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 Beyond the Patents–Prizes Debate invites us to take a hard look at how 

government policies promote innovation.
1
  Among approaches, Daniel 

Hemel and Lisa Ouellette consider not only the standard choices of patents, 

grants, and prizes, but also make a powerful case for the advantages of 

research and development (R&D) tax credits.  By setting out a taxonomy of 

institutional choices, the authors empower us to consider which incentive 

structures are best suited to the diverse ways in which invention occurs and 

inventors operate, and to do so in light of the impact of each approach on 

who pays and who benefits.  I will use this response to ask whether it would 

be feasible (or as feasible as the authors think) to try these approaches—in 

particular, tax credits—to determine how well they work in practice.  But 

before moving to that question, I set out a few observations about the 

taxonomy itself. 

I. Observations 

Hemel and Ouellette’s central insight is that there is a sense in which all 

government interventions aimed at encouraging innovation are similar.  They 

all implicate taxpayer resources, either directly or indirectly, to some degree; 

they all potentially create deadweight loss; they can all be structured to 
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require at least some disclosure; and they are all intended to support creative 

activities that would otherwise not be undertaken.  They differ, however, 

across three key dimensions: who decides on the reward, when it is provided, 

and who pays.  There is, of course, value in simplicity and the three 

dimensions lend themselves to helpful diagramming.  But to provide a full 

picture of the institutional landscape, I believe more detail is required. 

A.  Policy Options 

There are many government interventions that could encourage creativity 

(trademarks, copyrights, data exclusivity, trade secrecy, etc.); the authors 

concentrate on those that do the heavy lifting in supporting technological 

innovation.  But they omit one option that could be usefully included in the 

mix: intramural government research.  R&D spending by federal 

laboratories, such as the National Institutes of Health, is substantial.  In 2009, 

for example, intramural spending amounted to $30.9 billion and constituted 

8% of all U.S. R&D expenditures.
2
  Thus, it is on par with the figures the 

authors cite for government prizes and tax expenditures.  If spending on 

Federally Funded Research and Development Centers (FFRDCs), which are 

run by other institutions but do work directly for government agencies, is 

included, the numbers and proportions are even higher (12% in 2009).
3
  Yet 

precious little has been written about how the government makes the decision 

to conduct research internally, or even whether it actively considers using 

other means before undertaking the work. 

 On the dimensions Hemel and Ouellette explore, intramural research is 

comparable to other federal monetary aid: the government decides the extent 

of the support, it provides funding ex ante (or more accurately, on a pay-as-

you-go basis), and it finances the innovators directly.  Like the other 

nonpatent options, a major attraction is that the fruits of the research can, but 

need not necessarily, go into the public domain.  One of the problems with it 

is that there is a strong element of cross subsidization—i.e., tax payers must 

support advances they will never use.   However, government-conducted 

research has several unique features that make the option worthy of separate 

consideration. 

 First, government scientists can act as honest brokers.  Consider the 

authors’ statement that the work pharmaceutical companies undertake to 

fulfill FDA requirements is extremely expensive.
4
  While they argue that this 

means that taxpayers uninterested in the fruits of the work should not be 

made to pay for it, many of us who have engaged in this research have 

wondered why private firms are doing it at all.  When a pharmaceutical 

 

2. NAT’L SCI. BD., SCIENCE AND ENGINEERING INDICATORS 2012, at 4–12 (2012), available at 

http://www.nsf.gov/statistics/seind12/c4/c4s1.htm. 

3. Id. 

4. Hemel & Ouellette, supra note 1, at 376–77. 
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company has already invested heavily in synthesizing, purifying, and 

characterizing new compounds, its employee-scientists are under 

considerable pressure to find these molecules not only bioactive, but also 

safe and effective.  Knowing this, the FDA has developed an elaborate—and 

hence expensive—process for submitting data for premarket clearance, and it 

also includes requirements, such as intensive recordkeeping, that are 

interposed mainly to ensure that the work is conducted honestly.
5
  But no 

matter how complex the submission obligations, it is not possible for the 

FDA to uncover all the conscious and unconscious biases that can affect 

research outcomes.
6
  It arguably makes much better sense for the government 

to save the administrative expenses, do the work itself, and then either charge 

firms directly or recover the cost of the research through a sales tax. 

