INSTITUTIONAL
CAPACITY

INTRODUCTION

Developing countries face formidable institutional challenges in implementing IP protection, as
required by TRIPS. Since the majority of developing countries with limited technological and
scientific capacity have little to gain in the medium term from implementing TRIPS obligations, a
major concern must be to limit the human and resource cost of establishing IP regimes. At the same
time, these nations need to ensure that their national IP regimes operate in the public interest and
are effectively regulated. The more technologically advanced developing countries will also want
to ensure that their IP regimes complement and enhance their broader policies for encouraging
technological development and innovation.

The challenges include formulating appropriate policy and legislation; administering IPRs in line
with international obligations; and enforcing and regulating IPRs in a pro-competitive manner
appropriate to national levels of development. Of course, many of these IP-related institutional and
policy challenges are common to all countries but they are especially acute for many developing
countries. And, importantly, the economic and regulatory context in developing countries in which
IP regimes are being revised, in line with TRIPS, is often quite different from that in
developed countries.

Difficult choices are involved. Should a developing country, for want of its own resources, be
satisfied with re-registering patents because they have been granted in a developed country? Or
should it attempt to develop national capacity in the examination of patents, in order to apply the
different standards of patentability that we suggest may be appropriate? Under current
circumstances, this is a very difficult task for the IPR administration institutions in most
developing countries.
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In this chapter we consider:

What are the requirements for making effective IP policy and legislation in developing countries?
How should developing countries approach the implementation of IP policy and enforcement of
IP rights?

How can developed countries and international institutions provide effective technical assistance
to developing countries?

IP POLICY MAKING AND LEGISLATION

As the majority of developing countries, including LDCs, are either members of the WTO or in the
process of becoming so, implementation of TRIPS requires changes in industrial property and
copyright legislation. In some areas the changes will be relatively minor. In others, entirely new
legislation is required. Many developing countries have already amended their IP legislation to
comply with TRIPS and meet their January 2000 deadline. A much smaller number of LDCs have so
far completed the legal and institutional reforms required to put TRIPS into practice. In addition to
TRIPS, those countries not already members of international treaties such as the Paris and Berne
Conventions may choose to join and this will require further legislative changes.

Developing countries also face choices about other IP-related reforms such as design of appropriate
protection systems for plant varieties and plant genetic material; whether and how to protect
traditional knowledge within the formal IP system; and how to regulate access and implement benefit
sharing for national biological resources as envisaged under the CBD. Few countries have so far passed
legislation in these areas. Quite apart from legislative or capacity issues, this may also reflect a lack of
political consensus on which policies to adopt. In addition to amending IP-related legislation,
developing countries also have to consider complementary reforms in related areas of the domestic
regulatory environment, such as science and technology policy and anti-trust legislation.

Integrated Policy Making

In many cases, developing countries face particular difficulties in developing a comprehensive and
co-ordinated policy on IP, in what is, for many, a relatively new area of public policy." The impetus
for policy changes in IP typically comes from international agreements to which the country is
signatory, without necessarily having a coherent idea of how they can be implemented nationally
(for example, TRIPS or the CBD). Within government, IP is a classic “cross cutting issue” affecting
the interests of several government departments who will have different positions which will need
to be reconciled. Typically, industry groups and other civil society organisations with a particular
interest or view on the matter will also lobby departments. Moreover, some foreign governments
may exert formal or informal pressure where they see their interests as being at stake. Thus the
policy making process is complicated.? Ideally, formulation of IP policy in a developing country
would be based on a sound appreciation of how the IP system might be used to promote
development objectives, derived from an analysis of the country’s industrial structure, modes of
agricultural production, and healthcare and education needs. But the expertise and the evidence
necessary to undertake that task is often in very short supply.

