Agreements for
a number of reasons. Ideas and knowledge have been an important part of trade.
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Mogt of the vaue of new medicines and other high technology products liesin the
amount of invention, innovation, research, desgn and testing involved. Even
products that used to be traded as low-technology goods or commodities now
contain a higher proportion of invention and design in their value — for example
brand name clothing or new plant varieties At the same time, the growing
capacity of manufactures in developing countries to penetrate distant markets for
traditiona industrid products has forced the developed countries to rely more
heavily on their comparative advantages in the production of |P goods than in the
past. As a result, international trade in goods embodying IP has increased
subgtantialy in recent decades.

Againg this background, a number of industridized countries, concerned with the
eroson of the competitiveness of their industries, increasingly fdt that inadequete
protection of IPRs in technology-importing countries reduced their competitive
advantage in the IP goods. They cdled for stronger 1PRs protection. However,
the existing conventions cannot fully satisfy the requirements of the exporters of 1P
goods because of certain adleged shortcomings.

Firgt, the membership is not universa. For example, while 162 countries signed
the Paris Convention, only 88 sgned the Berne Convention, and only 32
countries sgned the Rome Convention. The U.S. had not sgn the Bemne
Convention until 1988. The result is that there exigs differing leve of protection of

IPRs around the world.

Second, the obligations or the standards of protection required by most of these
conventions are conddered by some to be insufficient. Mogt of them only impose
a nationd trestment obligation and generdly do not specify minimum levels of
protection that signatories must provide to a particular IPR. For example, the
Paris Convention does not specify what types of products must be digible for
patent protection. There exists neither the condition of patentability, nor the non-
discrimination provision with regard to the field of technology. Also, it does not
dipulate the minimum duration of patents, nor does it define the scope of the
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exclusve rights. Although focusng on the indudrid property, the Paris
Convention does not seek an agreement on trade secrets (undisclosed
information). Protection of computer software and sound recording was needed
in the view of the industridized countries, but their protection under the copyright

regimeis aso not enough.

Third, many of the conventions are viewed as being void of adequate provisons
relating to disoute settlement and enforcement. Usudly, they do not oblige
sgnatories to enforce the rdlevant IPRs laws within their repective jurisdictions.
They aso do not provide for adequate internationa dispute settlement when
sgnatoriesfal to meet the minimum standards which they have agreed to uphold.
Although in theory, most of these conventions would alow a signatory State to
bring a complaint before the Internationa Court of Jugtice (ICJ), this has never
occurred in practice. The lack of effective dispute settlement mechaniam is then
matched by a corresponding lack of sanction for violations. Consequently,
disputes were frequently addressed through bilatera channds, with trade
sanctions of the developed countries. The U.S. played a particularly prominent
role in usng unilaterd sanctions or threats of sanctions to ded with IPRs
infringements. The two main ingruments used were Section 337 of the U.S.
Tariff Act of 1930, and Section 301 of the Trade Act of 1974, as amended by
the Omibus Trade and Competitiveness Act of 1988.%

Although there existed these dleged problems, it is difficult to negotiate new
Substantive amendments of those conventions within the divergent views between
the North and South. When a group of developed countries proposed an
amendment to the Paris Convention so as to establish certain minimum standards
of protection and increase its enforcement obligations relating to patents, a group
of developing countries responded by proposing instead a weekening of the
Convention's obligations in some areas. While preparatory meetings and

negotiations continued on these proposed amendments for over years, in the end

# Hoekman and K ostecki, see above note 24, p. 146-147.
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neither view prevailed and consequently the Convention remained undtered and
its basic problem remained unresolved. With little fruit for their efforts towards the
expangon of the IPRs protection standards and enforcement through international
IPRs conventions, the U.S. and other main industrialized countries resort to the

WTO as anew forum for IPRs issues.

It should be noted that the General Agreement on Tariffs and Trade-1947
(GATT-1947) dready contained some provisons which indirectly addressed
certan IPRsS issues. For example, Article 1114 of the GATT-1947 required
contracting parties to extend nationa trestment for imported goods. Article
XX(d) dlowed contracting parties to take measures necessary to secure
compliance with laws relating to the protection of patents, trademarks and
copyright. There are dso some previous atempts within the GATT to address
more IPRs issues. Until the Uruguay Round, these efforts had generdly gotten no
better success than the efforts within the WIPO. For example, the issue of
counterfeit goods was subject to some discussions during the Tokyo Round, but
no agreement could be reached prior to the completion of the round. After the
Tokyo Round had been completed, the U.S., with the support of the EC, Jgpan
and Canada, persasted with the counterfeit goods issue and during the 1982
GATT Minigerid Conference attempted to have the GATT's developing work
plan expanded to include issues reating to counterfeit goods. In spite of the strong
opposition voiced by some developing countries, the 1982 Minigterid Declaration
did provide for some work to be done on IPRs aspect, but in the area of
counterfeit goods only.*

¥ See Ministerial Declaration of Thirty-Eighth Session, adopted on 29 November 1982,
GATT, Basic Instruments and Selected Documents (BISD) 295, p. 19. This was soon
followed by a U.S. proposal that the next round of trade negotiations should not be limited
to issues solely related to counterfeit goods but should also be expanded to include
discussion of all trade-related IPRs.
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Although the trade argument was perhaps as old as the internaiond regime on
IPRsitsdlf,* the arguments made by the proponents of new rules and disciplines
on trade-related aspects of IPRs in the 1980s was very striking.®* The main
reason for the lack of success of these proposals was that treating |PRs as atrade
iSsue was novel in many respects, since standard setting in the area of 1PRs was
traditiondly done within the framework of the WIPO. Due to the different
development period and IPRs palicy, the developed countries motive confronted
the resstant of the developing countries initidly. They hold a sceptica attitude
toward the motivation of the developed countries, particularly when the firms in
the developed countries clamed that monopoly rights in the new foreign markets,
such as in LDC, are necessary to recover their R&D costs. On the contrary,
developing countries feared that large MNC would secure globa monopoalies,
and thereby would charge exorbitant prices for their goods. Lacking the scientific
and financid infragtructures necessary to create patent-induced innovations,
developing countries are far more interested in technology transfer than in the
encouragement of domestic innovations. Not surprisng, the motive of the

developed countries was confronted by the resstant of the developing countries.

With regard to paents, for example, developing countries have dways
emphasised on local working requirements. They alow pardld imports and
greater scope for compulsory licensing in the absence of locd working, for the
purpose of strengthening economic development and socid welfare function of the
exclusive rights granted to patents. Therefore, developing countries have little or
no interest in cregting a system that impedes their own ability to appropriate new
technologies and products developed by foreign innovators.

* Indeed, promotion of international trade figured prominently in the letter of invitation on
the First International Congress for the Consideration of Patent Protection held in Viennain
1872,

¥ Thiswas reflected in the Basic Framework of GATT Provisions on Intellectual Property:
Statement of Views of the European, Japanese and United States Business Communities,
and in the statement of Y eutter Clayton before the US Congress. An Agenda for the New
GATT Round. See Carrea and Y usuf, see above note 22, p.81-92.
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A consensus had not been achieved until the time of September 1986, when a
minigerid meeting cdled to findize the agenda and initiate the new round of
negotiation. Strongly supported by the developed countries led by the U.S,, the
Minigers were findly able to reech agreement on a negotiating mandate for
“trade-related intellectual property issues’.® By the time of the Brusses
Minigeriad Meeting in the November 1990, a proposd led by India Brazil,
Egypt, Argenting, and Y ugodavia sought to draw a firm digtinction between the
work on trade of counterfeit goods and that on the IPRs more broadly defined.
They were willing to co-operate on the former but opposed the latter. The first
order of priority of poor countries was to ensure that unilaterd measures to
protect IPRs did not cause barriers to legitimate trade. There was a generd
concern that greater protection of 1PRs would strengthen the monopoly power of
MNC, and detrimentally affect poor populations by raising the price of medicines
and food. As IPRs create market power, developing countries sought assurances
that action could be taken againgt the abuse of monopoly rights by IPRs holders.
However, another proposad which supported an integral part for including both
issues, was advocated by the developed countries.

The result of the enthusastic promotion of developed countries and the
compromise of developing and least developed countries is the adoption of the
former’s proposal with some modification by the latter’s proposd, with afind act
cdled the Agreement on Trade-Related Aspects of Intellectual Property
Right. As one of the most dgnificant achievements of the Uruguay Round
negotiation, the TRIPS Agreement was sgned by 124 members together with
other multilatera trade agreements and the Marrakesh Agreement Establishing
the World Trade Organization (the WTO Agreement). It is the firs
comprehensve IPRs agreement ever executed by mogt trading nations of the

® Ministerial Declaration on the Uruguay Round, GATT, adopted on 20 September 1986,
BISD 335/19 (1986), p. 25-26.
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world which egtablishes minimum standards for practicaly al categories of
IPRs.*

2.3.2 The Solution of the TRIPS Agreement

The TRIPS Agreement marks a departure from previous |PRs conventions in that
it not only inherits the principle of nationd treatment, but aso provides the ** mogt-
favoured-nation’” trestment (MFN). Thet is, the obligation to extend, with some
limited exceptions, the advantages granted to one member to dl the other
members. These principles are meant to end discrimination, both between
foreigners and nationals and between nationds of different countries, which arises
when IPRs are granted only to the nationas of the country that pressed for them,
as for example in the case of the recognition of pharmaceutica patents in South

Korea

What's more, the Agreement also goes much farther to require the harmonization
of substantive standards of IPRs among members. At the same time, members
agreed to offer far and equitable enforcement of those substantive rights by
providing effective action agang any act of infringement, including expeditious
remedies to prevent infringements and remedies which conditute a deterrent to
further infringements. These fundamenta differences in the goproach of
harmonization are notable examples of the degpening of internationa 1PRS law.
To an ever-increasing degree, the domestic IPRs laws of most members are being

directly affected by internationa trade negotiations.

As andysed in Section 21, the harmonization of different IPRs protection at the
internationd leved faces the task to baance different levels of 1PRs protection,
including the controversd rationde of IPRs protection and different nationa

interest. The harmonization of pre-TRIPS IPRs conventions is not so ambiguous,

% Correa and Y usuf, see above note 22, p. 93.
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50 the limitation on rights by compulsory license and forfeiture more or less meets
the requirement of baance. However, the harmonization of the TRIPS Agreement
expands to the substantive areas such as availability, scope and duration of the
protection. Merely limitation on rights is not sufficient and further solutions are
necessary to balance the different interest as a counterpart of the improved IPRs
protection.

The solution of the TRIPS Agreement in this aspect is unique as it is not only built
in the text of the Agreement itsdlf, but dso built outsde the Agreement and in the
context of the Uruguay Round package of WTO. That means, during the
negotiation, the cross-fidld exchange of interest hgppened and benefit gained in
other fields partly traded-off the lossin IPRs fidd. Ancther unique characteristic
of the solution of the TRIPS Agreement is that it leaves some hot disputed topics
unresolved in the text of the Agreement, and dlows certain limited flexibility in the
interpretation and gpplication of the different members. The following part this
sector devotes to overview how did the TRIPS Agreement baance the different
interest in the process of international harmonization. Further analyss of the
flexibility of the Agreement is the main task of next chapter, but the other solutions

serve as a background and context of the andysis.

2.3.2.1 Incorporation of the Paris Convention

Article 2 of the TRIPS Agreement entitled *‘ Intellectual Property Conventions’
edtablishes the basic link between the TRIPS Agreement and the other 1PRs

conventions. It provides:

1. Inrespect of Pats Il and IV of this Agreement, Members shal comply
with Articles 1-12 and 19 of the Paris Convention (1967).

2. Nothing in Pats | to this Agreement shdl derogate from existing
obligations that Members may have to each other under the Paris
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Convention, the Berne Convention, the Rome Convention and the Treety
on Intellectua Property in Respect of Integrated Circuits.

This provison incorporates into the TRIPS Agreement some provisons of the
Paris Convention, as amended in 1967. Through this incorporation, the above-
mentioned provisions of the Paris Convention are made applicable to those states
that have rdified the TRIPS Agreement even they had never become parties to
the Paris Convention. Therefore, the TRIPS Agreement not only incorporates the
non-discrimination and few subgantive provisons, but dso embraces the
limitation on rights conferred by the Paris Convention, for instance, compulsory

license for failure to work or other reasons, and forfeiture measures.®

2.3.2.2 Trade-off

During the negatiation of the TRIPS Agreement, the initid resstance of the
developing countries was cler and drong. However, unlike the WIPO
negotiations where countries had to consder only the direct arguments for or
agang higher standards of protection, the WTO negotiations would alure
developing countries to look into what they would gain in other fidds by offering
concesson on IPRs. Although the IPRs-incorporation gpproach was initidly
resisted by the developing countries® the convergence of various factors and
political pressures led them to acquiesce in the establishment of higher 1PRs
gandardsin the framework of the WTO.

The trade-off were made between the TRIPS and the rest of the agenda of the
Uruguay Round negotiation. These aress include, e.g. agriculturd products,
textiles, and tropica products, where the developed countries offered more
market access to developing and least developed countries. Trade-off aso
occurred in other areas, dthough it is not possible to identify specific linkages of

% See above, p. 14.
% Even after the adoption of the Ministerial Declaration on Uruguay Round in 1986, which

placed the topic on the agenda of the Uruguay Round negotiations, the resistant of the
devel oping country members still existed.
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the agenda formaly. For instance, the U.S. government started to make effective
IPRs protection a precondition for access to the U.S. market under the
Generalized System of Preferences (GSP) for developing countries. Reversals on
the MFN trestment may give rise to non-developing countries in the 1980s in
their attitudes towards inward protection of the IPRs. Foreign Direct Investment
(FDI) dso played arole in inducing the acceptance of the Agreement, because to
atract FDI in certan high-tech sectors requires strong protection and
enforcement of IPRs. As a counterpart, interest groups in developing countries
aso existed that favoured stronger protection of 1PRs, e.g. those domestic |P-
cregting or 1P-usng industries where the transfer of technology generdly requires
FDI, which is generdly conditiond on the existence of strong protection of the
IPRs. Therefore, the membership in the WTO may increase the credibility of
domestic economic reformsin developing countries by reducing the uncertainty of
trade regimes, providing a more open trading environment, and additiond

incentivesto FDI.

At the same time, with theinclusion of trade-related |PRs issues in the framework
of the WTO, trade sanctionsin this area can only be taken so far asthe retdiation
has been authorized by the WTO. The multilateral framework of the WTO comes
to be perceived by the developing countries as less evil than bilateral concessions,
which means the increased trade security for trade relaions under the WTO
agreement.® The security is safeguarded by the dispute settlement procedure of
the WTO.*

In summary, the acceptance of the TRIPS ded in the Uruguay Round by the
developing countries semmed from a mix of fear, motivation and compromise.

They feared that without the multilatera mechanism, they would be increasingly

* For unilateral sanctions, see above note 21. Actually, by the threat of trade retaliation for
inadequate IPRs protection, the U.S., and later the EC, were able to induce significant
changesin the IPRs laws of many developing countries.

“° Primo Braga, see above note 14, p. 255.
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vulnerable to unilateral sanction by the U.S. and the EC.*" At the same time, a
growing perception existed that 1PRs laws aso had benefits in terms of dlowing
paticipation in cregive activities, providing consumer with access to new
products, and giving industries better opportunities of obtaining cutting—edge
technologies* They increasingly fdt thet stricter IPRs protection might aso in
their interes, if only because it was a necessary component of a more generd
move towards a market economy.”® Potentid crossfield trade-off further
enlarged the scope for negotiation and compromise. As exchange for the
acceptance of the Agreement, poor nations and trangtion economies could seek
more open market for their agricultura and tropica products, as well as better

market access for their textile exports.

