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For many Americans, govern-
ment i nter f erence w i t h t he 
operat ion of f ree markets is 

a serious concern on an emotional 
level above and beyond the commer-
cial concerns involved. An example 
of such interference is the concept 
of Òcompulsory l icensingÓ wi thin 
patent laws Ð a subject that is f re-
quent ly ignored simply because i t 
is so rarely seen in practice. Simply 
put, compulsory licensing is a means 
by which a party can ask the gov-
ernment to intervene on its behalf to 
ensure that it gets access to a patent, 
usual l y at a l ower-t han-market -
value rate. The special circumstances 
giving rise to such requests are nor-
mally domestic medical or national-

defense emergencies Ð si tuat ions 
urgent enough to warrant set t ing 
aside the patent right that the gov-
ernment has already granted. 

Taiwan attracted much attention 
in 2005 for i ts proposed compul-
sory l icensing of RocheÕs Tami f lu 
patents dur ing the ear ly stages of 
worldwide awareness of the spread 
of avian flu. Initially there was talk 
of mak ing some of the local pro-
duct i on avai l abl e overseas once 
Taiwan's own needs had been met, 
but later announcements indicated 
that Taiwan would limit sales to the 
local market and even then only seek 
to sat isfy needs above and beyond 
RocheÕs capabilities to produce. 

A t  about t he same t i me, sev-

eral cases regarding key patents for 
CD-R disks held by Philips, the elec-
tronics giant headquartered in the 
Netherlands, were moving through 
TaiwanÕs cour t system. Gigastor-
age, a Tai w anese company t hat 
had unsuccessfully sought a l icense 
from Philips (after a previous license 
had been revoked on grounds of 
alleged under-reporting of sales), had 
appl ied to the Taiwan government 
to award it a compulsory license in 
these patents. In 2004, that request 
was granted by the Taiwan Intellec-
tual Property Off ice (TIPO) under 
the Ministry of Economic Affairs.

Si nce CD -R d i sk s seem f ar 
removed f rom nat ional heal th or 
national security emergencies, what 
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was going on here? With Gigastor-
age Ð and TaiwanÕs CD-R industry 
as a whole Ð primarily aimed at the 
expor t market , was this a case of 
protect ionism cloaked in technol-
ogy pol icy? The answers appear to 
be of l i t t le comfor t to technology 
companies. At the heart of concern 
by Intellectual Property Rights pro-
fessionals i s whether the Taiwan 
governmentÕs decisions on compul-
sory l i censing are an omen that a 
technology ÒBoxer Rebel l i onÓ i s 
in the mak ing. In other words, i s 
Taiwan hurt ing i ts long-term inter-
ests by launching a shor t -sighted 
strike at foreign rights-holders? 

In Taiwan, the provisions cover-
ing compulsory l icensing are found 
in Article 76 of the Patent Law. The 
relevant portion of the article states 
that in addi t ion to such purposes 
as Òcoping with nat ional emergen-
ciesÓ and Ònon-prof i t -seek ing use
É for enhancement of publ ic wel -
fare,Ó a compulsory l icense can be 
granted Òin the case of an applicant's 
fai lure to reach a l icensing agree-
ment wi th the patentee concerned 
under reasonable commercial terms 
and conditions within a considerable 
period of t imeÓ Ð with the st ipula-
tion that such production be aimed 
mainly at sat isfying the domest ic 
market. And this is where the Phil-
ips-Gigastorage si tuat ion appears 
to have slid off the tracks for a wild 
ride. 

What are Òreasonable terms and 
condi t ions?Ó From a f ree-market 
standpoint, given the active market 
for l icensing technology, including 
CD-R patents, there were adequate 
means by which Phi l ips and those 
who wanted to l icense i ts technol -
ogies could agree upon terms and 
condit ions that were Òreasonable.Ó 
Philips, of course, had a strong desire 
to maximize i ts l icensing revenues 
acr oss a w i de r ange of  compa-
nies engaged in the manufacture of 
CD-Rs. Wi th compet ing technol -
ogies for storage moving quick ly 
wi thin the market , CD-R technol -

ogy would remain the most popular 
and economical solution only within 
a l imited t imeframe, giving Phi l ips 
st rong incent i ves to hold i t s roy-
alty rates low enough to keep CD-R 
products as a competitive part of the 
market.  

ÒReasonableÓ here should not 
mean a l ow r at e desi r ed by t he 
would-be l icensee, but rather one 
that ref lects market condit ions. As 
w i l l be shown below, Phi l ips had 
been carrying out a f lexible pricing 
pol icy that was responsive to con-
stantly changing market conditions. 