The reality in many developing countries is that institutional capacity is generally weak, and in
particular there is a lack of experienced and well-qualified officials. In the majority of developing
countries there is considerable dependence on technical assistance, in the form of draft laws, expert
advice and commentary on new draft legislation, provided by WIPO and other bodies. In the words
of one commentator:



“LDCs in particular do not have local experts to evaluate the suitability of model international laws to
local economic, social and cultural conditions. LDCs often lack drafting expertise and are reliant upon
outside legal drafters, who may be brought in from those western legal systems to which the LDC has
historical links as consultants or on contract basis for a set period. The problem is especially acute in the
case of IP since there are very few people who possess both the specialised technical skills of legislative
drafting, as well as expertise in IP law.”*

Thus, because the policymaking process is complex and technical, governments may seek to short
circuit the process, particularly in the face of international agreed deadlines. They may therefore
leave it to their own IP experts, if available, to construct legislation with minimal intra-government
consultation. Or they may rely on foreign expertise. Either way the consistency of the IP legislation
with development policies may not be subject to adequate scrutiny.

The ability of developing countries to co-ordinate policy across government in undertaking IP-related
reforms is therefore crucial. The evidence suggests that some countries have established mechanisms
to improve the co-ordination of policy making and advice, with the main participants being the key
ministries most involved i.e. health, justice, science, environment, agriculture, education or culture
(for copyright and related rights). However, these mechanisms are often only embryonic and their
degree of effectiveness is yet to become apparent — particularly in respect of integration of IP issues
with other areas of economic and development policy. In many cases, this may reflect the fact that
such co-ordinating bodies are not able to draw readily on a supply of the necessary technical advice
and expertise, but it will also reflects divergent interests within government.

Box 7.1 Participatory Policy Making in Action: South Africa

Since the late 1990s, the South African Government has been considering reforms to the
country’s copyright legislation. In the past, the publishing industry was the main interest group
participating in the process of influencing government policy on copyright. However, in recent
years, the educational sector has played an increasingly active role, calling for amendments to
the law to address electronic copyright and to make provision for distance education, special
educational programmes and the needs of disabled people (for example, the blind).

In 1998, the Department of Trade and Industry published Draft Regulations to amend the current
Regulations attached to the Copyright Act. The educational sector responded by setting up a
Copyright Task Team, under the auspices of the South African Vice-Chancellors’ Association (SAUVCA)
and the Committee of Technikon Principals (CTP). Stakeholders were invited to present position papers
on the Draft Regulations and then to submit comments on them. As the Draft Regulations were
restrictive to education, the Copyright Task Team submitted a consolidated document of comments
and objections from the educational sector. As a result, the Draft Regulations were suspended.

In May 2000, the Department of Trade and Industry again published proposals to amend the
Copyright Act. The SAUVCA/CTP Electronic Copyright Task Team was established to address the
proposed amendments, as well as other issues not included in the proposals (e.g. those
mentioned above). The proposed amendments were again restrictive to education. After the
said Task Team held discussions with four Government Departments, namely, Trade and Industry;
Education; Communication; and Arts, Culture, Science and Technology, a number of the more
contentious amendments were withdrawn.

In January 2001, both Task Teams were disbanded to create two more permanent Intellectual
Property Committees to represent the educational sector, namely, the SAUVCA IP Committee and the
CTP IP Committee. These Committees have since held discussions with the Department of Trade and
Industry, the Publishers’ Association of South Africa, the International Publishers' Association and the
Business Software Alliance. The SAUVCA IP Committee is currently preparing a working document on
"fair use" and "multiple copying for educational purposes," for further discussion with stakeholders.
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An under-emphasised aspect of IP reform in developing countries is the importance of the
policymaking process itself, and the capacity for stakeholders, in government and outside, to
participate in shaping policy and new laws. At one extreme, a country such as India has a broad-
based, extensive system for public consultation and debate (including public workshops on
controversial topics such as protection of biodiversity and traditional knowledge), as well as a high
level of expertise within the academic, business and legal communities. At the other, in one sub-
Saharan African developing country we reviewed, new copyright legislation was passed after just
a technical drafting process with minimal public consultation or debate.

Developing countries such as Kenya, for example, which have longer traditions of IP policy making
and a larger constituency of IP lawyers, academics and interested civil society organisations, are
somewhere in the middle of this spectrum. During our visit, for example, we were able to meet the
recently established TRIPS sub-committee responsible for considering how Kenya implements the
TRIPS Agreement. This sub-committee included representatives from various government
departments as well as from the private sector. In many developing countries, however, we believe
there is still substantial room for improvement in terms of building a genuinely participatory
process for IP policy reform. This objective should be given more emphasis by governments and
donors alike.