Developing countries redised that 1PRs impose socia costs on them. Although
the codts is, to varying degrees, offset by the prospects of enhanced market
access and the rdlief from unilatera trade sanctions, inter alia, to adopt a stricter
IPRs protection aso takes time, especidly in the areas where no protection was
edtablished a dl. Therefore, developing countries indsted on a long trangtiond
period during which changes in domestic legidation could be implemented, as well

“! The threat of unilateral sanction was used to push developing countries to support the
TRIPS negotiation at the Uruguay Round. The countries placed on the Priority Watch List
of the U.S in 1989 in this effort included India, Brazil, Taiwan and Thailand, which al
opposed theinclusion of IPRs protection in the Uruguay Round in general and in TRIPS in
particular. The action against Brazil and India, two of the biggest members of the developing
country coalition, the group of seventy-seven countries, played a major role in splitting the
coalition and in securing acquiescence to TRIPS by developing countries. The IP Coalition
(the main lobby power in the U.S. in favour of the TRIPS Agreement) also suggested that
the U.S. should condition debt forgiveness to Latin American countries on adequate patent
protection.

2t isimportant in this connection that devel oping countries were not really a cohesive bloc
on the TRIPS issue. Some of the poorer countries had tightened their domestic protection of
IPRs unilaterally so as to attract FDI and technology transfer or as a response to the threat
of the U.S. action, feared to be undercut by competitorsin other developing countries. This
can be seen from the fact that over 40 developing countries unilaterally strengthened their
IPRs regimesin the 1990s. See Mansfield, Edwin, *‘Intellectual Property Protection, Foreign
Direct Investment, and Technology Transfer’’, discussion paper No. 19, Washington, D.C.:
The World Bank and International Finance Corporation (1994). Available a <
http://www.ifc.org/economics/pubs/dp19/dp19.pdf>.

“** Hoekman and K ostecki, see above note 24, p.152-153.
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as the technological cooperation to implement the high IPRs standards. The
incluson of trangtiond arangement and technological cooperation provison
dlure the final accept of the Agreement by the developing and least developed

countries.

2.3.2.3 Limitations

Another solution of the TRIPS Agreement to harmonize different rationaes and
interests of members was to set limitation on the protection of IPRs in addition to
the dready exiging limitations inherited from the Paris Convention. This is mainly
promoted by the devel oping countries who are more sceptica and reluctant to the
strong protection of 1PRs. During the negotiation of the Agreement, a ** Group of
14" developing countries submitted a proposal to highlight the importance of the
public policy objective underlying the national IPRs systems,* the necessity of
recognizing those objectives a the internationd level, and the need to specify
some basic principles which could subsequently eucidate the application of any
sandards established in the TRIPS agreement. They inssted on the need to
respect and safeguard nationd legd systems and traditionson IPRs, in the light of
the diverse needs and levels of development of countries participating in the IPRs

negotiations.

The limitation on the protection of patent in the TRIPS Agreement includes:
limitations on patentability subject, limitation on right conferred to the patent
holder, and the duration of protection. The next chapter will further explain these
limitations in detail.

2.3.2.4 Flexibility

However, even having embodied the limitations on the protection, there is ill no
CoNsensus on certain issues such as the precise subject of protection, international

exhaugion of IPRs the daus of biotechnologies, the novety and non-

“ Proposal submitted by a group of 14 developing countries during TRIPS negotiations in
the Uruguay Round negotiation, submitted on 14 May 1990, MTN.GNG/NG11/W/71.
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obviousness standards of digibility for patent protection. These areas adso extend
to the exact scope of rights, as well as the exceptions of the exclusve rights, e.g.
it is digputable whether a country must declare a nationd hedth emergency to
invoke compulsory licensing.

When such hot issues could not be resolved during the negotiations, the
negotiators adopted a drafting technique to achieve the general agreement on the
convention. That is, they left these issues open-ended and dlowed a certain
amount of flexibility in interpretation and gpplication. Hexibility occurs as away of
permitting agreement without full resolution in hard legd cases where the
meanings of the key terms are disputed. The Agreement does not provide in
specific content of many labels of IPRs issues and does not offer an objective or
positive definition for many notions of 1PRs. Consequently, although there may be
some convergence on basc rights granted, the precison of the protection remains
unclear. Under the Agreement, applicability of the TRIPS-mandated rights can be
interpreted more or less expansively depending on the role ascribed to the
specific list of examples (representative or exhaustive) and the requisite level of
novety imposed. This outcome is precisdly wha would be expected in an
agreement driven by parties having enough negotiating leverage to force
agreement but inadequate power to preval fully. Disagreements are sufficiently
masked to permit Sgning an accord.

All of these unclear aress give developing and least developed countries certain
room to develop the practice which is consstent with their developing leve. The
WTO Director-General Mike Moore stated that ** TRIPS Agreement plays avita
role in tackling the problems like crigs of disease facing developing countries. It
strikes carefully-negotiated balance between providing 1P protection and alowing
countries the flexibility to ensure that treetments reach the world's poorest and
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most vulnerable people. Countries must fed secure that they can use this flexibility
and the work started in the TRIPS Council should reinforce that security’” .*

“** Moore, Mike, “Intellectual Property and Access to Medicines’, the statement issued on
the TRIPS Council’ s special discussion on 20 June 2001. Available at
< http://www.wto.org/english/news_e/news01 e/dg_trips_ medicines 010620 e.htm >.
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3 Flexibility of the TRIPS

Agreement

The exploitation of the flexibility of the TRIPS Agreement in thisthesisis made in
two dimensons horizontal and vertica dimensons. Horizontal dimension of the
TRIPS Agreement covers the genera issues that condtitute the lega framework of
the interpretation of the Agreement, and affect dl fiedlds of 1PRs. Provisons in this
dimenson where the flexibility could be exploited ae the purposes and
objectives of the Agreement reflected in the preamble and Articles 7 and 8;
exhaudtion of rights in Article 6; anti-competitive measures in Articles 31 and 40;
sugpension of non-violation complaint in Article 64; and trangtiond period in Part
V1. Meanwhile, the exception to these flexible fidds is the nationa trestment and
MFN in Articles 3 and 4, where there is no flexibility alowed. Verticd dimenson
of the TRIPS Agreement with regard to patent protection is included in Section 5
of Part Il (Articles 27 — 34). Provisons in this dimenson where flexibility exiss
are mainly concerned about: patentability; rights conferred to the patent owner;
exceptions of the exclusve rights and conditions on patent gpplications, use
without the authorizetion of the right holder; trangtiond arrangement and the
“mailbox’” system.

3.1 Flexibility in Horizontal Dimension

3.1.1 Interpretaion Framework: Objectives and Principles

The Understanding on Rules and Procedures Governing the Settlement of
Disputes (DSU) of the WTO dates that the WTO's dispute settlement system

sarves ‘‘to darify the exiging provisons of the Agreements in accordance with
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the customary rules of interpretation of public internationa law.’* It is now
established in internationa law that the Vienna Convention on the Law of the
Treaties (VCLT) is the authoritetive Statement of the customary rules in
international law for the interpretation of treaties®’ As such, it is binding even on
those states which are members of the WTO but have not ratified the VCLT. The
interpretation authority of the VCLT has dso been accepted by the WTO panels
and Appdllate Body. It was firg noted in US — Standards for Reformulated
and Conventional Gasoline case® The Appdlae Body subsequently
confirmed tha the VCLT is a codification of customary internationa law, and
therefore binds all States. In the case of Japan — Taxes on Alcoholic
Beverages, the Appdlate Body ruled that both Article 31 and Article 32 of the
VCLT have atained the status of a rule of cusomary internaiond law. The rules
of treaty interpretation spelt out in the VCLT have aso been gpplied in disputes
specificdly dedling with the interpretation of the TRIPS Agreement, e.g. in India-
Patent Protection for Pharmaceutical and Agricultural Products (India
Mailbox) case,*® and Korea-Dairy Products case. There have been numerous
other rulings from pands or Appellate Body of the WTO which confirmed the
goplication of the VCLT to the interpretation of the WTO Agreements including
the TRIPS Agreement.

Article 31 of the VCLT dates:

“® Understanding on Rules and Procedures Governing the Settlement of Disputes, Annex 2
of the WTO Agreement, adopted on 15 April 1994, LT/UR/A-2/DS/U/1, Article 3.2.

4" Vienna Convention on the Law of the Treaties, adopted on 23 May 1969, UNTS Val.
1155, p. 331.

“® Report of the Appellate Body, WT/DS2AB/R (29 April 1996), p 17.
“ Report of the Appellate Body, WT/DS50/AB/R (19 December 1997), para. 46.

% Report of the Appellate Body, WT/DS114/R (17 March 2000), para. 7.26
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(1) A treasty shdl be interpreted in good fath in accordance with the

ordinary meaning to be given to the terms of the treaty in their context and

in the light of its object and purpose.

(2) the context for the purpose of the interpretation of a treaty shall

comprise, in addition to the text, including its preamble and annex:
The preamble of the TRIPS Agreement acknowledges that the IPRs are private
rights. At the same time, it recognizes the underlying public policy objectives of
nationd legal systems for the protection of IPRs, induding developmentd and
technologicd objectives. It aso recognizes the specid needs of the LDC
members in repect of the maximum flexibility in the domestic implementation of
laws and regulations in order to enable them to creste a sound and vigble
technological base. Of particular dgnificance are Articles 7 and 8 on the
objectives and principles of the Agreement. Article 7 provides that the protection
and enforcement of 1PRs should contribute to the promotion of technological
innovation and to the trandfer and dissemination of technology, to the mutud
advantage of producers and users of technologica knowledge and in a manner
conducive to socid and economic welfare, and to a bdance of rights and

obligations. Furthermore, Article 8 provides that:

Principles
1. Members may, in formulating or amending ther laws and regulations,
adopt measures necessary to protect public hedth and nutrition, and to
promote the public interest in sectors of vital importance to their socio-
economic and technologica development, provided that such measures are

congstent with the provisons of this Agreement.
2. Appropriate measures, provided that they are consstent with the

provisons of this Agreement, may be needed to prevent the abuse of
intellectua property rights by right holders or the resort to practices which

38



unressonably restrain trade or adversdy affect the international transfer of
technology.

The importance of the general provisions and basic principles contained in the
preamble and Articles 7 and 8 of the TRIPS Agreement exists in the horizontal
dimension. That means, they are rlevant to al the subsequent provisons in the
specific fidds of [PRs because they establishes the interpretation framework that
must guide the decison-making process of the digoute settlement body (DSB)
condtituted under the DSU, and eventudly the application of the Agreement by
the national courts stressed in Section V1. Therefore, the preamble, Articles 7 and
8 provide a genera framework of interpretation and gpplication of the
Agreement, and congtitute the legd basis for the members to reserve domestic
control of IPRs palicy.

In gpplying the customary rules of interpretation of public international law, esch
provison of the TRIPS Agreement shdl be read in the light of the objectives and
purposes of the Agreement as expressed, in particular, in its text. What's more,
the interpretation of the TRIPS Agreement should also be viewed together with
the agreements relaing to the TRIPS Agreement. Article 31.2 paragraphsaand b
of the VCLT provides that the context of the treaty shal aso compromise any
agreement relating to the treaty which was made between dl the parties in
connection with the conclusion of the treaty, and any instrument which was made
by one or more parties in connection with the concluson of the treaty and

accepted by the other parties as an instrument related to the treaty.

The WTQO's numerous trade agreements, including the TRIPS Agreement, were
negotiated and concluded as a single package, with adl WTO members agreeing
to dl the treaties Therefore, dl of the other Agreements negotiated at the
concluson of the 1986-1994 Uruguay Round of trade negotiations are
agreements *‘relating to”’ the TRIPS Agreement that were made *‘in connection’”’
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with the condudon of the Agreement. The chief dgnificant agreement in this
context is the Marrakesh Agreement Establishing the World Trade
Organization (the WTO Agreement), the founding treaty to which al the other
multilateral WTO agreements — and in particular the GATT-1994, the General
Agreement on Trade in Services (GATS) and the TRIPS Agreement — are
annexed. The provisons of the WTO Agreement are clearly parts of the
“context’” within which the terms of the TRIPS Agreement must been
interpreted.

In particular, the preamble of the WTO Agreement provides a further textua
basis for interpreting the TRIPS Agreement in a fashion that is *‘conggtent with
States obligations under internationd law’’. In the preamble, WTO members do
not state that trade is an end itself, but rather assert thet it serves asameansto an
end. Specificdly, WTO members recognize ‘‘that their relations in the fidd and
economic endeavour should be conducted with a view to raisng standards of
living, ensuring full employment and a large and Steedily growing volume of red
income, ... while dlowing for the optima use of the world's resources in
accordance with the objective of sustainable development, seeking both to
protect and preserve the environment and enhance the means for doing so in a
manner consstent with their respective needs and the concerns at different level of
economic development’’; and recognized “‘further that thereis aneed for positive
efforts desgned to ensure that developing countries, and especidly the least
developed among them, secure a share in the growth in internationd trade

commensurate with the needs of their economic development’”.

Other rdlated ingruments include the WTO's Minigterid Decision on Measures
in Favour of Least Developed Countries, adopted as part of the fina act of the
Uruguay Round and its numerous annexed agreements. In that decison, the

Ministers recognized the plight of the LDC and the need to ensure ther effective
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participation in the world trade system, and to make further measures to improve

their trading opportunities. Therefore, they decided that>*

... If not aready provided for in the instruments negotiated in the course of
the Uruguay Ground, notwithstanding their acceptance of these instruments,
the least-developed countries, and for so long as they reman in that
category, while complying with the generd rules set out in the aforesad
indruments, will only be required to undertake commitments and
concessions to the extent consstent with ther individua developmernt,

financid and trade needs, or their adminigtrative and indtitutiona capacities.

Furthermore, the WTO Minigers agreed that the rules set out in the various
agreement and instruments and the traditiona provisons of the Uruguay Round
should be gpplied in a flexible and supportive manner for the LDC. To this effect,
sympathetic congderation shdl be given to specific and motivated concerns raised
by the LDC in the appropriate Councils and Committees.™

Another related agreement, the GATT, has accepted socid interest through
redrictive interpretations of the exceptions listed in Article XX, which dlows the
badancing of socid objectives, such as public hedth and protection of the
environment on one hand and free trade on the other hand. Since the US —
Shrimp Turtle Case the exception has been recognized. A centrd issue in this
case was Whether exhaudtible resources in Article XX(g) include endangered
gpecies. In answering this question, the WTO Appelate Body examined the
question of whether an endangered species is an exhaudtible resource under
Artide XX(g) by referring to internationd environmenta law. The Appellate Body
ruling, in effect, alowed members to take action to protect exhaugtible natural

®! Decision on Measures in Favour of Least-Developed Countries, Annex 4 of the WTO
Agreement, adopted on 15 April 1994, LT/UR/A-2/DS/U/1, para 1.

% |bid, para 2(iii).
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resource in a manner that respects the context of public internationd law.
Therefore, the agreements under the WTO are not isolated from the regime of
public internationa law, such as human rights and environmenta protection, which
are for the purpose of socid interest and public good.

Furthermore, Article 31(3) of the VCIL aso provides that the context of a tregty
should aso be taken into account, which includes:

(8 any subsequent agreement between the parties regarding the interpretation
of the treaty or the gpplication of its provisons.

(b) any subsequent practice in the gpplication of the treaty which establishes the
agreement of the parties regarding its interpretation.

(c) Any relevant rules of internationa law gpplicable in the relations between the
parties.

At the firs WTO Minigterid Conference in 1996, the member countries adopted
the Sngapore Ministerial Declaration. It stated that in pursuit of the god of
sustainable growth and development for the common good, the members were
renewing the commitment to a system that was *‘fair, equitable and more open.”
The members dso recdled that the WTO Agreement contains provisons
conferring differentiad and more favourable treatment for developing countries,
including specid attention to the particular needs of the LDC.>

As a summary, the purposes and objectives of the TRIPS Agreement are
embodied in the text of the Agreement, especidly in the preamble, Articles 7 and
8, the context of the Agreement including the rdated and subsequent instruments
and practice. They conditute the framework of the interpretation and then the
gpplication of the TRIPS Agreement. All these text and context analysed above

® dingapore Ministerial Declaration, adopted on 13 December 1996,

WT/MIN(96)/DEC/W/, para. 6, 13.
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disclose the concern of the members on the baance of private rights and public
interest, and the various economic developing levels of members. They conditute
the legd basis for the further exploration of the flexibility of the Agreement for the
purpose of public good or the interest of developing and least developed country

members.

