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Managing protection of \

intellectual property is \ \

one of the perennial ~ P o _ o
challenges for

Swissbusinesses

in China. o

The Bridge looks at
what can be done in order

to achieve the best results.
by Mark Andrews
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ver the years there have been a number of high profile cases that have SR T I %k % B R R A Bl AE
Obrought out in the open the threat that foreign companies face in % AT B R AR B . 2491
protecting their IP in China. In the automotive sector, Land Rover and KF, FEREAT L, BRI A 8 & AR
Porsche, for example, have claimed to have been victims, but chose not to RZEH, HREHEFARIULMT, Al fh
pursue any action. This decision may well be because of the patchy record of A A SR AR T i o s e AR R S R B Y
Chinese courts’ rulings on these matters in the past. An earlier attempt by B LILRAE, FAE 2008 4, R i EE L %
Fiat in 2008 to stop production of the Great Wall Peri (which it claimed was T BERRIME R (RPRZAKI S R IE T RE A
a copy of the Fiat Panda), resulted with the action being dismissed in China, TR Rk As™, SRR RIEE R B BHOR, WK
while an Italian court ruled in Fiat’s favour and banned sales of the car in T 5 L e T A P, ™ 2 K R A K 9 3
Europe. K,
There are signs that things may be turning for the better. In August 2017, AR, AR R 9 G R R,
New Balance, an American sportswear retailer, won a US$1.5 million award - 2017 4% 8 A, %EiE8 R % &% New Balance f&
the highest award ever granted to a foreign business in China - for trademark SEZRENBHE) RN REARE I, IR
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infringements by three domestic shoe producers. This
followed on the heels of a 2015 ruling for a lawsuit in
which the company lost to a man who had registered
the Chinese name of New Balance.

China’s IP regulations

So where does China and Chinese legislation actually
stand on these issues? “Prior to China entering the
WTO, China’s chief negotiator claimed that China’s
system for the protection of intellectual property rights
reached the level of best international practice,” says
Paul Thaler, Managing Partner of Wenfei Attorneys-at-
Law. “But in practice, the three key areas of intellectual |4
property: patent law, copyright, and trademark law  rioha Gao
have all required two major modifications in the \,5cHErR

intervening period. In contrast, Swiss law has barely
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needed any modification in that time. However, China
has now reached the stage where it has a relatively complete structure of
intellectual property laws and regulations.”

“The establishment of the Chinese IP legal framework was initiated in
the 1980s, the IP legal framework was further enriched by a great number of
administrative regulations, measures, policies and Supreme Court circulars,”
says Fiona Gao, an Associate with VISCHER, one of Switzerland’s leading
law firms. “Since 2007 when President Hu Jintao announced that developing
and protecting IP was part of the national development strategy, things
really started to change with the recognition of the importance and value of
brands and patents, especially since the end of 2014,” says Gao. “Since then,
Beijing, Shanghai and Guangzhou have established specialized IP courts
to judge on IP-related cases. This really was the beginning of a new era. It
is also very important to bear in mind China’s economic situation and its
industry structure when discussing IP protection. After the 2008 financial
crisis, companies that had before only exported had to reconsider overseas
markets and look at sales within China. Many were OEM manufacturers that
had yet to establish their own R&D team and to develop products with their
own brands. As a consequence, we have seen a great increase in patent and
trademark applications from Chinese companies in the past ten years.”

IP and the shift to an innovation economy

The Chinese government has also focused its policy on
developing the local consumer market, and promoting
more innovation and R&D. This, coupled with the steady
rise of Chinese brands, has made comprehensive, enforced
[P protection of increasing importance to Chinese
businesses. “China with its rapid economic development
is undergoing fundamental changes. From simply copying
- or adapting - to combining or integrating technologies
and now through to innovation,” says Charles Merkle,
President, CBC, a Swiss consulting firm in China.

A good example of this changing perspective is the
recent claim from Chinese parties that foreign companies
are stealing its high speed railway technology IP. This is of
some importance to China as it has invested considerably
in the development of this technology, and promoting its
sale overseas is a key objective of its US$ trillion Belt &
Road Initiative. Ironically, the Chinese claim comes just
a few years after Japanese and European companies made Paul Thaler
a similar claim: that China had stolen their technology to Wenfei
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develop its high speed trains, and had been exporting
it in contravention of the original sales agreements.
This new pivot to protection of local brands is also
broadly reflected in the numbers. Last year China had
2.36 million patent applications compared with just
14,000 when China started registering patents in 1985,
according to data provided by Wenfei. China was also
last year the fifth largest applicant for trademarks in
the Madrid system with 3,014 applications by domestic
companies, while foreign companies had 21,238
applications for international registration in China.
The figures, however, should be interpreted with
some caution. Chinese patent law allows two types, and
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are utility model (UM) rather than invention patents.
These are cheaper, much quicker to do (one year, rather
than five), last ten years rather than 20, and, significantly, have a lower
threshold of ‘novelty’ requirement than invention patents. Still, they do
show that the concept and value of IP protection is being grasped and acted
upon in the local business environment.