Developing countries and donors should work together to ensure that national IP reform processes
are properly “joined-up” with related areas of development policy. Likewise, greater efforts are
needed to encourage more participation by national stakeholders in IP reforms. In providing
technical assistance, donors must be mindful of the need to help build the capacity of local
institutions to undertake IP policy research and dialogue with stakeholders, in addition to
providing international experts and legal advice.

IPR ADMINISTRATION AND INSTITUTIONS

Introduction

There is very wide variation in the volumes of IPR applications and grants processed by developing
countries (see Table 7.1.) and this has an important bearing on the institutional requirements for
IPR administration. Applications are in part determined by whether the country is a member of the
PCT or other international arrangement or of a regional organisation. But in most developing
countries only a very small proportion of applications made under these agreements currently enter
the “national phase” where substantive grant and registration takes place. Other factors include
differences in national IP laws and regulations (which may be more or less attractive to applicants)
and the IP policies of multinational corporations.

A WIPO study in 1996° surveyed 96 developing countries and found that in over two-thirds of the
sample, administration of industrial property was performed by a department within a ministry of
industry and trade, or a ministry of justice. In 10 countries, an independent government agency was
responsible for administration of industrial property. The administration of copyright was
performed by a department in a ministry of education or culture in a third of the sample and by an
independent copyright agency in 15 cases. Interestingly, in another third of the countries sampled,
there was no special unit identified at all within the government with responsibility for copyright
administration.

But there appears to have been a significant increase in the number of developing countries that
have moved to establish a single, semi-autonomous IP institution with responsibility for
administration of both industrial property and copyright. Jamaica and Tanzania are two examples.
There are good arguments for establishing a single, semi-autonomous IP administration office,



Table 7.1 Volumes of Applications and Grants in Eight Developing
Countries, 1996-98

Country 1996 1997 1998
Appls Grants Appls  Grants Appls Grants
Patents
China* 52714 2976 61382 3494 82289 4735
Guatemala 104 8 135 15 207 17
India 8292 1020 10155 N/a 10108 1711
Jamaica 79 23 70 21 60 16
Kyrgyzstan* 20305 125 25103 133 33905 91
Malawi* 39034 117 49934 49 67760 80
Sudan* 39061 97 49920 37 67719 64
Viet Nam* 22243 61 27440 111 35748 N/a
Trademarks
China** 150074 121475 145944 217605 153692 98961
Guatemala 8206 5490 10588 6369 9988 4806
India N/a 4436 43302 N/a 36271 4840
Jamaica 1537 1346 1883 2195 2005 1966
Kyrgyzstan** 2803 3297 3008 2592 3112 2760
Malawi 624 316 819 422 582 320
Sudan** 1508 1508 1482 1482 1514 1514
Viet Nam** 8440 6615 7830 5174 2838 2534

Source: WIPO website.
* Member of PCT during this period. ** Member of Madrid Agreement or Protocol during this period.

Note: The cost of designating countries under the PCT is negligible hence applicants routinely designate a
large number of countries. So although the total numbers of patent applications in the PCT member
countries shown appear very large, only a very much smaller number of these enter into the “national
phase” where action is required by national offices involving the grant of a substantive patent in the
country concerned.

under the supervision of a suitable government ministry. These include the separation of the policy
and administrative functions; creation of a more business-oriented approach to cost-recovery and
expenditure control (including capital investment strategies and market-based staff remuneration);
and the potential benefits from better policy co-ordination across different areas of IP.

Human Resources

The number of staff involved in IPR administration in developing countries varies enormously: from
one untrained person in the Ministry of Trade and Industry in Eritrea to over 800 hundred staff
across three different government agencies in India. To meet the minimum administrative
standards required by TRIPS, the number required for a skeleton office handling very low volumes
of IPR applications would be perhaps 10 professionals and a similar number of
administrative/support staff. This requirement could be expected to rise over time with increased
volumes of IPR applications.
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Box 7.2 Making up the Numbers: the Staffing of IP Offices in Seven
Developing Countries

India: The Patent Office has a total staff of approximately 300 against an authorised
complement of 530 (this includes 40 patent examiners out of an authorised total of 190
examiners). The Trade Marks Registry has a total of 259 staff against an authorised total of 282.
And the Copyright Office has a total staff of 12, of which 9 are professional posts.