3.1.2 Exhaustion

IPRs protection is primarily nationa legidation, with each country cregting and
enforcing its own IPRs exclusve within its jurisdiction. The IPRs holders must
therefore seek protection and enforcement in the territory of each country
individudly. As aresult, the IPRs holder may hold a set of pardle nationd 1PRs
covering the same IP in a variety of jurisdictions. According to the principle of
exhaugtion of IPRs, once the IPRs holder has firstly sold the product covered by
the IPRs, he cannot thereafter have any control on the later stages of the
marketing of the product. The IPRs are deemed to have been exhausted after the
firg sde.

There are different lega systems under the issue of IPRs exhaugtion. Some dates
follow a rule of naionad exhaudtion, which is limited in the territory of a Sate.
Nationa exhaustion has no effect on pardld 1PRs under the jurisdiction of other
dates, each of which continues to be fully enforceablein its own jurisdiction. Asa
result, the holder can separately invoke each pardld IPR in different jurisdictions
againg the import, use or release of even authorized products first sold in another
juridiction.

The other states adopt an internationa 1PRs exhaudtion policy, which treats a first
sdein any jurigdiction as automaticaly exhauding the holder’s pardld 1PRsin dl
other jurisdictions. Under this gpproach, a product may move fregly anywhere in
the worldwide market following any first sde. For example, when a patent holder
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in a country sdls the patented product, the buyer is free to use it in any way he

likes, including sdling it and exporting it to another country. Presuming that a
product patented in country A is sold to buyer in country B. A person in another

country C imports it for sde in country C where this product is dso patented.

Since the patent right has been exhausted in country A &fter the first sde, the

patent holder cannot stop the export of the product to country C, which can be
consdered lega even without the authorization of the patent holder. This process
has been cdled **pardld import” to diginguish it from the norma import of the
product with the authorization of the patent holder. If the patent holder in country
A normdly sdls the patented goods at a higher price in country C, the pardld

import form country B may push the prices down, whereby the consumers will

benefit.

A third option is regiond exhaugtion, by which rights are completed within a
group of countriesin a certain region, thereby alowing pardld trade among them,
but are not exhausted between regiona countries and non-regiond countries. A
typicad example of this case is the EU, which adopts exhaudtion policy in dl fieds
of IPRs within the region but bars pardld imports coming from the countries
outsdeitsterritory.

The policy choice of the internationd exhaustion problem is decided by the
balance between the interest of consumer and right holder. Proponents of
internationa exhaugtion argue that permitting paralel imports protects the locd
consumers againg atificialy high prices through increased domestic competition,
the very efficiencies envisoned by the free-trade principles on which the WTO is
predicated. The rule would aso encourage exports of low-cost loca production,
therefore fodtering efficient internationa resource dlocation. Opponents of
internationa exhaugtion argue that globd market segmentation can have positive
economic effects. It maximizes IPRs incentive to inventors and investors by

dlowing them to generate maximum return from each national market according



to the pardle protection. Specidly, a non-internationa-exhaustion diminates the
risky resources of chegper pardlel imports back into nationa or premium market.
Additiondly, consumer non-price interest, such as adequate qudity control and
availability of loca service and support, is protected by the eiminaion of the
third-party paralel imports>

Exhaudion policies vary widdy in nationd legidations. Logicdly, developing
countries, which are mostly IP-importing countries, prefer to adopt internationa
exhaugtion policy to protect their domestic consumers. However, the U.S. patents
and copyrights holders are protected againgt pardle imports. Preference of non-
internationd exhaugtion by the U.S. is to maximize the return of domestic 1PRs
holders since it is an IP-exporting state. Some other |P-exporting countries like
Japan, permits pardld imports in patented and trademarked goods unless they
are explicitly barred by contract provisons. So it is more open to parale imports
than the U.S. New Zedand and Audrdia have recently removed redtrictions
agang pardld imports of copyrighted music and videos. Germany, Finland and
Norway adso adopted an internationa exhaustion policy. In these countries,
nationa markets generdly have higher prices for IP goods, domestic consumer
will benefit from the price-competition provided by pardld imports from lower
cog “‘foreign” jurisdictions. Therefore, the flow of wedth to the IPRs holder is
offset by the consumer loss from the lack of parale import competition in the
domestic market. The above anadyss demondrates that the exhaustion policy
depends on the calculation of the surplus of the right holder and loss of consumer.
The net wedth |eft after the offset by conflicting interest plays a dominant role in

the policy making.

¥ Maskus, Keith E., and Lahouel, Boulder M., ** Competition Policy and Intellectual Property
Rights in Developing Countries: Interests in Unilateral Initiatives and a WTO Agreement’’
(Revision, 1999). Available at

< http://www.worldbank.org/research/abcde/washington_12/pdf_files/maskus.pdf>.

45



Other than the divergence on economic interest, the lack of agreement on
internationd exhaugtion issue dso aises from the controversy on mord
jugtifications of IPRs® An IP creator’'s activity can be seen as bestowing
Locke's labour-based natural rights or as an exercise of Hegdl’s persond liberty.
It could adso be viewed as an interaction with, and confirmation of, a jointly
owned culturd heritage, the enhancement of nationd pride and community, the
exercise of a usufruct rights in a trust granted by ancestors for the benefit of the
present and future beneficiaries, or a contribution by the individua to the common
heritage of mankind. The wide diverdty of Eastern common heritage and
collectivism versus Wedern individud incentive viewpoints patly illudrates the

internationa exhaudtion versus non-internationa exhaudtion rule.

Even among the Western world, the different importance attached on mord rights
a0 affects the exhaugtion policy. Mord rights are predicated on naturd or
Hege’s rights of the authors as creator of the work. These systems, associated
most strongly with France, provide extensive post-sde involvement of the authors
in decisons concerning distribution and use of the work. As a consequence,
exhaugtion analyss under the mord rights gpproach differs dramaticaly from the
economic utility “‘inventive to invent’” judification. The later, viewing the author’s
cregtion as an economic product, can readily accommodate first sale exhaustion
based on a demondration that additiond incentive is not required. The former,
which grants the author aright to protect the self-expression and persond identity
manifested in the cregtion, provides little judtification for curtaling or diminating
this control even after the first sdle.

Therefore, despite the efforts of the U.S. negotiators in the Uruguay Round to
incorporate a globa standard of nationa exhaugtion into TRIPS, it was impossible
to reach such an agreement. The different policies of members and different

% Although the protection of IPRs by the TRIPS Agreement is limited on economic rights,
the moral justification of exhaustion underlies the debate of different systems, and helps to
understand why the exhaustion issueis excluded from the Agreement.
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underlying judtifications of these policies are drong enough to leave the
internationa exhaugtion expressy unresolved in the TRIPS Agreement. Article 6
of the Agreement reflects the ultimate inability to agree. It provides that:

For purpose of dispute settlement under this agreement ... nothing in this
Agreement shall be used to address the issue of the exhaudtion of intellectua

property rights.

As a reault, the effect of the provison is to leave each member the freedom to
edablish its own exhaugtion policy without chdlenge, subject to the nationd
trestment and MFN provisions of Articles 3 and 4.%° In this ares, the only thing
clear is tha only dfter the legdly fird sde the IPRs could be exhausted.
Counterfaiting and infringement goods could never exhaust the IPRs. Although
Article 6 gppears to have been accorded only a passng reference in the
Agreement, it has an important implication for the limitation on the exclusive rights
of the IPRs holder. It is a strong tool to protect the interest of consumer and IP-
importing countries, and to ensure the availability of indudrid and agriculturd
inputs as well as essentia drugs at competitive prices, which is for the stake of
public interest.

3.1.3 Control of Anti-Competitive Practices

IPRs, by conferring exclugve rights to individuads, empower the right holder to
gppropriate the full market value of the protected subject matter. In this context
IPRs, epecidly patent, could serve both as an incentive for the crestion, use and
exploitation of those intangible goods and as a simulus to competition in a well
functioning free market economy. Yet the exploitation of exclusve rights beyond
the gppropriate reward of creative activity could give rise to anti-competitive

behaviour. Through the exploitation of the exclusve rights, right holders may

% Declaration on the TRIPS Agreement and Public Health, adopted on 14 November 2001,
WT/MIN(OL)/DEC/2.
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block the transfer of technology or distort the trade by different ways, especidly
by license. Therefore, the objective of public policy in this area has thus been to
st the generd principles that should guide the control of undesirable behaviour
and seek to mediate the conflict between competition and IPRs.

The balance dways begins by asking whether the redrictive practice under IPRs
law results in excessive profits to IPRs holder or merely permits the holder to
redlize the reward appropriate to the crestive work and investment. Two extreme
doctrines confront each other. One is that the antitrust laws resgn supreme.
Under this doctrine an exploitation of IPRs is deemed illegd if it violates any
aspect of anti-trust law; no privilege is accorded to IPRs. The other doctrine is
IPRs gatute reign supreme. Under this doctrine the anti-trust laws cannot render
the right holder’s exploitation illegd; the right holder has an absolute privilege to
violate the anti-trust law.

Consequently, there exidts interface between IPRs and competition law. The
former solve the fundamenta gppropriatability problem arising from invesment in
information and designate boundaries within which competitors holding 1PRs may
exercise their exclusve rights. The latter ams at curbing excessive exploitation of
IPRs beyond the boundaries provided by the IPRs. Structured properly, the two
regulatory systems complement each other in striking an appropriate baance
between needs for innovation, technology transfer, and information dissemination.

Vaious country Stuations have lead to various legidations on the relationship
between IPRs law and competition law. In the U.S,, the basic approach is both of
them share the common purpose of promoting innovation and enhancing common
welfare. So there is no presumption that IPRs create market power in the anti-
trust context. Instead, it is acknowledged that IPRs could serve as pro-
competitive am. The generd test isto analyse a licenang restraint under the ““rule
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of reason’’ treatment. That is, to inquire whether the restraint is likely to have anti-
compsetitive effects and, if so, whether the restraint is reasonably necessary to
achieve the pro-competitive benefit which outweighs those anti-competitive
effects

In the EU, the relationship between IP licenang and anti-trust law are adjusted by
Article 85 of the Treaty of Rome and related regulations™. Article 85 prohibits dl
the agreements that may affect trade or digortion of competition within the
common market. Prohibitive provisons are automaticaly void unless exempted
by the Commisson. Article 85(3) permits tha some agreement could be
exempted if it contributes to improve the production or distribution of goods or to
promote technical or economic progress. As to the patent licensing, the
Commission has issued a block exemption, which give exemptions to bilaterd,
exdusve manufacturing licences with anti-trust effects which will violate Article
85(1) if not exempted. In 1996, the Commission passed a new regulaion No.
240/96 on the gpplication of Article 85(3) of the Treaty to certain categories of
technology transfer agreements, which replace the previous one and harmonize
and smplify rules governing licenang agreements in order to encourage the
dissamination of technicad knowledge in the community and to promote the

% The *‘rule-of-reason’’ test was recommended in the 1995 Antitrust Guidelines for the
Licensing of Intellectual Property jointly issued by the U.S. Department of Justice and the
Federal Trade Commission, and respected by domestic judgments unless the restraint is
unlawful per se. U.S. courts concluded in many cases that arestraint’ s nature and necessary
effect are so plainly anti-competitive that it should be treated as unlawful per se without an
elaborate inquiry into the restraint’s likely competitive effect. Among the restraints per se
unlawful are naked price-fixing, output restraints, and market division among horizontal
competitors, as well as certain group boycotts and resale price maintenance. To determine
whether a particular restraint in a licensing shall be given per se or *‘rule-of —reason’’
treatment, the Guidelines states that the Agencies will assess whether the restraint in
question can be excepted to contribute to an efficiency-enhancing integration of economic
activity. If thereis no efficiency integration of economic activity and if the type of restraint
is one that has been accorded per se treatment, the agencies will challenge the restraint
under the per se rule. Otherwise, the agencies will normally apply a *‘rule-of —reason”
analysis. Guidelines, p. 16.

Available at <http://www.usdoj.gov/atr/public/guidelines/ipguide.htn.

% Treaty Establishing the European Economic Community (The Treaty of Rome), adopted
on March 25, 1957, UNTSVoal. 298, p. 3.
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manufacture of technicaly more sophidticated products. The regulation lists a
number of obligations that are commonly found in licenang agreements but not
normally restrict competition.

In most developing countries, the control of patent licensing practices was subject
to specid regulaions deding with trandfer of technology transactions. Policy has
evolved to a more grict gpplication and enforcement of IPRs guided by the
concern of improving the investment environment and attracting more technology
transfer. In this respect, some countries provide for a certain degree of exemption

for the licenang of patent.

Although there exist different addresses of the relaionship between the IPRs and
anti-trugt laws in the domegtic level, mainly through the anti-trust law, there has
been no internationd regulation resolving this issue because of the lack of
internationa anti-trugt instrument. Severd efforts to harmonize internationd anti-
trust law, e.g. the Draft Internationa Code of Conduct adopted by the UN
Conference on Trade and Development (UNCTD),* did not see any success in
this fidld. As a result, the anti-trust behaviour is under the territoria control while
the IPRs protection are internationalised by the adoption of internaiona
conventions. However, with the degpening of globdisation and internationd trade,
transaction anti-trust behaviours have prospected, especialy those anti-trust
behaviours enlarged by the exclusve rights granted as patent. Therefore, there
had been a gap between the prosperity of internationd 1PRs protection and the
lack of international anti-trust regulation. The gap was enlarged by the adoption of
the TRIPS Agreement, which seeks the further internationa protection of 1PRs,
with a unavoidable possbility of the abuse of exclusverights.

Naturdly, during the negotiation of the TRIPS Agreement, there was a generd
concern that greater protection of 1PRs would strengthen the monopoly power of

* Draft International Code of Conduct on the Transfer of Technology, adopted on 5 June
1985, TD/CODE/TOT/47 (1985), and Negotiations on an International Code of Conduct on
the Transfer of Technology, Report by the Secretary-Genera of UNCTAD,
TD/CODE/TOT60 (1995).
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MNC, and detrimentally affect poor populations by raising the price of medicines
and food. As IPRs create market power, developing countries sought assurances
that action could be taken againg the abuse of monopoly rights by 1PRs holder.
In particular, they feared that suppliers would be placed in a stronger position to
redrictive conditions on the licenang of technology which would distort
internationa trade® Therefore, the inclusion of anti-competitive issue in the find
text of the Agreement was the result of the proposa from developing countries to

prevent the abuse of exclusve IPRs.

One of the generd principles established by Article 8(2) of the TRIPS Agreement
is the right of states to adopt appropriate measures ‘‘to prevent the abuse of
intellectual property rights by right holders or the resort to practices which
unreasonably redirain the trade or adversdy affect the internationa transfer of
technology’’. As a further particularization, Article 40 is another indication that
IPRs may be exercised abusively. Thus, the Agreement reserves the rights of
nations to adopt and enforce anti-trust laws in order to limit the exercise of 1PRs
(especidly in licenang) in ways that harm competition or unduly limit the creation
and diffusion of technology.

However, the address of competition by the TRIPS Agreement is not direct.®* It
refers to naiond law, with regards to both policy determination and
implementation. Thus it dlows members to take gppropriate measures, provided
that they are congstent with the provisions of the Agreement to prevent the abuse
of IPRs by right holder or the resort to practices which unreasonably restrain
trade or adversdy affect the international transfer of technology.®

The open-end of the TRIPS Agreement in dedling with anti-competitive practices
are evident in the text of the Agreement. The language of Article 40 is essentidly

% See above note 44.

® The issue was not dealt with in the same detail as the standards on the availability, scope
and term of IPRs.

% The TRIPS Agreement, Article 8(2).
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prescriptive and no precise definition of anti-competitive practicesis provided. An
important festure of the Agreement is that the evaduation of redraints on
competition depends on the ‘“‘relevant market’” and therefore often has to be

carried out on a case-by—case basis.

However, what condtitutes a*‘rdlevant market’” is not totaly clear in the sense of
Article 40. It could mean the market of the product or services produced with the
licensad technology, but it could dso mean the market of the technology itsdif.
According to the 1995 U.S. Guiddines, rdevant market refers to technology
market consisted of the IP that is licensed and its close subgtitutes — thet is, the
technologies or goods that are close enough subgtitutes to significantly congrain
the exercise of market power with respect to the IPRs that is licensed.®® Under
the new EU block exemption regulation, an agreement could become vulnerable if
an excludve licensee has a particular share of the market. Thus, the issue of what
conditutes a ‘‘rlevant market’’ is treated differently in domestic legidation. This
is an area left to further interpretation and are subject to the **rule-of—+eason’

approaches indicated in the Agreement.