 Similarly, it is becoming increasingly clear that the effectiveness of 

some pharmaceuticals is dependent on a patient’s genetic heritage.
7
  

Developing “companion diagnostics” to identify which patients will be 

harmed and which will be helped by a new drug is a promising avenue for 

improving both its safety and efficacy.  However, the Supreme Court’s 

decisions in Mayo v. Prometheus,
8
 which invalidated certain diagnostic 

patents,
9
 and AMP v. Myriad,

10
 which invalidated patents on isolated genes,

11
 

have led many to ask whether the pharmaceutical firms will be willing to 

undertake development when patents are not available to recover the cost.
12

  

A better question is whether pharmaceutical firms should be permitted to 

develop tests that will, after all, determine how many patients will be 

purchasing their products.  Once again, to ensure accurate tests, the FDA 

may be forced to create an elaborate regulatory scheme; better might be to 

have the government conduct the tests and recover the cost through a sales 

tax. 

 

5. See, e.g., CTR. FOR DRUG EVALUATION & RESEARCH & CTR FOR BIOLOGICS EVALUATION 

& RESEARCH, FOOD AND DRUG ADMIN., GUIDANCE FOR INDUSTRY: PROVIDING CLINICAL 

EVIDENCE OF EFFECTIVENESS FOR HUMAN DRUG AND BIOLOGICAL PRODUCTS (1998), available at 

http://www.fda.gov/downloads/Drugs/GuidanceComplianceRegulatoryInformation/Guidances/ucm

078749.pdf. 

6. See, e.g., Rebecca S. Eisenberg, The Problem of New Uses, 5 YALE J. HEALTH POL’Y L. & 

ETHICS 717, 718–20 (2005) (using the Vioxx catastrophe to demonstrate the problem with relying 

on the credibility of privately-conducted safety studies). 

7. See Matthew Herder, Patents & The Progress of Personalized Medicine: Biomarkers 

Research As Lens, 18 ANNALS HEALTH L. 187, 189–91 (2009) (describing how only about fifty 

percent of patients respond well to prescription drugs and arguing that a better understanding of 

genetics could better this percentage) . 

8. 132 S. Ct. 1289 (2012). 

9. Id. at 1305. 

10. 133 S. Ct. 2107 (2013). 

11. Id. at 2120. 

12. See, e.g., Arti K. Rai, Biomedical Patents at the Supreme Court: A Path Forward, 66 STAN. 

L. REV. ONLINE 111, 113 (2013), available at http://www.stanfordlawreview.org/sites/default/files/ 

online/articles/RaiSLR.pdf. 
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 Second, the government can do work that other innovators find 

impossible to undertake.  Thus, federally conducted research may be the 

answer to the “valley of death” that separates fundamental health sciences 

research from downstream pharmaceutical products.  As Arti Rai, Jerry 

Reichman and their coauthors note, some firms own libraries of small 

molecules; others own patents on druggable targets (proteins whose activities 

are potentially affected by pharmaceuticals).
13

  For various reasons, including 

Arrow’s disclosure paradox, it is difficult for firms to collaborate on testing 

the molecules against the targets.  Rai and Reichman propose that the 

solution lies in public–private partnerships.  The initial work would be done 

by the government which could then protect the information generated until 

the trade secret owners and patent holders can reach an accord on 

commercialization.
14

  Indeed, the government is already coming around to 

this view.  In 2011, the Obama Administration announced the establishment 

of the National Center for Advancing Translational Sciences (NCATS), 

which will, among other things, do exactly this type of work.
15

  A systematic 

evaluation of the innovation landscape with an eye toward figuring out the 

kinds of work best suited for intramural research, as opposed to prizes, 

grants, tax credits, or patents, would help NCATS expand its mission and aid 

other government agencies in formulating appropriate research agendas. 