Jamaica: The recently established Intellectual Property Office, under the Ministry of Industry,
Commerce and Technology, has a complement of 51 posts, of which only around half are
currently filled.

Kenya: The Intellectual Property Institute has an establishment of 97 staff, 26 of which are
professional posts and 71 are administrative.

St Lucia: The Registry of Companies and Intellectual Property, under the Attorney General’s
Department, has a complement of 9 posts with one post currently vacant.

Trinidad and Tobago: The Intellectual Property Office has a complement of 23 staff at present,
with 6 posts vacant. A revised organisational structure proposes increasing the staff complement
to 54 posts to handle the present workload.

Tanzania: The Intellectual Property Division of the Business Registrations and Licensing Agency
has 20 staff (11 professional and 9 administrative).

Vietnam: The National Office of Industrial Property has 136 staff in total (87 professionals and
49 support staff) and there are a further 22 staff in the Copyright Office.

Source: Leesti, M. & Pengelly, T. (2002) “Institutional Issues for Developing Countries in Intellectual
Property Policymaking, Administration and Enforcement”, Commission on Intellectual Property
Rights Background Paper, p.27

Almost all developing countries face shortages of professional staff in their national IP
administration. In LDCs and the smaller, low income developing countries, the availability of
technical and legal expertise tends to be in short supply. Where legal expertise does exist, there is
no IPR speciality. In the more advanced or larger developing countries there is generally a greater
availability of legal expertise in IP, particularly in the trademark field.

Information Technologies

IT systems are now a critical requirement for efficient IP administration. They enable easy access to
a wide range of information on IP policy subjects as well as to the on-line patent databases and
libraries of organisations like WIPO and the major patent offices. They are thus an important
determinant of institutional capacity. Whilst the basic hardware requirements are fairly limited for
small IP offices and the necessary software is readily available, the extent of automation and
Internet-connectivity is surprisingly low.® Although some larger, higher income developing countries
have fully automated systems for searching and application processing, a large number of countries
still have manual, paper-based systems. This not only hinders efficient processing of applications but
also greatly complicates collection of important statistical and management information.



EXAMINATION VERSUS REGISTRATION SYSTEMS AND
COOPERATIVE ARRANGEMENTS

The administration of industrial property rights involves receiving applications, formal examination
(if applicable), granting or registration of the IPRs, publication, and processing of possible
oppositions. As some IPRs expire after specified periods of time, further steps are required to
complete renewal procedures and documentation of the decision. The level of public
administration required for copyright and related rights is minimal, however, as these rights are
automatically acquired and do not require renewals.

By far the most challenging aspect is the substantive examination of patent applications to ensure
not only that the claimed invention is novel, inventive and industrially applicable, but also that the
applicant meets the disclosure requirements. Some patent applications now run to thousands of
pages of technical data, in a wide array of technology fields, and substantive examination involves
both professional/technical competence and access to the international patent information
computer databases. Such institutional capacity requirements are very much beyond the reach of
most IPR administration agencies in the developing world (with a few exceptions). Very few
developing countries are capable of doing substantive examination in a broad range of technology
sectors in-house.

One way for developing countries to resolve this problem is through use of a registration system
under which patents would simply be accepted and granted without substantive review. There
might be a simple review to ensure that the formalities of the law were satisfied. This would
strongly reduce the costs of patent offices and human resource requirements. But, lacking a filter
for registration, abusive practices of patenting may flourish. Given the presumption of validity that
such a patent might enjoy, the burden of proving a patent invalid falls on the public or affected
competitors. This may be too heavy a burden. In addition, establishing a local examination system,
even if resource-constrained, permits the creation of capacity to draft and read patent documents,
and to use them as a source of information. High mobility of patent offices’ personnel often
ensures the transfer of such capacity to the private sector or research institutions.

Regional or International Co-operation

Many developing countries have decided that regional and/or international co-operation in IPR
administration is essential to reduce costs and increase efficiency. For patents in particular, many rely to
a greater or lesser extent on the work of the EPO and the patent offices of the US and Japan, who
together undertake the substantive examination for the majority of applications worldwide. In practice,
there are three main options open to developing countries for regional/international co-operation.