What is Òa considerable period of 
time?Ó This part of the law gets a bit 
messy. Time is relative, and if there is 
a phrase with loads of wiggle-room, 
this is i t . But of course, cases nor-
mal ly do not even get to this stage 
unless there have been problems with 
the Òreasonable terms and condi -
tions.Ó 

From the prospect ive l icensorÕs 
standpoint , i t could cer tainly feel 
that a Òconsiderable period of timeÓ 
has been wasted discussing royalty 
rates with an exasperating counter-
party. But the policy thought behind 
this rule is that beyond ini t ial pos-
tur ing (that is, the sor t of sl ight ly 
unreasonable positions a party might 
take at the start of negot iat ions to 
see if its counterpart is a bit dumb), 
fur ther delays might be intended 
to unreasonably block others from 
using a given technology. The word-
ing of the law is an effort to try to 
prevent such Òtechnology closure.Ó

Unfor tunately the law doesnÕt 
even speci fy whose faul t the delay 
should be before one side can rely 
upon it to ask for government inter-
ference. What these provisions mean 
for technology companies trying to 
do business in Taiwan is that unsuc-
cessful potential technology licensees 
can run to the government and ask 
for i ntervent ion i f they donÕt get 
what they want . And the Taiwan 
government gets to make the call as 
to whether the local company was 
treated ÒunreasonablyÓ and whether 

a Òconsiderable period of timeÓ has 
gone by. Where such broad latitude 
is given to the government, it is espe-
cially important that a great degree 
of procedural fairness and transpar-
ency exists. 

For the domestic market 

A r t i cl e 76 al so st i pulates as a 
general principle that use of a com-
pulsory l icense Òshal l be restr icted 
mainly to the purpose of sat i sfy-
ing the requirements of the domestic 
market.Ó But in the next paragraph 
i t then states an except ion Òin the 
event that the patentee has imposed 
restr ict ions on compet i t ion or has 
commit ted unfai r compet i t ion, as 
confirmed by a judgment given by a 
court or a disposit ion made by the 
Fair Trade Commission of the Execu-
tive Yuan.Ó In such cases, regardless 
of whether the purpose of the pro-
duction is for domestic consumption, 
Òthe Patent Authority still may, upon 
an application, grant to the applicant 
a compulsory license to practice the 
patented invention.Ó 

Gi gast o r age has appar en t l y 
always produced pr imar i ly for the 
export market, which makes it odd 
that Taiwan would accept the argu-
ment that the compulsory l i cense 
was in compliance with Patent Law 
requirements. In order for i ts pro-
duct ion to be devoted pr imari ly to 
the relat ively small Taiwan domes-
t ic market, Gigastorage essent ial ly 
would have had to totally dominate 
the market, vanquishing all the other 
major producers. I f , on the other 
hand, the determination was based 
on Òrestrictions of competit ionÓ or 
Òunfai r compet i t i onÓ on Phi l i psÕ 
part, there should have been a final, 
conÞrmed ruling to comply with the 
requirements, which Taiwan clearly 
did not have. 

In documents that became public 
through l i t igat ion between Phi l ips 
and Gigastorage in the United States, 
Gigastorage appears to have submit-
ted data to the U.S. court showing a 
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far higher level of export sales than 
included in the market information 
presented to the Taiwan govern-
ment. Given the stringent penalties in 
the U.S. system for false testimony, 
it seems fair to assume that the data 
given to the U.S. court was more in 
l ine wi th actual business act ivi ty. 
Considering the export-driven nature 
of the market in this product seg-
ment, i t is strange that the Taiwan 
government had simply accepted 
the figures provided without further 
investigation. 

Some WTO considerations

As a member of the World Trade 
Organizat ion (WTO), Taiwan is a 
par t y to a key mandatory agree-
ment regarding intellectual property, 
the Agreement on Trade-Related 
A spect s of  I nt el l ect ual  Pr oper t y 
Rights (TRIPS). The relevant provi-
sion of TRIPS covering compulsory 
l i censi ng, A r t i cl e 31, addr esses 
unsuccessful ef forts to reach Òrea-
sonabl e commer ci al  t er ms and 
condi t ionsÓ wi thin a Òreasonable 
per iod of t ime,Ó whi le laying out 
numerous other requirements imply-
ing that there cannot be Òprior useÓ 
by the requestor before a compulsory 
license is granted. Article 2(1) adopts 
substant ial por t ions of the Wor ld 
Intel lectual Property Organizat ion 
(WIPO) Paris Convention of 1967, 
i ncluding i t s elucidat i on regard-
ing the backdrop against which a 
government might be ent i t l ed to 
interfere with market forces: 

Each country of the Union shall 
have the r i ght to take legi slat i ve 
measures providing for the grant of 
compulsory l icenses to prevent the 
abuses which might result from the 
exercise of the exclusive rights con-
ferred by the patent , for example, 
failure to work.