B. Dimensions 

The authors discuss three questions that must be examined in choosing a 

policy approach: who decides the size, when the award is provided, and who 

will pay.  The above discussion of government-conducted research suggests 

that there are other factors, such as fostering independent expertise, that 

should be equally considered.  These include questions about learning and 

enforcing. 

1. How much is learned?—The authors largely dismiss the question 

whether the approaches they analyze differ along the disclosure dimension,
16

 

arguing that patents—the only regime that explicitly requires disclosure—is 

not a very effective way to disseminate technical information.  In part, their 

conclusion is based on prior work by Ouellette, which showed that scientists 

 

13.  Arti K. Rai, Jerome H. Reichman, Paul F. Uhlir & Colin Crossman, Pathways Across the 

Valley of Death: Novel Intellectual Property Strategies for Accelerated Drug Discovery, 8 YALE J. 

HEALTH POL’Y L. & ETHICS 1, 7–8 (2008). 

14.  Id. at 20–27 (proposing a new intellectual property strategy for drug discovery). 

15. Gardiner Harris, Federal Research Center Will Help Develop Medicines, N.Y. TIMES, Jan. 

22, 2011, http://www.nytimes.com/2011/01/23/health/policy/23drug.html; About NCATS, NAT’L 

CTR. FOR ADVANCING TRANSLATIONAL SCIS., http://www.ncats.nih.gov/about/about.html. 

16. Hemel & Ouellette, supra note 1, at 355–59. 
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do not learn much from patents.
17

  In part, the authors argue that grants, 

prizes, and tax incentives can also be made contingent on disclosure.  Finally, 

they suggest that securities law can act as a substitute since it too requires 

disclosure of promising innovative activities. 

 Reading patent specifications is not, however, the only way that learning 

takes place under the patent system.  Most obviously, patenting permits 

scientists to participate in conferences, publish in journals, and discuss their 

work with each other in more informal settings.  This learning can occur well 

before the corresponding patent issues or is published.  Indeed, because of 

the grace period under both the 1952 Act
18

 and the America Invents Act,
19

 

disclosure can even occur before the patent application is filed.  Early 

disclosure is useful because the information uncovered can help others in 

their own work.  Further, it can identify fruitful new research opportunities.  

Yet it is difficult to see how early disclosure is feasible under any of the other 

options considered by the authors.  In fact, the authors often note that the 

incentives provided by the other regimes work best when first-mover 

advantages, which are heavily dependent on secrecy, are also available.  

Securities laws are an interesting alternative, but they do not apply to all 

scientists, all firms, or all kinds of technical information. 

 In addition, patents can induce learning, even if they don’t intrinsically 

furnish information of any real importance.  Thus, patents inspire others to 

invent around the protected invention.   Some of this work may be 

duplicative of what the patentee did in the first place, but if it is true that 

patent specifications are insufficient to fully reveal protected technologies, 

efforts by others will generate knowledge that was not previously available.  

More important, a fresh set of eyes often sees new things, such as novel ways 

to accomplish the same result or ways to avoid disadvantages in the 

patentee’s product.  And because infringement can sometimes cover 

substantial variations on the embodiments revealed in the patent, inventing 

around can also morph into leapfrogging—that is, into the development of 

superseding inventions that are far superior to the initial advance.  To be 

sure, tax credits, grants, and prizes can put the original innovation into the 

public domain where it can be freely built upon.  These options thus make 

inventing around and leapfrogging more feasible than if patents are used.  

But, because the earlier contribution is already available, these options do not 

necessarily induce such work.  As a side benefit, inventing around creates 

 

17. See Lisa Larrimore Ouellette, Do Patents Disclose Useful Information?, 25 HARV. J.L. & 

TECH. 545, 547, 574–76 (2012) (observing that commentators agree that “patents do not currently 

disclose much useful technical information” but that “patents contain useful, nonduplicative 

technical information, but my survey data suggest that patents could be even more informative.”) 