What condtitutes **abuse’’ of IPRs is another unresolved issue. Nationd laws
differ on what they consder abusive practice. In the field of patent, while a few
developed countries limit the concept to anti-competitive practices bordering on
anti-trugt violations, most countries consider the doctrine of abuse gpplicable only
if aright holder fals to work the patent localy in due course or refuse to grant
licences on reasonable terms and thereby hampers industria development, or
does not supply the nationd market with sufficient quantities of the patented
product, or demands excessive prices for such products. Again, the agreement
leaves sufficient latitude to nationd legidation to define what conditutes an abuse

of rights.

% Guidelines, see above note 57, section 3.2.2, p. 8.
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As to the illugrative ligt as abugve practices, the three examples cited in Article
40(2) were part of the fourteen abusive practices included in the proposa of the
developing country members and were originality reflected in the UNCTAD Draft
Code. Compared with the practices that are usudly consdered to be critical
under national anti-trust laws, these examples only represent the tip of the iceberg
and do not even exhaust the ligt of the **abuses’ that are normaly consdered as
per se unlawful in the U.S. courts. On one hand, non-challenge clauses are held
valid or a least redeemable under some national laws. On the other hand,
practices such as verticad redrictions limiting the exhaustion of IPRS, redtrictions
on sdes or on resde prices, and redrictions on customer are not mentioned
athough they are proscribed my most anti-trust laws. Therefore, the examples
given in article 40(2) are not exhaudtive. It indicates the intent of the negotiators of
the TRIPS Agreement to leave the specification of unlawful conducts to members,

Therefore, the impact of the TRIPS Agreement will partly depend on the type of
competition rules that members would adopt as to anti-competitive practices.
Within the broad guiding principles of Article 40, there is gpace for controlling
particular practices condtituting abuse of IPRs that have an adverse effect on
competition in the relevant market. Developing countries may be encouraged to
exploit the posshility of minimizing the impact of the TRIPS obligations by
introducing extensve naiona competition law requirements. Given the lack of
consensus and its attendant soft-law approach, the logicd solution is to require
consultations when conflicts occur. In this respect, Article 40(3) cuts two ways. It
dlows developing countries in particular cases to request information from
developed countries that bear on dleged violator before its own government. But
it dso dlows developed countries to demand consultation when they view the

local action or regulations as exceeding the mandate of Article 40.

Meanwhile, the TRIPS Agreement aso incorporates Article 10bis of the Paris

Convention by reference. Therefore, it reinforces generd principles of unfar
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competition law falling within the purview of the Paris Convention.** Thus, states
that continue to tolerate practices that blatantly deceive or confuse consumers
with regard to foreign producers could find themselves embroiled in the dispute-
Settlement procedures established in the Uruguay Round.

In concluson, from the economic point of view, IPRs involve both pro-
competitive and anti-competitive eements. The TRIPS Agreement symbolizes the
current thinking in the sense that IPRs are perceived as necessary for the
functioning of a competitive market-based economy and right holder should be
alowed to capture the surplus inherent in cregtive work as the safest course for
ensuring competition and growth in the long run. However, diverse naiond
Stuations and equity condderations may motivate a government to limit the
licensor to capture his profits, as has been the case of countries of net imports of
technology. Thus, these legd limitations on some practices or behaviours might be
considered necessary to ensure a better baance between the licensees and the
licensors incentive to innovate, as wel as being beneficid to their economies.
During the economic balance of the interests of innovators and importers of
technology, developed countries focus on that the IPRs licenses could aso be an
incentive to the competition and should be free of unreasonable or discriminatory
obligations. Developing countries shdl attach a grest importance to the provisons
in the TRIPS Agreement dealing with competition, and decrease the competitive
impact of the TRIPS Agreement through restrictive anti-competitive measures.®

3.1.4 Suspension of Non-Violation Complaint

Article 64.2 provides that subparagraphs 1(b) and 1(c) of Article XXIII of the
GATT ghdl not goply to the settlement of disoutes under this Agreement for a
period of five years from the date of entry into force of the WTO Agreement.
Article XXII1 of the GATT provides that if any contracting party should consider

% See above note 25.

 Maskus and Lahouel, see above note 54.
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that any benefit accruing to it directly or indirectly under this Agreement is being
nullified or impaired or that the atainment of any objective of the Agreement is
being impeded as a result of the application by another contracting party of any
measure, whether or not it conflicts with the provisons of this Agreement, or the
exigence of any other dtudtion, it might raise a dispute settlement. Therefore
Article 64.2 temporarily suspects the non-violation complaint with regard to IPRs

iSsues.

According to Article 64.2, the suspension of non-violation complaint shal expire
in 1999. Before the Doha Minigterial Conference, hot discussons were
developed around the extenson of sugpension. Developing countries argued in
favour of prolonging the suspension and caled on the need to adopt a declaration
to clarify thisissue. The developed countries opposed this clam. They consdered
that a dispute on non-violation complaint could be submitted to the DSB in the
regime of the TRIPS Agreement. In the decison of 14 November 2001 on
implementation-related issues and concerns, the Doha Minigterial Conference

directed the TRIPS Council to:*®

continue its examination of the scope and moddities for complaints of the
types provided for under subparagraphs 1(b) and 1(c) of Article XXIII of
GATT 1994 and make recommendations to the Fifth Sesson of the
Minigterid Conference. It is agreed that, in the meantime, members will not
initiate such complaints under the TRIPS Agreement.

Therefore, the non-violation complaint sugpenson is Hill valid nowadays. A lega
implication of the sugpengion is the ingpplicability of the **legitimate expectation’”’
in the interpretation of the TRIPS Agreement. In the India Mailbox case, the
Panel dated that ‘‘when interpreting the text of the TRIPS Agreement, the

% Doha Ministerial Decision on Implementation Related | ssues and Concerns, adopted on
20 November 2001, WT/MIN(OL)/DEC/17, para. 11.1.
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legitimate expectations of the WTO Members concerning the TRIPS Agreement
must be taken into account.”” The Pand found the violation of India based on the
reason that it injured the legitimate expectation of the competitors of the U.S.. In
the apped of this case, the Appellate Body sustained the finding of the panel but
based on other reasoning. It believed that the Pand’s invocation of and reliance
on the “‘legitimate expectations’ of members as to the conditions of competition
is a hybrid of concerns semming from the reddm of violation and non-violation
complaints, and as such it is an invdid tool for deciding cases involving the

compliance of the TRIPS Agreement.

The Appellate Body stated that Article 64.2 of the TRIPS Agreement stipulates
that only violation complaints under Article XXIII(2)(@) of the GATT will be
alowed during the firg five years of the TRIPS implementation, and the complaint
agang India fdls within this timeframe and is indeed a violaion
complaint. Because of the nature of the complaint and the requirement in the
TRIPS Agreement that only violation complaints be heard at this time, only the
concepts that relate to the interpretation of the TRIPS Agreement with regard to
the violation of its provisons should be applicable. The Pand’s use of the words
““legitimate expectations’ is an importation of the concern for *‘reasonable
expectaions’ that gpplies to non-violation complaints, therefore it is not
gpplicable to the interpretation of the TRIPS Agreement. Therefore, the lega
consequence is that, the suspenson of non-violation complaints extends to the
suspenson of ‘“‘legitimate exceptions’ derived outsde the provisons of the
Agreement.

3.1.5 Transtional Period

Adoption of adricter IPRs protection takes time. Moreover, given the complete

absence of certain rights in many countries, enforcement of IPRs entals
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adjusment costs. Developing countries therefore indsted on a long trangtiond
period during which changes in domestic legidation could be implemented. Some
trangtiona arrangements to this effect are embodied in the find text of the
Agreement.

The generd implementation date of the Agreement for dl WTO members was
1996.°” However, developing counties may delay the implementation until the
year 2000, except in Articles 3, 4 and 5.%% This ddlay is aso available to countries
in process of trandformation from centraly planned economies into market
economies, which are undertaking structurd reform of IPRs law and are
confronted with specid problems in the implementation of the corresponding laws
and regulations® Any developing country required to extend patent protection to
products which are excluded from such protection by its existing laws (e.g.
pharmaceuticds or agriculturd chemicds) may deay that step until the year
2005.”° Members availing themsdlves of these trangtiond arangements are
subject to a standdtill requirement, i.e. they may not in the interim lower the
degree of condgency of ther laws, regulations and practice with the
Agreement.”t With the exception of Articles 3, 4 and 5 of the agreement, the
LDC members may delay the implementation until the year 2006, and the TRIPS
Council may extend such period.” In the Doha Minigterid Declaration on the
TRIPS Agreement and Public Health, the transtiona period of LDC has been
prolonged to 1 January 2016 in the field of patent protection of pharmaceutical
products.”

% The TRIPS Agreement, Article 65(1).
% The TRIPS Agreement, Article 65(2).
% The TRIPS Agreement, Article 65(3).
" The TRIPS Agreement, Article 65(4).
™ The TRIPS Agreement, Article 65(5).
2 The TRIPS Agreement, Article 66(1).

" See above note 56, para. 7.
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These trangtiona provisons have immediate effect on members, regardless of the
internal condtitutiond mechanisms they employ to incorporate internationa law
into domestic law systlem.” In contrast to Article 16(5) of the WTO Agreement
and Article 72 of the TRIPS Agreement, which render reservations impracticable,
for the trangtional arrangement to become effective, no forma statement or
reservation is required. It follows that the developing countries may avall
themsdlves of the trangtiona arrangements and delay the gpplication of TRIPS in
whole or in part with the exception of Articles 3, 4 and 5 of the agreement.
Therefore, subject to the standdtill requirement of Article 65(6), developing
countries may enact IPRs laws which are incondgstent with the Agreement in
certain aspects. Consequently, no internationd responsbility will arise for non-
compliance with the treety standards during the transitiona period.

Asto the concept of LDC, the UN’slist tends to be authoritative.”” However, the
datus of developing countries is unclear. In fact, this has aways been a highly
arbitrary and political concept. No agreement has ever been reached on how to
define developing countries. Indeed, the issue was carefully avoided. For
example, when Portugd and Israel clamed developing country status in the
GATT Bdance-of-Payments Committee so as to be able to invoke Article
XVI111(b), the Committee avoided pronouncing on the matter. It is|eft to countries
to sdf-declare their status, and the WTO members can decide whether or not to
treat a particular trading partner as a developing country. Assessment is in
practice subject to bilateral interaction, and qudification of the candidates is

ometimes not obvious.

The gpplication of the trandtiond arrangement was not easy in practice. A casein
point is Argenting, where the Congress intended to delay the obligation to extent

™ See below section 4.1, p. 76.
™ The WTO recognizes as L DC those countries which have been designated as such by the

UN. There are currently 49 LDC on the UN list, 30 of which to date have become WTO
members.
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patent protection for pharmaceutica products until 2003. Under the pressure of
the U.S, this trangtiond period had to be reduced to five years athough
Argentina was entitled to delay patent protection for ten years according to
Article 65(4). The benefits accruing from the trangtiond arangements of the
TRIPS Agreement were further mitigated by means of the enactment — again
under U.S. pressure — of the so-cdled Confidentidity Law.” Despite the
acknowledgement of the sudtained efforts by the Argentine government to
enhance | PRs protection, the U.S. administration considered that there had been
“‘inadequate improvements’ in Argentind s patent regime since April 1996, and
Argentina’s recently enacted legidation on the protection of test data submitted
for marketing gpproval of pharmaceuticad products fell short of internationa
sandards. As a result, the President determined that Argentina fails to provide
adequate and effective means under its laws for foreign nationals to secure, to
execise, and to enforce exclusve rights in IP. Consequently, the U.S.
government announced its intention to withdraw 50 per cent of Argentinas

benefit under the GSP programme.

Another difficulty in the exercise of trangtiond provison is the trangtiond
arrangements in the fidd of pharmaceutica and agriculturd chemica products,
which is further provided in Article 70 paragraphs 8 and 9. The requirement
under this provison is where a member does not make available as of the date of
entry into force of the WTO Agreement patent protection for pharmaceutica and
agricultural chemica products commensurate with its obligations under Article 27,
that member shdl establish certain system to file the gpplication of this type and
exercise an exclusive market power. That is the so-caled mailbox system.”
Therefore, dthough the patent protection requirement is in suspension, other
dternative protection requirements are to be met by the developing and least
developed country members.

" Law No. 24. 766, Boletin Oficial, Vol. 30 (1996).

" See bel ow section 3.23, p. 62.
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3.2 Flexibility in Vertical Dimension

3.2.1 Pantentibility

3.2.1.1 Availability of Patent Protction

Article 27.1 provides that patents shall be avallable for any inventions, whether
products or processes, in dl fields of technology, provided that they are new,
involve an inventive sep and are capable of indudtrid gpplication. The terms
“inventive step’” and ‘* cgpable of industria application’” may be deemed by a
member to be synonymous with the terms ‘‘non-obvious’ and ‘‘useful’”
respectively.’®

The various terms mentioned in this provison have not been defined in the text of
the Agreement. In fact, there is congderable flexibility for the members to define
these terms in its domegtic legidation so as to reflect its own objectives in this
fidd. For ingance, if a member wishes to give protection to the interest of
edablished innovators, it may define *‘invention’” in a wider way, so that new
innoveations which approximate the earlier ones are not consdered to satisfy the
condition of novelty. On the other hand, if it wishes to encourage new innovators,
it may define this term narrowly, thus permitting the patenting of innovations which
gpproximate the aready patented matter. Members can aso use the flexibility of
definitions to reflect its nationd objectives in baancing the interests of innovators
and consumers. The subject of a patent should be an invention, and not mere a
discovery of something which has dready exised in nature but was not known
earlier. For example, it is possible for amember to refuse patents for biologica or
generic materid which has been in existence, though these were not known

® The TRIPS Agreement, Footnote 5.
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earlier. It has been suggested that some members could adopt high standards of
patentability so that only revolutionary, as opposed to merely improving,
inventions are granted patents. Another method might be to dlow prior art form
to defeet novelty. This could be very useful in cases in which developing country
members contend that a paent clam is based on pre-existing indigenous
knowledge. All of these instances would be judtifiable, asthereis no consensus on

an international standard of absolute novelty. ™

3.2.1.2 Exceptions to Patentibility

Article 27 paragraphs 2 and 3 dates that certain types of inventions may be
excluded from patentability at the discretion of a member. The reasons for this
excluson could be to protect ordre public or mordity, to protect human, anima
or plant life or hedth, or to avoid serious prgudice to the environment. The

following subjects may aso be excluded from patentability:

(a) diagnogtic, thergpeutic and surgicd methods for the treetment of humans or
animds,

(b) plants and animds other than micro-organisms, and essentidly biologica
processes for the production of plants or animas other than non-biologica

and microbiologica processes.

The presence of these exceptions reinforces the understanding in Part | of the
Agreement that IPRs are qualified and be subject to competing interest that may
be more important than exclusive patent rights. Since there is no definition on the
ordre public or mordity, the explanaion of these Articles is reserved to the
members and shdl be made in accordance with their development Situation and

national economy. Whether or not the nationd interpretation and implementation

" Reichman, Jerome H., **From Free Riders to Fair Followers: Global Competition Under the
TRIPS Agreement’’, New York University Journal of International Law and Palitics, Val.
29 (1996), p. 30.
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Is incondgtent with the TRIPS Agreement shdl be examined in the light of the
purposes and objectives of the Agreement.

These exceptions are andogous to Article XX of the GATT, which aso contains
generd exceptions to the free trade principle. Therefore, disputes on Article XX

of the GATT resolved by the DSB are relevant in this respect. In the US —
Gasoline case, the WTO Appellate Body stated that:*

Article XX of the [GATT] contains provisons designed to permit important
date interests — including the protection of human hedth, as well as the
conservation of the exhaudtible natura resources — to find expression. The
provisons of Article XX were not changed as a result of the Uruguay
Round of Multilateral Trade Negotiations ... So far as concernsthe WTO,
that autonomy is circumscribed only by the need to respect the requirement
of the [GATT] and the other covered agreements.