ÒFai l ur e t o w or k Ó her e hi nt s 
at the real problem: the possibi l -
i ty of technology closure. Reading 
the Par i s Convent ion and TRIPS 
together, as i t i s necessary to do, 

one sees that the clear intent ion is 
to allow compulsory licensing in sit-
uations designed to fulfi l the public 
interest through the avoidance of 
abusive practices. Within the larger 
f r amew or k of  t he W T O , T RI PS 
Ar t i cle 31 and the Par is Conven-
t ion cannot be read as carving out 
an opportuni ty for local part ies to 
demand intervention on their behalf 
by their home governments against 
foreign rights-holders. 

Was the Philips situation a matter 
of Òtechnology closure?Ó The evi -
dence indicates otherwise, in that the 
company was very actively engaged 
in licensing efforts with local indus-
try, handl ing i ts program in a very 
non-legalistic, business-oriented way. 
Contrary to some reports, the Phil-
ips licensing rates were not locked in 
but in fact changed rapidly to meet 
a market situation in which memory 
st i cks, USB storage devi ces, and 
ever-smal ler hard dr ives were rap-
idly expanding the portable options 
available to consumers. 

Pr ior to 2001, the Phi l ips roy-
al ty rate was calculated at 3% of 
net sel l ing price or ´ 10, whichever 
was higher. The Japanese Yen figure 
of course f luctuated, but according 
to industry lore the local companies 
had requested a Þxed formula of this 
sort to simplify payments. It should 
be kept in mind that when the first 
CD-R disks came out , the sel l ing 
price per piece was about US$50, but 
that f igure sl id down fast as more 
producers entered the market on a 
mass scale. By the t ime Taiwan got 
into the industry, the price was about 
US$3 per disk, resulting in a royalty 
of about US$.09 or ´ 10 per disk . 
Start ing in 2001, Phi l ips went to a 
US$.06 rate, which was lowered fur-
ther to a US$.045 Òcompliance rateÓ 
for companies willing to make basic 
commi tments such as doing thei r 
report ing on t ime, paying on t ime, 
providing an audi torÕs statement , 
and so on. 

But even under these Òcompliance 
rates,Ó i t was st i l l  est imated that 

massive underreport ing of 50% or 
more was occurr ing regularly. Fur-
ther cuts brought the rate down to 
about US$.035 in 2005-2006, and 
then with the introduction of Veeza 
CD-R technology the rate dropped 
even further to US$.025. With disks 
now going for about US$.10 ex-fac-
tory, that means an off icial rate of 
about 25% (i .e., US$.025 charged 
for each US$.10 disk). I f factored 
in with the est imated underreport-
ing in the 50-70% range, the result 
i s an ef fect i ve rate of only about 
US$.0075 to $.0125 per disk. While 
underreporting was surely a serious 
concern for Phi l ips in the midst of 
this controversy, it seems clear that 
Phi l ips was not at al l being unrea-
sonable or inflexible in its approach 
in t rying to work things out on a 
business level w i th so many local 
market players.  

Over the past four or f ive years, 
CD -R manuf act ur i ng has gone 
through numerous changes. With the 
increase in oil prices, the cost of plas-
t ics doubled at the same t ime as a 
major exodus of Taiwanese manufac-
turing Þrms made its way across the 
Strai t to China and to other coun-
tries in the region to take advantage 
of the cheap labor. CNC, Ritek, and 
ProDisk have all set up huge plants 
in China, and Daxon has set up a big 
plant in M alaysia. What this means 
is that the top ÒTaiwaneseÓ compa-
nies have become the top ÒChineseÓ 
manufacturers of CD-R products, so 
that the compulsory licensing grants, 
if intended to preserve the Taiwanese 
manufactur ing of CD-R products, 
were fighting against the current of 
much larger trends. 