Patent Co-operation Treaty

The first option is membership of the PCT and Madrid systems. Membership of the PCT system allows
national patent offices to minimize search, examination and publication tasks. It also allows
domestic applicants to file for international patent protection in all PCT members at relatively low
cost (plus residents of developing countries get a 75% reduction in all PCT fees). Membership of the
Madrid system produces similar advantages in trademark administration as the PCT.’

Countries may opt to apply Chapter | (International Application and Search) of the PCT only, and not
Chapter Il (International Preliminary Examination) if they consider that the examination made by a
foreign patent office would lead to the application of standards and criteria significantly different
from those in force locally, particularly in critical areas such as pharmaceuticals and biotechnology.



INSTITUTIONAL CAPACITY

Contracting Out

The second option is to contract out patent administration to another national or international
patent office, or a private organisation. For example, the EPO offers a service for search and
examination for patents for some countries in Eastern Europe. A similar system for patents is offered
to developing countries, although no country has yet taken advantage of this option. Developing
countries are also able to seek assistance from WIPQO's Patent Information Services (WPIS) for search
and examination of individual patent applications.® A further variation is to utilise expertise within
local universities, where this exists, for technical examination of patent applications, as is the practice
in Chile, for example. Similarly, in Brazil, the Ministry of Health is obliged by law to assist the
Industrial Property Institute (INPI) in the examination of pharmaceutical patents.

Regional Organisations

The third option is membership of a regional industrial property system. There are currently four
regional industrial property organisations in the developing world. In Eastern Europe and Central
Asia, the Eurasian Patent Office has nine member states. In the Arab region, the Gulf Co-operation
Council Patent Office includes six member countries. Within the African region, there are two regional
industrial property organisations: OAPI and ARIPO which have 16 and 15 member states respectively.
In addition, the six countries of the Andean Pact have developed common IP legislation (though this
is still administered individually by national governments) and there are ongoing initiatives in the
Caribbean and in South-East Asia. There are currently no regional industrial property administration
organisations in Latin America, the Caribbean, Pacific, South Asia, or South East Asia. A majority of
the LDCs (27 out of 49) are currently not members of regional IP organisations.

Whilst regional co-operation offers advantages for developing countries, it is principally focused in
the area of IPR administration. This still leaves the requirement for national institutions to perform
the important functions related to policymaking, participation in international rulemaking,
enforcement and regulation of IPRs. Regional organisations, therefore, may complement, rather
than wholly replace, an effective national IP infrastructure.

At the same time, regional/international co-operation also has some potential disadvantages for
developing countries. First, membership of a regional system, depending upon its structure and the
flexibility which is built in to cater for members’ national interests, may make it more difficult for
individual developing countries to apply IP regimes tailored to their needs (for example, with
different terms and levels of protection in certain fields of technology). For example, LDC members
of OAPI cannot take advantage of the extended transition period under TRIPS or the longer
extension on pharmaceutical product protection granted to them in the Doha Declaration, unless
the recently revised Bangui Agreement is amended to that effect. This is not the case for LDC
members of the ARIPO system, who have more flexibility to fashion their own patent legislation
and practice.® Second, membership of a regional or international patent system may create
difficulties for a developing country to operate an effective system of oppositions for challenging
the validity of patents. Finally, reliance upon regional institutions may hinder building up the (still)
necessary IP related expertise and institutional capacities at the national level (for example, in
policy making, enforcement and regulation).

Clearly, developing countries need to weigh the advantages and disadvantages of regional and
international co-operation and choose the patent regime that is best suited to their national
circumstances. At the same time, it may be helpful for the advocates of IP-related
regional/international co-operation to demonstrate how some of the potential disadvantages for
developing countries may be overcome or mitigated in practice. A more active and informed
debate could help developing countries to understand the advantages and disadvantages of
regional/international co-operation and reach the correct decision.



COSTS AND REVENUES

The Cost of an IP System

The establishment and operation of the IP infrastructure in developing countries involves a range of
both one-time and recurrent costs. One-time costs could include acquisition of office premises;
automation (hardware and software) and office equipment; consultancy services (for policy research,
the drafting of new legislation, design of automation strategies, management re-organisation etc);
and training of staff in the relevant agencies dealing with policy/law making, administration and
enforcement. Recurrent costs could include staff salaries and benefits; charges for utilities;
information technology equipment maintenance; communications services (including development of
an annual report and website); travel expenses for participation in meetings of the international and
regional organisations; and annual contributions to WIPO and regional organisations.