It is rdevant to note that plants and animas have been excluded from the
obligation of patents, irrespective of their mode of production. For example,
plants and animas, even though produced by modifications through genetic
engineering (transgenic plants or animals) or other methods, need not to be
covered by patents. However, the process for the production of plants and

animas has to be given patents, if there are non-biologica or microbiologicd.

In the field of biotechnology, as a consequence of the Chakrabarty case decided
by the U.S. Supreme Court in 1980,%" there was a wave of dams to patent living
forms of dl kinds. Therefore, the posshility in the TRIPS Agreement of excluding
plants and animas from patent protection is important in this context. It can be

used to prevent the private gppropriation of natura resources of importance for

% Us — Standards for Reformulated and Conventional Gasoline, Report of the Appellate
Body, WT/DS2/ABI/R (29 April 1996).

® Diamond v. Chakrabarty, 447 US 303 (1980).
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food and agriculture and for the conservation of the environment. The proposed
review of this provison is after four years from the date of entry into force of the
TRIPS Agreement. The opportunity of review offers developing countries a
possibility to co-operate in defining permanent rules that recognize the right of
nationd legidation to excdude the patenting of any living form.

Even though plants themsalves are excluded, plant varieties have to be covered
by some forms of effective protection, either by patents or by an effective sui
generis system, or by a combination of both. The making of varieties refers to
bringing about improvements by breeding techniques to create stable and uniform
objects with different characteristics. This obligation does not extend to the
protection of anima varieties. There is consderable flexibility for a member to

introduce itsown sui generis system.

One example of such a system is the UPOV.% The object of the UPOV is to
grant certain exclusive rights to plant breeders who develop new varieties of
plants. Normally, farmers provide the source materia to the breeders for the
development of new varieties. They are also the users of new varieties developed
by the breeders. So there is a need for a balance between the breeder’s rights
and what has been cdled the farmers privilege. But the UPOV emphasizes on
the breeder’s rights and sacrifices the farmers' rights, therefore this mode is not
preferred to by the developing and least devel oped country members.

It is not necessary for a member to adopt any modd mentioned above, they are
free to evolve their own ‘‘effective’ sui generis sysem of protection. The
provisons of the Biodiverdty Convention dso provide some guiddines in this

respect.®® What's more, the criteria to be applied in determining whether

% The International Convention for the Protection of New Varieties of Plants (UPOV),
adopted on 2 December 1961. Earlier, the applied version was UPOV 1978. Then, a revised
version, UPOV 1991, was negotiated and came into effect. UNTS Val. 815, p. 89.

% Convention on Biodiversity, adopted on 5 June 1992, ILM Vol. 31, p. 818.

63



protection is ‘‘effective’ are not defined. Accordingly, countries are free to
determine the scope and contents of the rights to be granted. For instance, they
could grant exclusive rights to breeders with respect to the propagating materias
(thet is, seeds and other materias for the reproduction of plants) of new varieties,
subject to clearly stated exceptions for the re-use and eventua sde of seeds by
the farmers and exceptions for the use of protected varieties by a third party in
order to develop anew variety. Sui generis regimes can aso include compulsory
licences for reasons of public interest, as well as provide recognition — e.g. viaa
roydty or other type of remuneration — of the rights of traditiond farmers that
have provided breeding materids.

In working out an ‘‘effective sui generis sysem’” for plant varieties, there is
consderable room for co-operation and harmonization of legidation between
developing countries, the mgority of which have not yet adopted any kind of
protection for plant varieties. They may wish to propose a sui generis system
which corresponds to their own needs and does not follow the UPOV convention
as revised in 1991, which strengthens breeders’ rights a the expense of farmers
rights.

3.2.2 Limitation on Rights Conferred

A patent shdl confer on its holder the right of making, usng, offering for sde,
sling, or importing the patented product or process. The Agreement alows
limited exceptions to the rights of the patent holder. Article 30 provides that
members may provide limited exceptions to the exclusive rights conferred by a
patent, provided that such exceptions do not unreasonably conflict with a normal
exploitation of the patent and do not unreasonably prgudice the legitimate
interests of the patent owner, taking account of the legitimate interests of third

parties.
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The exceptions take into account the legitimate interests of the third parties. Not
al interests protected by nationa legidation are deemed as legitimate under the
TRIPS Agreement. In the light of the language of Article 27 and other provisons
of the Agreement, a systematic interpretation of the Agreement lead to the point
that merely prohibited by nationd law could not be necessarily legitimate unless
this nationa law is aso consstent with the provisions of the Agreement.

At the same time, as to the judgment of which interest are legitimate, the relevant
source of internationa law should be taken into condderation. In interpreting the
scope of “‘exhaudtible nationd resources’ as a legitimate interest protected by
Article XX(g) of the GATT, the Appellate Body took a broad view of the
sources of international law that could be gppropriately used to articulate the
relevant evolving internationa legd order, including ‘* soft law’’ sources, such as
resolutions and authoritative reports and policy statement of relevant internationa
organizations® Hence, according to the widely adopted international customary
law and conventions, human rights including socid rights and public hedth could
a0 be legitimatdy interest of the third parties. For instance, a previous GATT
pand had ruled that measures prohibiting the advertisng of cigarettes were
defengble under the GATT Article XX as a measure necessary to protect public

hedlth,® provided that these measures are not discriminatory.

Various quaifying terms used here have not been darified; there may be an ample
scope for differences of opinion. Clarity will emerge during the course of the
gpplication of the Agreement. Based on prevailing practices, it does appear

reasonable to assume that these limited exceptions cover the use of patented

¥ US — Import Prohibition of Certain Shrimp and Shrimp Products, Report of the
Appellate Body, WT/DS58/AB/R (12 October 1998), para. 128, 130.

% Thailand — Restrictions on Importation of and International Taxes on Cigarettes,
Reports of the Panel, DS10/R, BISD 375/200 (7 November 1990).
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products or processes for scientific or technological experiments in pursuit of
further scientific development. In fact, for members who wish to encourage
domegtic innovation, it may be desrable to provide a limited exception that
patented matter may be put to experimenta use without the authorization of the
patent holder. It may enable domegtic innovators to do experiment with this
matter and bring about further improvements, particularly those suited to local
conditions. A certain degree of reverse engineering (.e. proceeding backwards
from the patented product to learn how it has been produced) is inevitable in this
process, which may be of hep to new innovators working on the further
development of patented metter.

3.2.3 Trandtional Arrangments

Because the obligations of Section 5 require some members to extend protection
to products and process that were previous not protectable under their nationd
laws, a number of trangtional issues have to be addressed. Article 65.4 permits
developing country members an additiond trandtion period of compliance with
the relevant obligations of the TRIPS Agreement when such members are
required by the Agreement to extend product patent protection to areas of
technology that have not previoudy been subjected to protection within ther

territories.

Although trangtiond arrangements give some members a breathing space, this
space cannot be exploited unlimitedly.®® A paticular case in point is the India
Mailbox case under the DSB of the WTO. Article 70.8 provides that a member,
who did not have patent protection for pharmaceutica or agricultura products on
1 January 1995, shdl establish a provisond system whereby patent gpplications
for these products can be filed during the trangition period. Thisisthe **mailbox’’
sysem. Once the trangtiond period has ended, it must then review al such

% See above section 3.15, p. 54.
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gpplications and extend patent protection for the remaining of the patent’s term,
cdculated from the date of the origind filing. Under Article 70.9, where a product
is the subject of an application under Article 70.8, a member is required to grant
exclusve marketing rights for a five-year period after the product receives
marketing agpproval, or until the patent is granted or rgjected, whichever period is
shorter. In order to qudify for this period of exclugvity, a patent gpplication ought
to have been filed and a patent granted for that product in another member and
marketing approval obtained in such a member. These specid provisons will
provide protection Smilar to patent protection until the gpplicable trangtion period
has ended and patent protection then becomes available. As of 1999, India had
not passed implementing legidation or ddineated procedures to accept
““mailbox’’ gpplications, therefore the dternative requirement of the Agreement to
patent protection in the trangtional period was violated.

3.2.4 Usewithout Authorization of the Right Holder

3.2.4.1 The Legality and Grounds of Compulory License

Comparing the language of the Paris Convention,®” the TRIPS Agreement never
mentions the phrase *‘compulsory licensg’ throughout its text. Yet, Article 8 of
the Agreement condtitutes the basis of legd judtification for compulsory licence,
Article 27.2 explicitly alows the exception of patent, and Article 31 claifies the
procedurd safeguards of the grant and practice of use without the authorization of
the patent holder. Thus, Article 31 about the use without the authorization of the
rights holder is in substance analogous to the traditiona term of compulsory
license. This Article in particular highlights thet the private rights conferred by the
TRIPS Agreement are limited and qudified. They are subject to be over-ridden
by the public interest where necessary and appropriate. Therefore this part of the
Agreement shal be read together with the preamble and Part 1, the rationale of

8 For compulsory license under the Paris Convention, see above section 2.22, p. 19.
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which is to seek a good baance between private rights and public interest, and to
prevent the abuse of exclusive rights of patent holder.

There are no specific provisons concerning the grounds on which such licences
can be granted. Specific reference is made to the dependency of patents (.e.
when an invention cannot be used without using ancther invention); to licences for
governmental non-commercia use; to cases of emergency use; and to remedy
anti-competitive practices. But licences may be granted also for other reasons.
Thus, nothing in the Agreement prevents, in effect, the granting of compulsory
licences for reasons such as public interest, public hedth or environmenta

protection, subject to the conditions set out in the Agreement.

The legdity of the compulsory license granted for the reason of public health was
reeffirmed and clarified by the Declaration on the TRIPS Agreement and
Public Health adopted by the Doha Ministerial Conference. It states that:*®

Each member has the right to grant compulsory licences and the freedom to

determine the grounds upon which such licences are granted.

What's more, the Declaration goes a step further by recognizing that the WTO
members with insufficent or no manufacturing capacities in the pharmeceutical
sector could face difficulties in making effective use of compulsory licensing under
the TRIPS Agreement. Therefore, it ingructed the Council for TRIPS to find an
expeditious solution to this problem and to report to the Generd Council before
the end of 2002.%°

Compulsory license has specid impact in the field of pharmaceutica patent. The
concern that the socia and economic costs of introducing pharmaceutica patents
are likely to outweigh the benefits in the case of most developing countries
suggests a cautious approach to intellectua property protection in the area of

% See above note 56, para 5.b.

% See above note 56, para.6.
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pharmaceuticals. Since under the TRIPS Agreement member countries are bound
to provide such protection, compensatory measures and schemes to avoid the
negative impact of monopolization of drugs will need to be devised. Such
measures could include, for instance, appropriate compulsory licence systems
which facilitate the access to protected technologies and raw materids. In the new
framework for IPRs, this type of licence may be an important tool for preventing
anti-competitive practices and for persuading title-holders to grant voluntary

licences on reasonable commercid terms.

As a matter of fact, compulsory license widdly exigts in the domestic legidation
and practice. For ingtance, the U.S. can issue compulsory licenses to patented
products under the Clean Air Act,® © Nuclear Energy Act,® 1 for public hedth
purpose under the Bayh-Dole Act,®? as a measure for anti-competitive
practices under antitrust laws, and for government use. Under 28 USC Section
1498, the U.S. government can use patent or authorize third parties to use patents
for virtudly any public use, without negotiation. Patent holders have no rights for
injunctive relief, and may only seek compensation, not as a tort, but as an eminent
domain taking. In the year of 2000, the U.S. issued severa compulsory licenses
for tow truck technologies. The Secretary of the Department of Hedth and
Human Services makes the determination in cases involving the public hedlth
under the Bayh-Dole Act. Also, in Canada, Audrdia, Irdland, Itay, Germany,
New Zedand and the U.K., public use provisons dso provide very smilar

powers, as severd other countries do.

% 42 USC § 7608 (1995).
%1 42 USC § 2138 (2000).

%2 35 USC § 203 (2000).
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3.2.4.2 Procedural Safeguards

Great efforts to seek a reasonable balance is illustrated by the procedura
requirements from Article 31 paragraphs ato |, which isaresult of the negotiation
between developed countries and developing countries. The developing countries
lag behind in the technical development and concerned about the access to
essentiad products for the public interests like nationa security or public hedth.
While the developed countries lead the technica development and is concerned
about the profits of domestic industry, which is not only the private interest of the
right holder but o the nationa economic and trade benefit. Therefore, to weigh
the economic interest of the different parties through the provison of safeguards
againg arbitrary compulsory licenses are the main task of this provison.

Article 31(f) provides that ‘‘any such use shdl be authorized predominantly for
the supply of the domestic market of the member authorizing such use’. One of
the discussions before the Doha Ministeria Conference was about the scope to
produce for export under compulsory licensing in order to supply a poor-country
market. This was conddered important because many smaler developing
countries may want to use compulsory license for import rather than locd
production. They argued that the language ‘‘predominady for the supply of
domestic market’” does not absolutdly exclude the supply outside the domestic
market. They cdled for the provisons to be interpreted leniently and compulsory
license to be used to develop locd production — which they said is necessary for
public health and technology transfer — if a patent holder does not produce the
medicinein that country.

According to the generd rule of treaty interpretation, as the language of the text is
vague, the provision shdl be interpreted in the light of the purpose of compulsory
license, which is mainly for the protection of public interest or as aremedy to the
abuse of IPRs. Therefore, if a compulsory license is judtified as a measure

respond to the public interest, e.g. to overcome the severe hedlth crisis caused by
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HIV/AIDS in a member, there is no rationae to export a product made under
compulsory license if the hedth criss is hgppening only within the territory of that
member. While if the criss is of a regiond character, and other smdl countries
may lack the capacity to produce such patent product locally, then the export as a
supply for foreign market is reasonable. The precondition is that the price and
scae of the export is not for the purpose of profit earning. Otherwise the effect of
exterritoria supply is not to fight againg the hedth crisis but to redistribute the
profits generated by exclusverights.

Another dtuation is that the compulsory license is made as aremedy for the abuse
of patent right, e.g. as an anti-compstitive measure. Under this context, the
judtification is not for the public interest but to promote the technicd transfer and
sanction the abusive exercise of exclusve rights. In this case, the domestic supply

requirement in paragraph f should be waived.®

3.2.4.3 Compensation

Adeguate remuneration to the right holder is provided in paragraph h as a further
condition of compulsory license. The concept **adequate’ needs to be illustrated
by naiond law and practice. Legidation could limit the remuneration S0 as to
compensate, through a royadty caculated as a percentage of net sdes, for the
costs actudly incurred by the patentee in developing the invention, excluding the
subsidies or other contributions thet the patentee may have received from third
parties or entities. The compensation may aso be determined taking into account
the average royalties paid in the particular sector by licensees which are not under

the control of the licensor concerned.

There is arich diversity of nationa approaches in terms of compensation in the
light of economic vaue of the authorization of the compulsory licensng. Japan,

% In this situation, the procedural requirement in paragraph b could also be waived and the
‘“adequate compensation’” in paragraph h could be reconsidered.
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Germany, and the Philippines and other states have adopted various forms of
roydty guiddines for the cdculation of compensation in this Stuation. Jgpan has
used rates from 2 to 4 per cent in the past, and Germany used 2 to 10 per cent.

Canada, which according to the World Hedlth Organization (WHO) has the most
extendve use of compulsory licensng for pharmaceutica products, ordered
roydties around 4 per cent. In 1987, when Hoffmann- LaRoche requested a flat
fee roydty that would have amounted to 39 per cent of the price of Vdium
before the emergence of generic competition, the Canadian Exchequer Court set
an ad valoream roydty of 4 per cent on sdes after the emergence of generic
competition. The court provided that in setting the terms of the license and fixing
the amount of royaty or other congderation payable, the relative authority shall
have regard to the desrability of making the medicine available to the public at the
lowest possible price conastent with giving to the patentee due reward for the

research leading to the invention” **

The U.S. Patent Code includes provisons dlowing the federal government to
infringe vaid patent when infringement serves the nationa interest and reasonable
compensation is paid.* The requirements for reasonable compensation have been
interpreted higoricaly to imply much lower payments than the foregone monopoly
profits sandard imposed in private patent infringement damages cases. In Florida
Prepaid Postsecondary Education Expense Board v. College Savings Bank,
a magority of the Supreme Court ruled that Congress had exceeded its
conditutiona powersin nullifying individud sates sovereign immunity from patent
infringement suits in federd courts, provided that the States maintain their own in-
date lega procedures to ensure that the patent holders property is not taken

¥ Hoffmann-LaRoche Ltd v. Frank W. Horner Ltd., C.PR. 107-108 (1979). See Scherer,
Fredric M., ‘‘the Economic Effects of Compulsory licensing’’, Monograph Series in
Finance and Economic (N.Y.U. Graduate Sch. Bus. Admin. Center for Study Fin. Ins.
Monorapg, 1977), p. 47.