18. Patent Act of 1952, 35 U.S.C. § 102(b) (2006 & Supp. V 2012). 

19. Leahy-Smith America Invents Act, Pub. L. No. 112-29, § 102(b), 125 Stat. 284, 285–86 

(2011) (codified at 35 USCS § 102(b) Supp. V 2012) 
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competitive products and thus reduces the cost that users (or taxpayers) must 

pay to access the innovation. 

 Government-conducted research has different, but equally important 

learning dimensions.  Now that the Bayh-Dole Act
20

 has turned many 

academics into entrepreneurs deeply involved in commercial ventures,
21

 it 

has become harder to find science-policy advisors who appear untainted by 

their own self-interest.  Yet the number of issues on which objective 

scientific advice is needed is increasing (global warming is but the tip of the 

iceberg).  A cadre of seasoned scientists, working directly for the 

government, creates a learning opportunity for society as a whole. 

There are also important synergies.  As Stuart Benjamin and Arti Rai 

have cogently argued, expertise in science is needed to guide the 

government’s innovation policy.
22

  Government scientists can help provide it.  

For example, the expertise of government scientists could be tapped to 

rectify some of the knowledge asymmetries that make setting prizes and 

awarding grants so difficult.  On a more granular level, controversies arising 

in government laboratories can identify issues at an early stage, before they 

plague the system as a whole.  For example, debates in the NIH over 

patenting ESTs (partial DNA sequences) sparked academic inquiry, PTO 

guidelines, and a Federal Circuit decision that prevented the creation of an 

anticommons in the genetics arena.
23

  PTO examiners could also learn a great 

deal from neutral government scientists, including on such matters as the 

state of the art in rapidly changing fields. 

Finally, the government is privy to a great deal of technical information, 

including, for example, both pre- and post-market pharmaceutical test data.  

Because this information often has competitive value, it is often regarded as a 

trade secret and sometimes covered by special rules on data exclusivity.
24

  

Accordingly, no private firm has access to all of it.  But as Rebecca 

Eisenberg has argued, aggregate information would make metastudies and 

 

20.  Bayh-Dole Act, Pub. L. No. 96-517, 94 Stat. 3015 (1980) (codified as amended in scattered 

sections of 35 U.S.C.). 

21. See, e.g., Peter Lee, Patents and the University, 63 DUKE L.J. 1, 37–38 (2013) (explaining 

that the Bayh-Dole Act “encouraged universities to act more like commercial entities”). 

22. See Stuart Minor Benjamin & Arti K. Rai, Fixing Innovation Policy: A Structural 

Perspective, 77 GEO. WASH. L.  REV. 1, 34 (2008) (stating that administrative agencies have an 

advantage over Congress and federal courts in their greater ability to “amass expertise and make 

decisions on complex, data-intensive matters”). 

23. See, e.g., In re Fisher, 421 F.3d 1365, 1367 (Fed. Cir. 2005) (agreeing with the PTO Utility 

Examination Guidelines); Rebecca S. Eisenberg & Robert P. Merges, Opinion Letter as to the 

Patentability of Certain Inventions Associated with the Identification of Partial cDNA Sequences, 

23 AIPLA Q.J. 1 (1995). 

24. See, e.g., Ruckelshaus v. Monsanto Co., 463 U.S. 1315, 1316 (1983); 42 U.S.C. § 262 

(2006); 21 U.S.C. § 355(j)(5)(F)(i)–(iv) (2012). 
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data mining possible.
25

  Independent government scientists, subject to laws 

against public disclosure of the raw private data,
26

 could uncover 

relationships (such as side effects) that might otherwise be missed. 

2. How are the obligations enforced?—Hemel and Ouellette mention 

enforcement but do not regard it as a significant variable.  They consider it an 

administrative cost
27

 and argue that, in this respect, R&D tax incentives are 

superior to patents because the associated enforcement costs are considerably 

lower.  As evidence, they note that litigation over tax incentives is infrequent.  