It is very difficult to draw general conclusions about the scale of these costs in developing countries,
primarily because of different volumes of IPR applications required to be processed, variances in local
labour and accommodation costs, and policy choices that different developing countries make in
designing their IP infrastructure. For example, costs will be far higher in developing countries that
operate substantive patent examination systems, compared to those using a registration system
without any examination.

A 1996 study by UNCTAD reported some estimates of the institutional costs of compliance with TRIPS
in developing countries.” In Chile, additional fixed costs to upgrade the IP infrastructure were
estimated at $718,000, with annual recurrent costs increasing to $837,000. In Egypt, the fixed costs
were estimated at $800,000 with additional annual training costs of around $1 million. Bangladesh
anticipated one-time costs of only $250,000 (drafting legislation) and $1.1 million in annual costs for
judicial work, equipment and enforcement costs, exclusive of training. The World Bank recently
estimated that a comprehensive upgrade of the IPR regime in developing countries, including
training, could require capital expenditure of $1.5 to 2 million, although evidence from a 1999 survey
of relevant World Bank projects suggested that these costs could be far higher." A recent report on
modernizing Jamaica’s IP system estimated initial automation costs alone of around $300,000."

Meeting the Costs

In most developing countries, IPR administration agencies charge various fees for services related
to processing applications for IP rights and also for renewing those rights once awarded. In some
larger developing countries, such fee revenues are significant and far exceed their operating
expenditures. In Chile, for example, fee revenues from the administration of industrial property
rights amounted to $6 million in 1995, compared to recurrent expenditure of $1 million in the same
period. In developed countries, IP offices often earn substantial surpluses, normally contributing
significant sums to national treasuries.

The research that we commissioned indicates typically more modest, though increasing, revenue
streams in many developing countries." For example, IP fees revenues for the 1999/2000 financial
year were $2.5million in India, $629,000 in Kenya, $230,000 in Trinidad, $214,000 in Tanzania and
$162,000 in Jamaica. Fees from trademark administration are typically the largest single source of
revenue as the granting of patents and other IPRs produces much lower revenues by comparison.
This is especially true in low income developing countries.

Of course, the critical financial issue is the balance between revenues and expenditures. As the
World Bank has pointed out, it seems hardly desirable that developing countries should divert
resources from over-burdened health and education budgets to subsidise the administration of
IPRs. Yet, this is a real risk in some smaller or low income developing countries which are likely to
process very low volumes of IPRs for many years to come. From our own research on eight
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developing countries, four appeared to be generating sufficient revenues from IP fees to cover
administration expenditures, at least in terms of operating if not capital costs. However, Jamaica’s
IP office appears to be currently operating at a loss (about $120,000 in the 1999/2000 financial year)
so requiring a subsidy from Jamaica’'s taxpayers, whilst in three other countries we examined,
insufficient data were available for us to reach a judgement.®™

Most developing countries will probably need to structure their capital investment programmes for
IPR in stages and ensure that the service fees are set at a level where the full range of financial costs
incurred in the IP system are recovered. This points to the need for rigorous financial management
and accounting systems and for fees to be reviewed on a regular basis. The evidence we reviewed
suggests that these conditions are not in place in some developing countries: for example, in
Uganda patent fees were last revised in 1993.

As high fees may discourage some types of applicants from obtaining IPRs, a number of countries
have chosen to adopt a tiered-system of charges, where reduced fees are charged to non-profit
organisations, individuals and small commercial organisations, such as those where the number of
employees or level of turnover falls below specified thresholds. This seems a very sensible cost-
recovery policy to adopt, as it should provide a means of developing the national IP infrastructure
and delivering improved services for users, without placing additional burdens on public finances. A
policy of charging higher fees to applicants from developed countries may strike some as attractive,
but this would be inconsistent with the principle of national treatment required under the Paris
Convention and TRIPS. But because the overwhelming majority of patent applications in most
developing countries are from abroad, a comparable income may be generated with a tiered system.

Over time, streamlining IPR administration through automation and regional or international co-
operation in some countries may help to generate higher volumes of patent applications a