The challenge of e-commerce

For much of the past 15 years, China has earned worldwide notoriety for its
pirated consumer products, ranging from DVDs of international films and
TV series, to a wide range of luxury-brand clothing and watches offered at
a fraction of the price (and generally, the quality) of the original. With the
explosive growth of online shopping in China over the past five years, a new
dimension was added to this problem. In recent years, e-commerce giants
such as Alibaba have received regular criticism for the amount of fakes
being sold on their platforms. To counteract these accusations (and with a
mindful eye on its international expansion) Alibaba claims to have made big
efforts to address the problem, including now having a team of more than
2,000 people investigating counterfeit products on its websites. According
to the company, this resulted last year in 469 cases being punished by the
government and 33 criminal verdicts. “The good thing about online sales
channels is accountability,” says Wenfei’s Thaler. “Often sellers need to
provide substantial documentation and some form of deposit in case of
disputes. In the past, small factories would produce counterfeit products and
distribute them through various opaque channels until they ended up in the
shops. Online sales channels - as the most important channel of the future -
will improve transparency and accountability.”

Taking action on piracy

For international companies, the general advice is that they need accept
that - as in many other areas of commercial law in China - a lot of successful
protection will depend on self policing and initiating action. “It’s up to the
companies to keep a watch, and then act swiftly to deter the bad actors early
and thoroughly” says Gianna Abegg, Swiss attorney-at-law, at Eiger law
firm in Shanghai. “If companies do this, their take down actions can work
fairly effectively” To tackle bricks and mortar stores selling pirated goods,
VISCHER'’s Gao believes that from an economic perspective, the spiralling
real estate prices in cities like Shanghai and Beijing will make it increasingly
difficult for such low margin shops to survive. One such example was
Shanghai’s notorious Han City, popularly nicknamed Taobao City, on central
Nanjing Xi Lu, which was full of little stores selling pirated items. New
management increased rents and as a result pushed out these tenants. At
the production end, original brands, working in collaboration with local
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police, companies and their legal representatives are having
some success in raiding and closing counterfeiting factories, and
punishing those involved.

Swiss and Swissness

Switzerland first passed a ‘Swissness’ law in 1971 and a new so
called “Swissness Bill” entered into force at the beginning of this
year. Thereafter, the requirements for products to be considered
as Swiss have been tightened up. “The essence of this Swissness
Bill is Swiss designation. It defines objective criteria for various
products and services, and the ‘Swissness’ shall only be declared
and labelled when the objective criteria are met,” says Gao. This
means that some companies now have to reconsider their supply
chains to ensure that they meet the Swissness requirements for
the products’ components. “For some Chinese suppliers, such as

those that manufacture watch parts, if they want to continue the Nicolas Musy
relationship with Swiss manufacturers they now must consider Swiss Center China
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setting up their factories in Switzerland, which is costly,” says
Gao. As a consequence, some Chinese companies continue to claim that
their products are Swiss when they are not, and enforcement can be a
problem. “The Swissness Bill is a Swiss national law. Although in principle
it has an extraterritorial aim, it is difficult to enforce abroad.” says Gao.
“Enforcement is dependent on appropriate bilateral agreements and there
are no such agreements between Switzerland and China.” However, Chinese
law firms have had some success in opposing trademark applications using
the Swiss cross on products which do not meet the Swissness law.

How companies can protect IP

While many companies may bemoan what they consider inadequate
protection in China, without registering their trademarks or patents then
really there is no recourse against infringement. “If you have a registered
patent or trademark, a judge has the possibility to issue an injunction
ordering a company to stop when a lawsuit is filed and before a judgement
is issued,” says Nicolas Musy, co-founder of Swiss Center China. And what in
Switzerland are seen as company secrets may not automatically be seen as
such in China. Musy advises that companies must take extra care and mark
documents as confidential and make sure sensitive information is only made
available to employees who really need it. “In practice, this means that all
proprietary information is marked as such and you should do everything
possible to make sure you can trace how, and by whom, the information has
been transferred.”

It is also important to keep the problem in perspective. Although big
IP infringement cases may grab the headlines, research shows that many
international companies have learnt increasingly to live with the problem.
A 2017 CEIBS survey shows that the issue of IP theft is actually near the
bottom of concerns for many foreign companies operating in China. And
as the Chinese economy matures it is likely to become less of a threat. “The
early days are over when China benefited more from not protecting IP,” says
Eiger’s Abegg. “The scales are now slowly but surely tipping the other way, as
Chinese companies develop their own IP” o
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