% 28 USC §1498 (1994).
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without due process of law.% Armed with that precedent, the states might in the
future seek to aleviate their escdating drug cost burdens under Medicaid by
setting up patent-infringing generic drug production operations or importing drugs
from no-patent jurisdictions and offering to pay ‘*reasonable compensation’” for
the use of the infringed patent. Compensation subgtantialy |ess than the monopoly
profits foregone by the patent holders might arguably satisfy the due process

requirement.

Members of the TRIPS Agreement could design ther own guiddines on this
issue. Whether the rate it should be managegble, there is no reason that the
TRIPS Agreement demands developing countries to pay more than the
developed countries do in their domestic practices®” Like other issue in Article
31, the most important is to provide a fair process for reaching a reasonable
result. There is no question about the power of dates to rein in patent right in
order to assure affordability and access. But in the process of doing o, the patent
holder shdl provide sufficient evidence to clam the invesment in R&D, the risk
cogts, and the government shall take the burden to prove that alowed justification
and procedural safeguards provided in the Agreement have been met.®

% Florida Prepaid Postsecondary Education Expense Bd. v. College Savings Bank, 119 S.Ct.
2199 (1999).

% Love, James, ' Compulsory Licensing: Models For State Practice in Developing Countries,
Access to Medicine and Compliance with the WTO TRIPS Accord’’, paper prepared for
United Nations Devel opment Programme (2001). Available at

< http://www.cptech.org/ip/heal th/cl/recommendedstatepractice.html >.

% For example, the firms should disclose the actual costs invested in the development of
products using a standardized disclosure format, so the data should contribute to deeper
public sector and citizen understanding of the actual investments in products and the
economics of new drug development. This should be accompanied by data on the actual
sales of that product, since its introduction, to provide more information on the returns on
the actual sales of that product to provide more information on the actual returns form the
company investments. See Trans Atlantic Consumer Dialogue’'s (TACD) recent
recommendations to the US and the EU on transparency in pharmaceutical economics.
Available at <http://www.tacd.org/misc/cr-health2000.rtf >.
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3.2.4.4 Non-Discrimination in the Field of Technology

Read in conjunction with Article 27.1 of the Agreement, a sengitive issue related
to compulsory license is the discrimination in the field of technology. Article 27 of
the TRIPS Agreement dates that patents shdl be avalable and patent rights
enjoyable without discrimination as to the field of technology. So the compulsory

license shall aso be non-discriminatory.*

A landmark case in this fidd is the lawsuit brought by a Pharmaceutical Industry
Associaion and 39 of its ffiliate pharmaceutical companies againgt South Africa
regarding provisons of its Medicines and Related Substances Control
Amendment Act of 1997. This Act explicitly authorized pardld import and
compulsory license with the objective to remedy public hedlth crigs. It granted the
Hedth Minigter the power to act in the interest of public hedth by ensuring that
patent rights for any drug would not hinder South Africa government from issuing
a license to a third party to produce the same drug, the purpose of which isto
alow easer access to affordable drugs as a response to the HIV/AIDS crisis. It
aso alowed both cheaper imports form drug producing countries and generic
subdtitution.

The complaint of the plantiff was that the Act violated the right of the
pharmaceutical patent holder. They dlaimed that:*®

* However, Article 70.6 of the TRIPS Agreement provides that **members shall not be
required to apply Article 31, or the requirement in paragraph 1 of Article 27 that patent rights
shall be enjoyable without discrimination as to the field of technology, to use without the
authorization of the right holder where authorization for such use was granted by the
government before the date this Agreement became known.”’

1% The Pharmaceutical Manufactures Association of South Africa, et all, v. the President

of the Republic of South Africa, the Honourable Mr. N.R. Mandela N. O., et all., High court
of South Africa, Case No. 4183/98 (1998).
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It is discriminatory in respect of the enjoyment of patent rights in the
pharmaceuticd field which discrimination isin conflict with the provisons of
Article 27 of the TRIPS Agreement, an internationa agreement binding the
Republic and to which Parliament has given effect by the promulgation of
the Intelectud Property Laws Amendments Act No.38 of 1997, and
consequently with Sections 231(2) and 231(3) of the Condtitution.

The South Africa government’s correction of its policy, serious weakness in the
technicd arguments of the plaintiffs together with strong pressure from domestic
and internationd public opinion resulted in the withdrawd of the case by
pharmaceutica companies. On 17 September 1999, the U.S. and South Africa
reached a common understanding on the relationship between pharmaceuticas
and public hedth. While both governments committed themselves to the TRIPS
Agreement, they neverthdess acknowledged the need to address the AIDS
epidemic as a public hedth emergency.

Although this case was settled without touching the issue of technologica
discrimination, the problem was dill going on. A recent WTO dispute raised the
discrimination issue again, which involved Canadian patent exceptions for
research and testing on generic drugs used for drug registration and a Canadian
patent exception that permitted stockpiling of production in anticipation of the
patent expiration.™™ The plaintiff (EU) argued that:

Canada, by treating patent holders in the field of pharmaceutica inventions
by virtue of these provisons less favourable than inventions in dl other fidds
of technology, violated its obligations under Article 27.1 of the TRIPS
Agreement requiring patents to be available and patent rights enjoyable
without discrimination asto the fidld of technology.

1% Canada — Term of Paten Protection, Report of the Appellate Body, WT/DS170/AB/R
(18 September 2000).
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Canada referred to Article 32 (b) of the VCLT, which says the interpretation of
treaty terms ‘*should not produce manifestly absurd or unreasonable results”’. It
argued that the adoption of the meaning of the Article 27.1 reflected under the
argument of the EU would clearly violate the rule of the VCLT. It would lead to a
requirement for ‘‘acrossthe-board” derogations from patent rights, thus
compdling exceptions where there was no practicd need and reducing patent
protection more than was required in al areas save those in which a baancing
measure was actudly required. Such an incongruous result would not be
congstent with the objectives of the Article 27.1 and the intent of Article 30. The
Agreement dlows exceptions that are “‘limited”’ because they are not spread
across al sectors of technology. Therefore, the Canadian law respected the
objective, as reflected in the TRIPS Agreement, of ensuring balance, by avoiding
an anti-discrimination rule which would overwhelm other important societd
interests if it had to be gpplied ‘* across the board’’, without regard for particular

circumstances.

Therefore, the argument of the EU deprived members of the ability to create
appropriate solutions for specific problems on a case-by-case (or a product-by-
product) basis, and instead obliged them to impose universaly applicable
measures which could be entirdy ingppropriate in most context. It required
“limited exceptions’ to be unlimited.

On 17 March 2000 the WTO Pane report held that the Canadian provisions
were not violations of Article 27.1 of the TRIPS Agreement. However, this
decison seemed to be based largely on the fact that the legidation itself did not
specificaly limit itsdf to the pharmaceutical industry, even though it was clear that
this was a primary area where the legidation was having an effect. The decison
includes language that declared the reasons for Article 27.1 was to prevent
countries from enacting compulsory licenang laws that dedt specificdly with
pharmaceuticals. However, the Pand avoided an essentid question: if the
legidation was particular on one technica fidd, e.g. pharmaceutical product,
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would it be discriminatory; or even if discriminatory, would it be permitted
discriminatory judtified by the specific purpose.

In generd, the issue of permitted discrimination in the field of the technology
seems to be an unanswered question even after the WTO decision in the case,
and posxe perhgps the mogt difficult issue for the drafting of legidation by
members. All of the contractions and tension in the Canadian case was reserved,
0 the subgtantive question will likey be revisted in the future. The U.S.
compulsory licenang laws for clean air and civilian nudear energy are facing the
same difficulty. The recommendation of this theds for membersis, to adopt laws
that provide for compulsory licensng under a broader title like ‘‘hedth’.
Confronting the chdlenge by other members before the WTO, they could
therefore make the argument that ‘*hedth’” is not a field of ‘‘technology’’, as
“hedth’” could be related to many technologicd fidds.
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4 The Legal Implications of
Flexibility of the TRIPS

Agreement

4.1 The Status of the TRIPS Agreement in

Domestic Legal Systems

The legd datus of internationd treaty in domestic legd systems reies on the
condtitutiona separation of powers and the nature of the treasty concerned. The
latter is further determined by the factors like the intent of the parties, the
condtitutional separation of power and the judticigbility of the treaty provisons, al
of which are reflected in the language of the treety and the States legidation and
practice thereafter. This section will discuss the nature of the TRIPS Agreement
and its legd datus in domedtic legd systems. The andyss will illustrate how the
flexibility of the Agreement imposes important impacts on its nature and lega
datus. Before going to the TRIPS Agreement, generd discusson of the
internationd tresty in domegtic legd systemswill provide alogica premise.

4.1.1 The Statusof Treaty in Domestic Legal Systems

Asto the relationship between internationd treaty and domestic lega systems, the
first question iswhether atreaty is a part of the legal order of a state as to enable
its direct agpplication in the domestic court, or whether a specific act of
incorporation or transformation is necessary for its integration into the domestic
legal system. The second question is where there exists inconsistency between a

treety and domestic law, which one prevailsin domestic legd order?
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4.1.1.1 The Application of Treaty in Domestic Legal Systems

Theoreticdly, as to the relation between internationa treaty and domestic lega
systems, there are two doctrines known as monism and duaism. The monism
regards internationa treaty and domestic law as interrelated parts of a unitary
legd sysem. The duaism consders that internationd tresty and domedtic law
condtitute two separate and independent legal orders which coexist but differ as
to their subjects and sources; neither legal order has the power to establish or
dter the rules of the other. Therefore, for an internationd treety to be invoked and
goplied within the domestic courts, the state should perform a specific act of
incorporation, and then the treaty rules would be gpplied as part of nationa law
and not as internationa law. ™

In the UK, the ratification of treaty is a prerogative power beonging to the
executive authorities. The automatic gpplication of treaty provisons may lead to
the result that the executive authorities could dter the British law without the
approva of Parliament, which is contrary to the basic principle of congtitutional
law that Parliament has a monopoly of legidative power. Consequently, atreaty is
required to be trandformed into domedtic law by legidaive enactment of
Parliament. An internationd treaty has no effect in domestic law until an act of
Parliament is passed to give effect to it.'*

12 Brownlie, lan, Principles of Public International Law, 5" edition (Clarendon: Oxford
University Press, 1998), p. 31-33.

1% There are limited exceptions to the requirement of parliamentary implementation: no
legislation is required for certain specific classes of treaties, namely, treaties modifying the
belligerent rights of the Crown when engaged in maritime warfare (presumably because such
treaties involve no major intrusion on the legislative domain of Parliament), and
administrative agreements of an informal character needing only signature, but not
ratification, provided they do not involve any alteration of municipal law. Significantly,
these exceptions appear to involve matters unlikely to become the subject of litigation
before common-law court. See Shearer, lvan, Starke’s International Law, 11" edition
(London: Butterworths, 1994), p. 71-74.
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No act of transformation is necessary in countries such as the U.S,, where the
Senate' s approva or alaw of gpprova by the Congress is respectively necessary
for the ratification of treaty by the executive authorities. Once the treaty is
internationaly in force, no other legidative act is necessary for it to become part
of American law. The supremacy clause gives treaty the character of municipa
law which is enforcegble in domestic courts a the behest of private individuals.
Courts may congder atreaty equivaent to alegidative act when the treaty is sdf-
executing. Accordingly, the distinction between “‘ self-executing” and ** non-sdlf-

executing”’ is decisve™

Smilaly, in Itdy, it is not necessary to reproduce the rules of treaty, but an
““order of performance” setting forth the intention that the tresty be performed
and gpplied a the domestic levd is necessary. The Conditutiona regulation of
Spanisgmilar asit provides, in Article 96 paragraph 1, that internationd tregties,
legaly entered into, shall be a component for their application, *“ as the provided
formalities for becoming a component part of the domestic order upon ther
officid publication in Span”. Noact of transformation IS necessxy as a
condition for the domestic gpplication of tregties, **as the provided formdities for
becoming a component part of the domestic juridicad system are deemed fulfilled
upon publication thereof’’ .*® The French Condlitution also sets up the criterion of
the automatic application of treaty, without the need of any other legidative act.'®

In summary, the necessity for some forma domestic transformation depends upon
two factors principaly:
a The condtitutiond and adminigtrative practice of a particular Sate:

1% See below section 4.112, p. 81.
1% Correa and Y usuf, see above note 22, p. 100.

1% pinh, Nguyen Q., Daillier, Patrick, and Pellet, Alain, Droit International Public, 4" edition
(Paris LGDJ, 1993), p. 224-225.
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(i) The transformation of a treaty into a domegtic rule is required before it
becomes binding and applicable in domestic courts, as is the case of the
U.K., Irdland and Scandinavian countries, among others.

(i) A tresty that are not incongstent with the congitution binds the courts
without any specific act of incorporation, as is the case of the Argenting,
Belgium, France, Luxembourg, Greece, German, Spain, Mexico, the
Netherlands, Switzerland, and the U.S..*

b. The nature of the particular treaty:

In the countries like the U.S, no transformation is necessary. Domedtic

goplication of a treaty is determined by its nature sdlf-executing or non-self-

executing. Sdlf-executing treaties need no legidative implementation.

4.1.1.2 Nature of Treaty: Self-Executing and Non-Self-Executing

In generd, a*‘ self-executing’” treaty can be gpplied and enforced directly by the
courts without a prior legidative implementation. Conversdy, a *‘non-sdf-
executing’’ tresty may not be enforced in the courts without prior legidative
implementation. It merely confers rights upon states or binds them to take
supplementary or regulatory steps to implement the agreement. Treety rules
would not be effective by themsaves and therefore may not be invoked by
individuals before domestic court. It is possble that in the same tresty some
provisons are sdf-executing while others are not. In the domestic courts of the
U.S, sdf-executing or non-sdf-executing of a tresty or a treaty provison
depends on the intent of the parties, the condtitutional separation of power, and
the justicigbility of the treety provisons.

a Intent

" Brownlie, see above note 102, p. 31-56. See also Shearer, see above note 103, p. 77-78.
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Traditionaly, treeties were consgdered as direct source of rights and obligations of
dates, which are the main or unique subjects on internationd law. Private parties
were not entitled to invoke them until the contracting parties supplemented the
treety rules with domedtic legidation. This conception was uphed by the
Permanent Court of Internationa Justice (PCIJ) in the Dantzig Railway Official

Case.'® However, the PCIJ acknowledged that the intent of the States parties to
an internationa agreement could be that treety is effectively a direct source of the
rights of private parties and could be invoked before domestic courts. Therefore,

consdering the intent of the parties as reflected in the text of atreaty, atreaty or a
provison could be saf-executing and a direct source of rights.

This doctrine is further explained by the domestic judicid decisons of theU.S.. In
Foster case, the court recognized that the generd rule established by the
Supremacy Clause, under which tregties are enforcegble in the courts without
prior legidative action, could be atered by the parties to the treaty through the
treaty itsdf. If the parties to the treaty agreed that the rights of the private parties
before domestic courts were to be affected only through future lawmaking acts of
the sates parties — if they “‘ dipulate for some future legidative act”” — then the
treaty is not ‘‘operative of itsdf’”” and accordingly cannot be enforced by the
courts without prior legidation.