Facing a massive erosion of i ts 
royal ty rates wi thin a jur isdict ion 
that remains a substantial maker of 
CD-R products, Philips took its case 
to the European Commission, appar-
ently in hopes of gett ing resolution 
ei ther through informal means or, 
if necessary, by taking action in the 
WTO dispute-resolution system. The 
European Commission conducted its 
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invest igat ion of TaiwanÕs compul-
sory l icensing system over this past 
summer, and the results are due to be 
released shortly, including the Com-
missionÕs decision on whether or not 
to proceed with a ful l -blown com-
plaint to the WTO against Taiwan, a 
step that could have negative reper-
cussions for TaiwanÕs technology 
economy. 

In late M ay 2007, Gigastorage 
and TIPO announced that the com-
pulsory l icense would be cancelled, 
given that Gigastorage planned to 
move i t s product i on of f shore t o 
Thai land, where Phi l ips does not 
have these patents registered. By July, 
T IPO announced the w i thdrawal 
by another CD-R company, Princo, 
of i ts application for a compulsory 
license. 

On September 29, 2007, Phi l -
ips and Gigastorage announced that 
they had reached a settlement as to 
royal ty amounts, a move that was 
apparently motivated by the infringe-
ment suit Philips had brought in the 
United States. With the net closing 
around i t in other jur isdict ions, i t 
probably made sense for Gigastorage 
to make a deal. 

Continuing concer ns

Despi te the set t lement reached 
between Phi l i ps and Gigastorage 
from their U.S. l i t igation, TaiwanÕs 
handl ing of i ts compulsory l icens-
ing program gives l i t t le comfort to 
technology companies. Complaints 
about TaiwanÕs program include 
a lack of procedural fai rness and 
t ransparency, as wel l as an appar-
ent ly heavy-handed t i l t in favor of 

local export-oriented industry that is 
inappropriate considering TaiwanÕs 
WTO obl igat ions. In the Tami f lu 
and Phi l ips mat ters, for example, 
the failure to appropriately consider 
clear export-orientation issues indi-
cates that the compulsory l icensing 
decisions were being made w i th-
out an adequate review of relevant 
facts and law; i t was as i f the deci-
sions to grant compulsory l icenses 
were made first, with the rest of the 
proceedings a mere show. Also, the 
governmentÕs apparent re-use of 
the same expert panels at di f ferent 
instances in the Phil ips compulsory 
licensing situation seemed to under-
cut the need to freshly evaluate the 
grant, while other aspects of the pro-
cedures appeared aimed at l imit ing 
Phi l ipsÕ abi l i ty to part icipate in i ts 
own defense. 

The major concern for IP pro-
f essi onal s l ook i ng at  Tai w anÕs 
compulsory l i censing program i s 
that what was done to Philips could 
always be done to other compa-
nies whose technologies are coveted 
by local industry. Phil ips calculates 
the potential damages from the gov-
ernment interference as being in the 
hundreds of millions of U.S.dollars, 
which is no small change. 

So how di d Tai w an get  ont o 
thi s whole misadventure? Was i t 
local poli t ics gone wrong? In look-
ing at the big picture for TaiwanÕs 
economic future, i t makes no sense 
whatsoever to inject instabil i ty and 
fear into the international technol-
ogy companies consider ing doing 
business here. Wi th Taiwan con-
sistently ranking in fourth place in 
numbers of U.S. patents appl i ed 

for and received (behind the United 
States, Japan, and Germany), it also 
no longer makes sense for Taiwan 
to have a ÒpirateÓ mentali ty. Tech-
nology policy is a long-term matter, 
but many people, both in govern-
ment and in business, st i l l  fai l to 
understand that and instead focus on 
short-term gains for local companies 
w i thout consider ing the long-run 
negative effects. 

Economical l y and technologi -
cally, TaiwanÕs interests are far more 
aligned with those of the rights-hold-
ers than with the infr ingers. Given 
the rampant violations of intellectual 
property going on across the Strait 
in the PRC Ð including infringement 
of Taiwan companiesÕ IP Ð Taiwan 
has an excellent opportunity to posi-
t ion i tsel f as a trusted partner and 
intermediary for safeguarding new 
technological developments, and to 
revi tal ize i ts manufactur ing sector 
as an ideal place for car rying out 
cutting-edge projects. TaiwanÕs semi-
conductor foundries realized this fact 
early and capital ized on it , making 
Taiwan a key player in that industry 
wor ldw ide. Wi th the PRC enter-
ing the semiconductor industry and 
new technologies always on the rise, 
however, it is essential for TaiwanÕs 
economic future that i t stop trying 
to Þght basic TRIPS compliance and 
move on to offering innovators, both 
foreign and domest i c, a ÒTRIPS-
plusÓ protective environment. 

Ñ John Eastwood, an American 
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