IV. Role of the Patent System

Many theories exist on the proper justification for the patent system. Patents have
been recognized as an inventor’s natural right, a reward for innovation to recoup
the investment, an incentive to create, an exchange for a secret.!!! Patents can also
be valued as the prospect or potential for future commercialization.!!2 From the
property rights theory perspective, the system of exclusive and assignable IP rights
encourages owners to maximize innovation, efficiency and profits, in a way that is
“also best for the society.”!!3 Thus, policymakers should “create and allocate en-
titlements to resources in the fashion that best enables people to fulfill [fundamental
human] needs.” ! This chapter explores the role of the patent system in the context
of climate change by looking at three components of the patent system: patent law,
patent policy and, independent from patent policy, patent information.

A. Role of Patent Law
1. TRIPS Article 27(2) and Ordre Public

Whether or not patent law is ‘neutral’ in public purpose is a subject of ongoing
debate.''> Some argue that TRIPS Article 27(1) upholds the neutrality of patent
law by providing that, “subject to the provisions of paragraphs 2 and 3, patents shall
be available for any inventions, whether products or processes, in all fields of tech-
nology.”!1¢ Others argue that patent law is not so neutral because the underlying
justification for such exclusive rights is the utilitarian belief that technological
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progress benefits society.!!7 According to the latter view, patent law can and must
help to protect the environment, by the following mechanisms: negative (excluding
polluting inventions from being patented), positive (giving preferential treatment
to green inventions) and hybrid (combining both elements).'!8

In relation to the ‘negative’ approach, TRIPS Article 27(2) allows WTO Members
to exclude from obtaining patents, “inventions, the prevention ... of the commercial
exploitation of which is necessary to protect ordre public or morality ... or to avoid
serious prejudice to the environment ....”1? Similarly, Article 53(a) of the Euro-
pean Patent Convention (EPC)!20 states that European patents shall not be granted
in respect of inventions the commercial exploitation of which would be contrary
to ordre public or morality. The European Patent Office (EPO) Boards of Appeal
confirmed that, under EPC Article 53(a), inventions the exploitation of which is
likely to seriously prejudice the environment are to be excluded from patentability
as being contrary to ordre public.'?!

In practice, as patent examiners are not trained to evaluate aspects of ethics or
risk, 22 this provision can be applied “only in rare and extreme cases”23 and on an
individual basis. Also, assessment of the Article 53(a) objection takes account not
only of potential risks to the environment but also of the invention’s potential
benefits to society.!?* For instance, in the Onco-Mouse case,'? the Board held that
a “careful weighing up” of animal suffering and substantial medical benefit would
be necessary.!26

Some argue that patent law also contains a ‘positive’ mechanism favoring certain
technical fields.'?’ For instance, drugs have to obtain marketing approval with ex-
tensive clinical data. Since a lot of testing is executed after the patent issuance, the
effective duration of patent protection for many drugs can be relatively short. As a
result, a patent restoration mechanism supplementing the period lost due to the
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market approval proceedings has been adopted!2® to allow patent holders to recoup
their investment and to promote further innovation.

However, such mechanisms would function more as a bridge between patent law
and other regulatory regimes, than as a sub-component of patent law. Indeed, al-
though applying for SPCs or patent term restoration under the Hatch-Waxman Act
requires the existence of a basic patent, other types of market exclusivities available
under the same law can be granted even in the absence of a patent. Coming back
to the area of green technology, would green patents need a special term of pro-
tection? At this point, the answer is probably no. For one thing, as discussed earlier,
green inventions by nature are not on an equal footing with pharmaceutical inven-
tions. Generally, regulatory approval for environmental soundness is not (yet) as
rigorous as marketing approval for drugs, making any reduction of the patent term
as a result of regulatory proceedings less considerable.

A progressive example of the hybrid mechanism is the following: “it could be said
that, in order to be patented, every process or product that emits GHG should emit
8% less than the product’s emissions in 1990 (the target the EU agreed to respect
in the context of the ratification of the Kyoto Protocol). If the invention emits even
less than this target, it would qualify to receive preferential treatment (emphasis
added).”'?° The idea is to integrate the concept of environmental soundness, or
more precisely, greenhouse gas emission, into the body of patent law.

Although this model could serve as a strong motivation for going green, it would
be controversial for patent law to embrace the concept of ‘greenness’ as an actual
part of the patentability requirements. While patent law has gradually accommo-
dated new technical developments in relation to patent eligibility for example of
computer software, biotechnological inventions or business methods, the basic
patentability requirements — novelty, inventive step, and industrial application (or
novelty, non-obviousness, utility in case of the US) — have applied since as early
as the 19th century.!30 Even allowing for the fundamental nature of environmental
issues, it would be a challenge to justify why ‘greenness’ alone has to be considered
as part of the patentability requirements, amongst other important issues the world
is facing. In practical terms, without a standardized method of calculating carbon
footprints or greenhouse gas emission, it does not seem plausible yet to apply such
criteria universally to all technical fields.
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2. Business Method Patents: Bilski and Carbon Trading Inventions

Before taking a closer look at the mentioned core patenting criteria, this section
addresses the patentable subject matter issue concerning business method patents
in the context of green technology. From its experience in carbon financing, the
World Bank has observed that although it is crucial to develop methodologies for
determining project eligibility, measuring the baseline and emission, or overseeing
emission reductions resulting from a project, there are no patents or other types of
compensation to incentivize methodology developers.!3! One reason could be the
legal uncertainty associated with business method patents, hotly debated in the
Bilski case both at the US Court of Appeals for the Federal Circuit (the Federal
Circuit) and the US Supreme Court.

The Bilski invention is a method for hedging risk-associated costs in a series of
energy transactions involving energy producers and consumers. Risk-associated
costs include costs such as price and demand fluctuations due to weather
change,!32 for example:

“[Cloal power plants (i.e., the ‘consumers’) purchase coal to produce electricity and are
averse to the risk of a spike in demand for coal since such a spike would increase the price
and their costs. Conversely, coal-mining companies (i.e., ‘market participants’) are averse to
the risk of a sudden drop in demand for coal since such a drop would reduce their sales and
depress prices. The claimed method envisions an intermediary, the ‘commodity provider,’
that sells coal to the power plants at a fixed price, thus isolating the power plants from the
possibility of a spike in demand increasing the price of coal above the fixed price. The same
provider buys coal from mining companies at a second fixed price, thereby isolating the
mining companies from the possibility that a drop in demand would lower prices below that
fixed price. And the provider has thus hedged risk; if demand and prices skyrocket, it has
sold coal at a disadvantageous price but has bought coal at an advantageous price, and vice
versa if demand and prices fall.”!3?

Since the above invention is not limited to transactions involving actual commodi-
ties,!34 it could cover risk management in the carbon offsets market, in which mar-
ket participants can buy and sell extra allowances to comply with greenhouse gas
emission regulations under the CDM.!33 Without appropriate monitoring, some
carbon offsets projects may not effectively reduce carbon emissions. On the other
hand, if the regulatory monitoring and verification process becomes too strict, this
may unduly increase transaction costs for compliance. Thus, finding a compromise
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