In certain Stuations, the U.S. courts went beyond the words of the relevant treety
provison and relied on negotiaing hisory and Statements made during the
executive advice-and-consent process in determining whether a treaty is sdf-
executing or not. In some circumstance, the negotiators issued declarations
binding on courts, qudifying the treety as non-self-executing. For example, in
recent years, the U.S. treaty-makers qualified its consent to the ratification of a
treaty with a declaration to the effect that the treaty shal not be used as adirect

source of law in the U.S. courts. These declarations have been atached to

1% Danzig Railway Official Case, Report of PICJ(1928), SeriesB., No. 5.
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tregties that would clearly not otherwise be whally non-sdf-executing. The
unilateral declarations reflected the views of the Presdent and two-thirds of the
Senate, and have been used in respect of human rights tregties and economic

agreements.’®

b. Condtitutiondity: Congtitutiona Separation of Powers

The condtitutiona systems of the states dso determine whether the executive or
the legidature power shal enact the implementation rules to enable the gpplication
of tregties. In some countries it is usudly for paliaments to legidate on
international trade issues and to dlocate rights of private parties, while
international tregties are generdly negotiated and ratified by the executive
authorities without an active role of legidation. The treaty-makers (executive
authorities) may bypass the lawv-makers by lifting a subject matter from the
nationd to the internationa sphere. Therefore if the treaty-makers make a treaty
in the regime of the law-makers power, this treaty is non-self-executing because
of the treaty-makers condtitutiona disability, and its enforcement in the domestic
courts requires an implementation act of the legidative power.

For example, if the relevant treety deds with a subject matter in which the
U.S. Congress has an exclusive legidative power, the treaty will be consdered as
prima facie non-executing, irrespective of what the intention of the parties is
claimed to be° Courts sometimes consider the subject matter of a treaty to be
relevant as it reflects the dlocation of power. Tregties which purport to raise
revenue, make conduct crimina and appropriate money are consdered to fall into

the power of law-makers but not the treaty-makers, so these treaties are non-

1% For example, such a declaration was attached to the Convention Against Torture and
Other Cruel, Inhuman or Degrading Treatment or Punishment, GA RES No. 39/46, adopted
on 10 December 1984.

19 Shearer, see above note 103, p. 74-78.
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sdf-executing. Treeties of friendship, commerce, extradition and navigation fall
within the power of the treaty-makers and are consdered to be self-executing.

c. Justiciability

Judticiahility refersto whether atreaty isjudicidly enforcegble by private partiesin
domegtic courts. Tredties are enforceable in the courts only if they impose
obligations. Some tregties do not impose obligations but, instead, set forth
aspirations. Domestic courts have found that such tresties are not judiciable,
because if a treaty does not impose an obligation on the defendant to treat the
plantiff in a given way, it does not give the plantiff a corrdaive right to be
treated. These kinds of treaties are non-salf-executing.

How to draw aline between the precatory treaty and obligatory treaty is a matter
of domestic law that alocates enforcement regponsibility between the courts and
the legidature. In the separated power systems, a precatory treaty is a politica
task not for the courts to perform. Therefore, in this case, the judiciability of the
treaty is not decided by the intent of the parties or negotiators, but by the
Separation-of-power reasons. Judiciability is smilar to the condtitutiondity in thet
both require judgment about the dlocation of the power. The conditutionality
requires a judgment about the distribution of the power to accomplish certain
ends between the treaty-makers and the law-makers. Judticiability requires a
judgment about the distribution of the power to enforce particular types of treaty
provisions between the courts and the legidature.

Judticiahility of atreaty is reflected in many factors. A treety may be judiciable to
private parties when it prescribes a rule by which the rights of private parties can
be determined.™* The justiciability also depends on whether the tredty is *‘too

11 Egye v. Robertson (Head Money Casg), 112 U.S. 580, 598-99 (1984).
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vague for judicid enforcement”,**? or *‘provides specific standards’,*® or is
“‘phrased in broad generdities’,”* or ‘“‘language of a broad and generd
nature”’ ™ In American Baptist Churches v Meese case,*° the court held that
Article 1 of the 1949 Geneva Convention Relating to the Protection of
Civilian Persons in Time of War was not a sdf-executing tresty provison
because *‘the language used does not impose any specific obligations on the
sgnatory nations’ and *‘the lack of precision deprived the court of any intelligible
guiddinesfor judicid enforcement.”

4.1.1.3 The Inconsistency between Treaty and Domestic Law

After a treaty achieves the gpplicaion in domestic law, the next quedtion is, if
there exigs a conflict between the treety and domestic law, which one prevails.
The supremacy clause in the U.S. condtitution declares that dl tregties shal be the
law of the land and have equa standing with domestic law.™*’ By virtue of thet
clause, tregties prevall over earlier domestic laws in case of a conflict. By the
same token, however, when a subsequent legidation enacted by the Congress
modifies or is incondgtent with a treaty in force, the subsequent legidation

prevails. That isthe** last-intime rule’ 2

2 people of Saipan v united States Dep’t of Interior, 502 F.2d 90, 99 (9" Cir. 1974), cert
denied, 420 U.S. 1003(1975).

% Diggs v Richardson, 555 F.2d 848, 851(D.C. Cir. 1976).

4 Frolova v USSR, 761 F. 2d 370, 374 (7" Cir. 1985). The court concluded that such a
language ‘‘suggested that (the articles of the treaty) are declarations of principles, not a
code of legal rights’”.

5 United States v Noriega, 808 F. Supp. 791, 799 (SD.Fa. 1992).

1% American Baptist Churches v Meese, 712 F. Supp. 756, 770 (S.D. Cal. 1989).

7 The United States Constitution, Article VI, Clause 2.

8 Correa and Y usuf, see above note 22, p. 101.
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Other countries adhere to the supremacy of treaty over domestic law even the
latter is made after the entry into force of the former. In the U.K., where a satute
contains provisons which are unambiguoudy inconsstent with those of an earlier
treaty, a British Court must apply the statute in preference to the tresty. However,
where the statute is ambiguous, a presumption arises that Parliament did not
intend to legidate contrary to the Queen's internationd obligations under a treety,
and the court may look into the treaty for the purpose of interpreting the
ambiguous dautory language, notwithstanding that the datute does not
specifically incorporate or refer to the treaty.™® The French condtitution provides
that tregties when duly ratified or approved shdl on publication have an authority
superior to domestic laws, even if the laws were enacted after the treaty entered
into force, subject to the reciprocity.’® The condtitution of the Netherlands
provides that statutory provisons shdl not apply if their gpplication would be
incompatible with self-executing tregty provisons or resolutions of internationd
inditutions

4.1.2 Natureand Legal Status of the TRIPS Agreement in
Domestic Legal Systems

This sector will gpply the factors determining the nature of a tresty to the TRIPS
Agreement: the intent of parties or negotiators, the congtitutional separation of
power, and the judticiability. These factors are reflected in the language of the
Agreement as well asthe related domestic practices.

19 Shearer, see above note 103, p. 67-74.
129 see Article 55 of the Constitution of France, which reads as follows: **Duly ratified or

approved treaties or agreements shall, upon their publication, override laws, subject, for
each agreement or treaty, to its application by the other party.’”’
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Article 1 of the TRIPS Agreement on the *‘nature and scope of obligations’
provides that:

Members shdl give effect to the provisons of this Agreement. Members
may, but shal not be obliged to, implement in their law more extensve
protection than is required by this Agreement, provided that such
protection does not contravene the provisions of this Agreement. Members
ghdl be free to determine the appropriate method of implementing the
provisons of this Agreement within their own legd system and practice.

The Agreement grants its members the freedom to introduce flexibility to those
rights under very broad terms and conditions, just as analysed in chapter 2. States
are able to introduce measures to prevent IPRs abuse to avoid trade or
comptitive digtortions and to establish exceptions to those exclugve rights, in
addition to those exceptions expresdy contemplated in the Agreement. The extent
and scope of such measures are flexible and depend on the policy choice of
members, which must be made in the light of the basic principles and objectives
st forth in preamble and Part | of the Agreement. Under these circumstance, the
excdugve rights that members are committed to acknowledge through ther
nationd IPRs systems are not ab-initio self-executing in national courts. The
courts will necessarily condder the extent and scope of the exclusive rights as
broadly embodied in the TRIPS Agreement, with reference to the flexibility

inherent in the provisons.

The ambiguous language or general concepts referred to by the TRIPS
Agreement in severd ingtance needs to be defined or spelt out in more detail by
domedtic law. Nevertheless, certain standards and principles of TRIPS might
have a ‘“‘direct effect’” on private paties who might, depending on the
congtitutional system of the member concerned, seek their judicial enforcement by
domestic courts. These might be the TRIPS provisons establishing the term of
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protection of the different categories of industria property,™* or provisions lising
the effects arisng from copyright, industrid designs or patent. Though members
are free under these provisions to establish alonger term of protection under their
domestic legidations, no further action by nationd legidators is needed for these
standards to have a direct effect on private parties.

In this context, it is not an easy task to assert whether the members conceived the
TRIPS Agreement as a whole or in part as a non-sdf-executing agreement. The
national practices and legidation, especidly carried out by the U.S. and the EU
who were main promoters of the Agreements, might have a certain impact on

other members.

Sarting with the Trade Agreements Acts of 1979, which approved the GATT
Tokyo Round accords, and continuing with the acts gpproving and implementing
the USIsrael and the US-Canada Free Trade Area Agreements, there are
included provisons which deny the cregtion of private rights of action under the
agreements (except as explicitly provided for)”.*? These provisions therefore
purport to deny the sdf-executing character of the trade agreements. Similarly,
the Uruguay Round Agreements Act of 1994, which approved the agreements
concluded in the framework of the Uruguay Round negatiations of GATT and
modified the domegtic legidation related to IPRs in order to adapt it to the TRIPS
Agreement, aso deny the salf-executing of trade agreements.?® Section 102(b),
which is devoted to adjust the relaionship of the Uruguay Round Agreements and
the state law, provides that no person other than the United States:

2! For example, Article 33 of the TRIPS Agreement.
122 Correa and Y usuf, see above note 22, p. 109.

123 The Uruguay Round Agreements Act, 108 STAT, 4809-5053, Public Law 103-465-DEC.8
(1994).
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(A) shdl have any cause of action or defence under any of the Uruguay Round
Agreements or by virtue of congressona gpprova of such an agreement,
or

(B) may chdlenge, in any action brought under any provison of law, any action
or in action by any department, agency, or other insrumentaity of the
United States, any State, or any political subdivison of a date on the
ground that such action or inaction in incongstent with such agreement.

What's more, as to the potential conflict between Uruguay Round Agreement
provisons and U.S. law, the U.S. Satement of Administrative Action to the
Uruguay Round Agreements Act asserts that the U.S. statute is intended not to
conflict with the agreements themsdves'** However, where a conflict cannot be
avoided, the U.S. courts are legally bound to follow the later statutory law. The
Uruguay Round Agreements Act of 1994 dso reinforces the supremacy of later
domestic law by establishing that nothing in the Act shall be congtrued ‘‘to amend
or modify any law of the United States unless specificaly provided for this
Act” .*® Nether the provisons of the Uruguay Round Agreements nor the
goplication of any such provisgon to any person that isinconggtent with any law of
the U.S. shall have effect.'®°

The TRIPS Agreement and the other Uruguay Round Agreements congtitute a
mere confirmation of the U.S. practice as regards internationd tregties,
particularly trade agreements, which are considered to be non-self-executing.
Agang this context, in the domestic courts of the U.S,, provisions of the trade
agreements, particularly those of the GATT and WTO, have recelved scant

atention in trade cases.

124 Statement of Administrative Action (SAA), H. R. Doc. 316, 103d Cong., 2" Series, Vol. 11,
B(1)(d), p. 13.

125 19 USC 3512 § 102(a)(2)(A) and (B).

12619 USC 3512 § 102(8)(1).
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The case law of the European Court of Justice (ECJ) rgjected the direct effect of
GATT rulesin the EU, bascdly due to the vagueness and dadticity of many of its
provisons. The nature of the rules and their wording is not operative. As stated
by the ECJ, the main reason to deny the direct effect of the GATT is that the
negotiation was undertaken on the bass of reciprocad and mutudly advantageous
arrangement, which is characterized by the greet flexibility in its provisons, in
partticular those conferring the posshility of derogation. The court dso
emphasised the reliance on consultation mechanisms to settle conflicts between
the contracting parties and the posshility of withdrawing concessions by
contracting states as additiona reasons for the lack of direct effect of the GATT.

It is difficult to predict whether the ECJ would gpply the same principles or
reasoning contained in its decisons regarding the gpplication of the TRIPS
Agreement despite the differences that exist between the GATT and the TRIPS
Agreement. It must be noted that the ECJ characterized TRIPS as an agreement

7

stting a minimum level of IPRs protection,"®” member countries are free to

implement more extensve protection and to determine the most gppropriate

method of giving effect to its provisons®

One may understand this statement as
supporting that basicaly, the TRIPS Agreement is a non-sdf-executing treaty that
confers a ggnificant degree of discretion on the competent authorities to
implement it and to spell out in more detall the concepts which are not defined or

vaguely referred to in the text of the Agreement.

Therefore, the legidations and the court decisons of the members have further
confirmed the non-sdf-executing nature of the TRIPS Agreement. Even in certain
area where it seems to be sdf-executing, judging from its language, the domestic

27 Opinion1/94, adopted on 15 November 1994. The Court maintained that *‘The TRIPS
Agreement seeks to establish aminimum level of protection of intellectual property’’.

128 The TRIPS Agreement, Article 1(1).
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practices also render it non-self-executing according to some factors other than
the language itsdf. At the same time, when there exists a conflict between the
TRIPS Agreement and the domegtic law, the supremacy of domestic law in

domestic court is preserved.

4.2 State Responsibility under the TRIPS

Agreement

Sector 4.1 discussed the nature of the TRIPS Agreement in domestic legal order.
The fact that a domestic court may not gpply the Agreement directly and give a
priority to domestic law in no way affects the internationd obligation of the Sate
conferred by the Agreement. A domestic court which refers to domegtic law,
notwithstanding an incongstent rule of internationd law, itsdf acts in breach of
internationd law, and will, as an organ of the date, engage the internaiond
responsibility of that State. Hence, before an internationd tribuna, a respondent
date cannot plead that its domestic law contains rules which conflict with
internationd law, nor can it plead the absence of any legidative provison or of a
rule of interna law as a defence to a charge that it has broken the internationa
law.**® This may even import a duty upon a state to pass the necessary legidation
to fulfil its international obligations. To this extent, the primacy of internationa
tregties is preserved before internationd tribundls.

The non-sdf-executing nature of the TRIPS Agreement determines that private
parties cannot invoke the Agreement as source of law in domestic courts. What
they can rely on is only the implementation legidation. However, if there is some
inconsstency between the implementation and the tresty provisons, private
parties cannot bring a lawsuit agang the date on the basis of the TRIPS
Agreement. What a state violates is not the rights of private parties or its domestic

129y/CLT, Article 27.
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law obligation, but the internationa obligation under the treaty. Therefore it fdls
into the regime of *‘gate responghility’’. In this section, it is argued that even in
the regime of internationa obligation, the flexibility of the TRIPS Agreement aso
imposes a great impact on the redization of state responsbility of the members.
Again, generd internationd rule on state respongibility provides the premise of the
argument.

4.2.1 TheRoleof Governmentsin Claimsunder the TRIPS

Agreement

Internationa law is unconcerned about the means, but not unconcerned about the
results. The incompatibility between domestic law and internationa obligations
engages the internationa respongbility of the defaulting sate. Internationd law
prevals over domegtic law and a dtate cannot plead that its domestic law
exonerate it from performing obligations imposed by an internationd  treety,
except in the exceptiond case provided for in Article 46(1) of the VCLT. This
exception istha, in giving its consent to an internationd treaty, fundamenta rule of
domegtic law concerning conditutional competence to conclude the treaty
concerned was broken and this breach of domestic condtitutional law was
manifest. In any event, the acts of the legidature or implementing reguletions of
date authoritiesas wdl asthejudicid decisons, may not be consdered as acts of
some third party for which the state is not responsible. States may depend on
their condtitutional systems and enact subsequent legidations which supersede
prior treaty obligations in domestic court, on the grounds thet tresties as well as
datues are parts of the law of the land and consequently the **latter-in-time rule’”’
will prevall. Though such a statute will be lawful under domestic law, it will engage
the internationa respongbility of the enacting state, which may not be exonerated
from the violaion of its internationa obligations or from the consequence

gemming from such aviolaion.
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As to the gtate responghbility, the subject who possesses the right to clam date
respongbility is the gate of which the victim is a nationd. The tribund who can
ettle this dispute is not the domestic court but the internationa tribunal gppointed
by the treaty. Under the TRIPS Agreement, it is the DSB of the WTO who has
the competence to settle the disputes between members.

To make an inter-date claim is the right of a state, but not a duty. That means, a
date has the freedom to decide whether or not to seek a negotiation with the
violating state under the WTO dispute settlement mechanism, to seek a friendly-

settlement, or to bring the dispute to the DSB. However, a state does not act asa
representative of private parties who are the victims of the IPRs violations. It acts
in its own name and for its own benefit. A state will not necessarily struggle for the
benefit of the dleged victimsif it isincongstent with the generd good of a dtate, or
if the dleged victims do not have sufficient lobby power. In many circumstance,

states sacrifice the interest of private parties to seek the trade-off in other sectors
or merely to keep a balance with total benefit. One of the key problems was the
pursuit of appropriate economic policies for the benefit of the whole state or other
politica or economic interest groups.

Therefore, the redization of date responghbility sometimes relies on politica
pressures to determine whether to pursue violations of the Agreement.
Understandably, a state will not spend its limited resource on the trade problems
that have little impact on the domestic economy. Before embarking on an inter-
date clam, sates will weigh the impact of the violation on certain indudtries, the
politicd clout of those indudtries, and pressures from other domestic

congituencies.
A date could decide not to bring a case againgt a particular state for political

reasons or because other domestic interest would prefer to keep the law

unchanged. Furthermore, intergovernmenta pressure may result in cases not being
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brought to the international adjudicatory body. For ingtance, the EU initidly
lodged a complaint within the WTO, which has repeatedly postponed the issue to
dlow the EU and the U.S. aufficient time to negotiate. There is no doubt that
domestic pressure in the U.S. has led to the U.S. placing pressure on the EU not
to pursue the case. In this way, the trade organization has become paliticadized.
Rather than adjudicating appropriate restrictions on trade, the forum is more or
less hijacked by the domestic pressure and politics. Therefore, the redization of
date responghility under the TRIPS Agreement is as flexible as the Agreement
itsdlf, which ismore of apaliticd than of alegd matter.

4.2.2 Thelnvolvement of Private Parties

The non-self-executing nature of the TRIPS Agreement determines that the
Agreement has no direct effect on private parties, and private parties has no
legd standing in the dispute settlement process. The evolvement of the private
parties in the implementation and enforcement of the Agreement is indirect. The
extent of the evolvement depends on the lobby power of the private parties

concerned.

Examples of this would be the U.S. negotiation with Jgpan to open its
automobile market or the negotiation with Russa regarding regiond investment.
Under the TRIPS Agreement, if acompany in the U.S. feds that ancother Sateis
violating the provisons, it must petition the U.S. Trade Representative (USTR)
according to the Section 301 procedure in order to pursue a judicial remedy.
The USTR must then make a decison as to whether it is worth the time and
energy to pursue aremedy through the WTO.

This procedure probably operates very well for the sirong companies like
Kodak and IBM. But if the company affected by the violationsis rdativey smdl,
lacks political influence or power, or has not suffered large losses, the USTR
could, legitimately, conclude that out of the numerous trade violaions it adjusts
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because of the limitation of resources. The USTR’s decisions have not been
reviewed by the judiciary, therefore a private actor seeking dispute resolution of
his dlam in this manner will likely have no recourse if the USTR decides to take

no action.

4.3 The Limitation of Competence of the DSB

4.3.1 Competence of the DSB

The WTO Understanding on Rules and Procedures Governing the
Settlement of Disputes creates a dispute settlement body composed of al WTO
members. Article 1.1 of the TRIPS Agreement grants the members freedom to
choose the method to implement the Agreement in their domestic legd systems.
However, it is not the member but the DSB who is the find arbiter to judge
whether or not the domedtic implementation of a member complies with
agreement obligations. In the India Mailbox case, while the Appellate Body
agreed that India could choose its method of implementation, it strongly rejected
the contention that India was the find arbiter of whether or not the system of
adminidrative indructions complied with obligations under Article 70.8. The
Appelate Body stated that in order to determine whether India met its Article
70.8 obligations, the Pand did not have to decide or otherwise improperly delve
into Indian law, but merely had to perform an assessment as to whether or not
Indids law and prectices were in line with the obligations in the TRIPS
Agreement. The Appellate Body was adamant that DSB of the WTO had the
right to make such an assessment. It held that the Pand did not perform any
improper interpretation of Indian law, because:

in this case, the Panel was not interpreting Indian law **as such’’; rather, the
Pand was examining Indian law soldy for the purpose of determining
whether India had met its obligations under the TRIPS Agreement. To say
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that the Pand should have done other-wise would be to say that only India
can as=ss Whether Indian law is condgtent with India's obligations under

the WTO Agreement. This, clearly, cannot be so.

That means, the panel or Appellate Body established under the DSU of the WTO
has the competence to interpret the TRIPS Agreement and to decide on the
compliance of the implementation of the members.

4.3.2 ‘*Good Faith’’ Rule and Limitation of Competence

However, the interpretation of the TRIPS Agreement made by the DSB should
be in good faith according to the VCLT*®. In the India Mailbox case, the Panel
relied on Article 31 of the VCLT in making its decison tha ‘‘good faith
interpretation requires the protection of legitimate expectations derived from the
protection of intellectud property rights provided for in the Agreement.”” In
contrast, the Appellate Body attacked the Pand’s reading of ‘‘good faith
interpretation’” as requiring a broad inquiry into the expectations of parties, atask
that to a great degree involves reverse engineering, i.e. taking a treaty provison
and abgracting from it the expectations that likely underlie it. The Appedllate
Body beieved that the Pand went too far in interpreting the meaning of
“‘legitimate expectations’ and strayed too far from the text of the agreement. It
stated that:

The Pand misunderstands the concept of legitimate expectations in the
context of the customary rules of interpretation of public internationa law.

The legitimate expectations of the parties to a tregty are reflected in the
language of the treety itsddf. The duty of atreaty interpreter is to examine

130 Article 31.1 of the VCLT establishes what has been described as the ** good faith rule’” of
interpretation: ** A treaty shall be interpreted in good faith in according with the ordinary
meaning to be given to the terms of the treaty in their context and in the light of its object
and purpose.”’ See above note 47.
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the words of the treaty to determine the intentions of the parties. This
should be done in accordance with the principles of treaty interpretation set
out in Article 31 of the Vienna Convention. But these principles of
interpretation neither require nor condone the imputation into a treaty of
words that are not there or the importation into a tresty of concepts that

were not intended.

Thus*“good faith’” interpretation does not include the assessment of the legitimate
expectations of parties unless these expectations are grounded in the language of
the treety. The Appellate Body thus dismissed an unbounded andysis of the
legitimate expectations of the parties to the TRIPS Agreement, an endeavour that
would be subjective and mutable (and not in good faith) if not focused on the
language of the Agreement. An andlysis of legitimate expectations is a necessary
component of the treaty interpretation, but only in as far as the expectations are
expressed in the wording of the treaty. This holding characterized the tone of the
decision of the Appellate Body. In contrast to the Pand, it focused much more on
flat, formalistic treaty interpretation and looked less to the **softer”” sde of the
expectations underlying treaty obligations.

The **good faith”’ rule of interpretation limits the competence of the DSB in that
its interpretation of the Agreement is valid only in so far asiit is grounded in the
language of the Agreement. Where there is no language badis or the language is
flexible, the DSB could not add new obligations on the members through an
expanding interpretation. Interpretation is not a process of lav-marking. The
problems unresolved by the Ministers could not find answer in expert bodies.
Domestic courts decline to adjudicate claims based on vague treaty provisons of
condiitutiona clauses needing further definition or implementation by the legidature
or adminigrative agencies. The same agpplies to the DSB of the WTO, including
the pandl and Appellate Body. They shal not clarify or judge on the flexible issues
which have not been clarified by the trade negotiations or subsequent agreements.
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This is the limitation of the competence of the DSB in the process of tresty
interpretation, which is another legd implication of the flexibility of the TRIPS
Agreement.
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5 Conclusion and Proposal

IPRs protect the private rights of IPRs holder through the rewards to cregtive
work and investment guaranteed by exclusive rights. The protection of IPRs aso
generates public benefit by promoting technology development and economic
prosperity. On the other hand, IPRs give rise to customer loss and socid cog.
The redlization of the benefit of IPRs protection depends on the economic and
socid condition of different countries, and the benefit of IPRs may be offset by
the socid cogt. High level 1PRs protection has different effects to the North and
South. What leads to a suitable choice of IPRs palicy is the baance of public
interest and private rights, as wel as the proper assessment of domestic
developing levd within a certain period.

However, after the adoption of the TRIPS Agreement, the freedom of members
to make their own policy choice in the regime of |PRs decreases as the result of
the substantive harmonization of the Agreement. Since the TRIPS Agreement is
there and domestic legidators cannot ignore their internationd obligations, what
can the developing and least developed countries do is to explait the flexibility
inherent in the Agreement. The objective of flexible interpretation and gpplication
of the Agreement is not to escape the internationa obligations, but to seek more
freedom of domegtic IPRs policy for the purpose of the long-term economic
development and public welfare, provided that the exploitation is not incons stent
with the Agreement. As andysed in this thess, the flexible interpretation and
goplication in many aspects of 1PRs protection, especialy in patent protection, is
congstent with the purpose and principle of the Agreement. In some vertical
dimensions with regard to patent protection, severd crucia lega notions are |eft
undefined so that domedtic legidators have the room to clarify them according to
their own nationd interest.
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The exploitation of the flexibility of the TRIPS Agreement mainly occurs in the
process of nationd implementation. However, the legdity of the exploitation has
met the chalenge of developed country members. Therefore, the redization of the
flexibility is factudly uneasy athough theoreticaly possible. The pressure imposed
by the U.S. on Argentina when it sought to invoke the trangtiona period of the
patent protection, and the law suit brought againgt South Africawhen it attempted
to resolve its public hedth criss through the measure of compulsory license,
illusrated the difficulty in the exploitation of the flexibility of the TRIPS
Agreement. Unilateral sanctions and threst of sanction 4iill exist and affect the
policy choice of the members whose trade and economic power are reatively
week. S0 it is a reasonable fear that the TRIPS Agreement may be implemented
in the same way as it was negotiated. However, the arguments in the present
thess in favour of the flexible interpretation and application devote themsdves to
drengthen the legal power of the developing and least developed country
members. For the purpose of further recognition and redization of the flexibility of
the TRIPS Agreement, severa proposas are set out as following:

Frdaly, the multilaterd dispute settlement mechanism under WTO is an
gppropricte and competent forum to resolve the disputes related with the
interpretation and gpplication of the Agreement. Although the ICJ is gppointed by
pre-TRIPS IPRs conventions as the dispute settlement body, this channd has
never been used. Therefore, before the adoption of the TRIPS Agreement,
unilatera sanctions had been frequently used by developed countries to remedy
the dleged IPRs violations and to enforce the dsrong protection of IPRs.
However, with the inclusion of trade-related IPRs issues in the framework of the
WTO, trade sanctionsin this area can only be taken in so far as the retdiation has
been authorized by the WTO. Therefore, unilaterd trade sanction is incongstent
with the WTO rule.
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Before the possible authorization of retdiation by the WTO, developing and least
developed country members could bring the case in front of the panels and apped
before the Appellate Body. As the independent expert bodies, the pands and
Appellate Body shdl interpret the Agreement according to the generd principle
and custom of internationa law, which is consolidated in the VCLT. The balance
of public interest and private rights indicated in the preamble and Part | of the
Agreement, together with other related or subsequent agreements, shal be taken
into account. If the treety provisions are vague or ambiguous in certain iSsues,
flexible interpretation and gpplication shdl be adlowed for the public interest of
members, e.g. to resolve the public hedth crigs, provided that they are consstent
with the Agreement. *‘Non-violation complaints’ and *‘legitimate exceptions’ of
the developed countries without express language basis in the Agreement would
not be supported. Therefore, the developing and least developed country
members shdl redize the advantage of multilatera dispute settlement mechanism
and make full use of it to judtify the exploitation of the flexibility of the TRIPS
Agreement.

Secondly, the TRIPS Agreement is a living ingrument instead of a Satic legd
document. Article 71 of the Agreement provides the review and amendment of

the Agreement. It states that:

1. The Council for TRIPS shdl review the implementation of this Agreement
after the expiration of the trangtional period referred to in paragraph 2 of
Artide 65. The Council shdl, having regard to the experience gained in its
implementation, review it two years after that dete, and at identica intervas
theresfter. The Council may aso undertake reviews in the light of any
rdevant new devdopments which might warrant modification or
amendment of this Agreement.
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2. Amendments merely serving the purpose of adjusting to higher levels of
protection of intellectua property rights achieved, and in force, in other
multilaterd agreements and accepted under those agreements by dl
Members of the WTO may be referred to the Ministerid Conference for
action in accordance with paragraph 6 of Article X of the WTO Agreement
on the basis of a consensus proposa from the Council for TRIPS,

To modify or amend the Agreement is difficult because it is dmost impossible to
achieve a consensus for a new proposd. However, the review of the
implementation by the TRIPS Council shdl be undertaken in the light of any new
developments in the fields of the IPRs. Therefore, in assessing whether or not a
nationa implementation is condstent with the Agreement, the Council shal take
into condderation the development of the related issues, including the issues
clarified by the subsequent WTO documents. A latest example in the field of
patent is the Doha Declaration on the TRIPS Agreement and Public Health.

The Declaration resffirmed “‘the right of WTO members to use, to the full, the
provisgons in the TRIPS Agreement, which provide flexibility for the purpose (of
public hedth)'’ . These flexibilities indude™*

a In gpplying the cusomary rules of interpretation of public internationa law,
each provison of the TRIPS Agreement shal be read in the light of the
object and purpose of the Agreement as expressed, in particular, in its

objectives and principles.

b. Each member has the right to grant compulsory licences and the freedom to

determine the grounds upon which such licences are granted.

c. Each member has the right to determine what congitutes a nationa
emergency or other circumstances of extreme urgency, it being understood

that public hedlth crises, including those rdating to HIV/AIDS, tuberculos's,

131 See above note 56, para 5.
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maaria and other epidemics, can represent a national emergency or other

circumgtances of extreme urgency.

d. The effect of the provisonsin the TRIPS Agreement that are relevant to the
exhaudtion of intdlectud property rights is to leave each member free to
edtablish its own regime for such exhaugtion without chalenge, subject to
the MFN and nationd treatment provisions of Articles 3 and 4.

Although not an internationd tregty itsdlf, the Declaration serve as the context of
the interpretation of the TRIPS Agreement as it is a subsequent agreement
between the WTO members. Therefore, in the review of the implementation by
the TRIPS Council, measures taken in the regime of the flexibility darified by the
Declaration shdl be congdered as proper implementation of the Agreement.

Thirdly, the WTO is not isolated from the context of public internationa law. In
many disputes resolved by the DSB, eg. Thailand — Restrictions on
Importation of and International Taxes on Cigarettes case, and US — Import
Prohibition of Certain Shrimp and Shrimp Products case, international health
lawv and environmental lav were respected by the DSB. Therefore, a third
proposd of this thess is that the developing and least developed country
members shall cooperate with each other and actively lobby the UN specidized
agencies such as WHO and UN High Commissioner of Human Rights
(UNHCHR). Through the resolutions adopted by these indtitutions, public interest
such asthe rights to hedlth and culture will seek higher legd and mora status, and
agenerd context of public internationd law could be created in the favour of the
developing and least developed countries.

As a matter of fact, the settlement of the South African compulsory license case
rlied heavily on the campaign of the non-governmentd organizations, the
pressure of public opinion, and the mora conviction. The adoption of the Doha

Declaration on the TRIPS Agreement and Public Health was subsequent to
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the South Africa case, promoted by the workshop established by the WTO and
WHO, and motivated by the generd recognition of the right to hedth in the
international community.

Developing and least developed countries have the mgority of votes in the UN

and its pecidized agencies. Because of the smilar developing leved and socid

gtuation, if they are to avoid the profound North-South imbalance and to make
an effective contribution to the crestion of favourable lega context in internationd

law, they need to put forward joint views in the UN and its specidized agencies.

Through the establishment of a common strategy and co-ordination of their action,

they can make full use of their numera advantage, which is hepful to create a
suitable context of international law and strengthen the respect of public interest in

international community. Under such a context, the exploitation of the flexibility of

the TRIPS Agreement will be legdly and mordly eesier.
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