There is, however, a glass half full, glass half empty quality to their 

argument.  Is litigation less frequent because those taking tax credits are 

honest about using them only for genuinely novel research—work they 

would not undertake otherwise?  Or is it less frequent because it is too 

difficult to prove that the firm would have done the work regardless of the 

support?   Furthermore, the authors do not seriously consider grants, although 

problems of fraud and incompetence in scientific research (much of it 

government funded) are notorious and growing.
28

 

 Once the enforcement dimension is factored in, patents would appear to 

have a strong advantage.  Apart from the expense of running the federal 

courts and the patent office, it is a user-pays system in that the cost of 

challenge is borne exclusively by private parties—the firms challenging the 

patents and those who pay for the litigation through higher prices on the 

challenger’s output.  Furthermore, the patent system can capitalize on private 

information.  First, it relies on rivals’ knowledge of the state of the art as of 

the date critical to determine whether the patent is valid.  Second, as Adam 

Jaffe and Josh Lerner have argued, it exploits the field’s knowledge about 

which inventions are worth challenging. In other words, it is experts in the 

field who tell us where administrative costs are best used.
29

  As Mark Lemley 

has noted, the possibility of post-grant challenge permits the patent office to 

act with “rational ignorance” and provide a cursory examination of 

applications at the time when their significance is unknown.
30

  Enforcement 

also enhances patents’ learning dimension.  The vulnerability of patents to 

challenge on non-novelty and obviousness grounds forces would-be 

 

25. Rebecca S. Eisenberg, The Role of the FDA in Innovation Policy, 13 MICH. TELECOMM. & 

TECH. L. REV. 345, 383 (2007). 

26. 18 U.S.C. § 1905. 

27. Hemel & Ouellette, supra note 1, at 361–67. 

28. See, e.g., Problems With Scientific Research: How Science Goes Wrong, THE ECONOMIST 

(Oct. 19, 2013) http://www.economist.com/news/leaders/21588069-scientific-research-has-

changed-world-now-it-needs-change-itself-how-science-goes-wrong. 

29. ADAM B. JAFFE & JOSH LERNER, INNOVATION AND ITS DISCONTENTS: HOW OUR BROKEN 

PATENT SYSTEM IS ENDANGERING INNOVATION AND PROGRESS, AND WHAT TO DO ABOUT IT 

177–79 (2004). 

30. Mark A. Lemley, Rational Ignorance at the Patent Office, 95 NW. U. L. REV. 1495, 1495–

97 (2001). 
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inventors to survey the literature before incurring heavy R&D expenses.  By 

the same token, those challenging patents must conduct literature research to 

find prior art. In the process, they may well learn of technical information 

with which they were previously unacquainted. 

 Finally, in contrast to the other regimes, patent law is uniquely suited to 

avoiding public expenditure on inframarginal research.  The law on 

nonobviousness is directly aimed at preventing patents on “advances that 

would occur in the ordinary course.”
31

  Patents on inventions whose “time 

has come”—in the sense that exogenous developments provide ordinary 

artisans with enough information to make the invention—are readily open to 

challenge.  Much more importantly, firms make private decisions to avoid 

applying for patents on such advances and thus also save the government the 

expense of examination and adjudication.  Prizes, tax credits, and grants do 

not have comparable internal mechanisms to steer recipients toward 

genuinely innovative efforts. 

II. The Feasibility of Tailoring 

These quibbles notwithstanding, the authors offer interesting possibilities 

for tailoring government intervention to the needs of each of the innovation 

industries.  For example, they argue that R&D tax credits would be better 

than the market-based mechanism of patents at motivating research on rare 

diseases and diseases that afflict poor populations.  They also suggest that tax 

credits would be superior in fields dominated by cumulative innovation 

where patent thickets raise transaction costs.  In contrast, patents are 

preferable for early-stage start-ups in emerging technologies where public 

information is wanting, and to motivate the production of “lifestyle” products 

where the “user pays” feature is desirable from a distributive perspective.
32

 

Like others writing in this genre, the authors appear to believe that 

implementing these ideas will require the government to give innovators a 

choice between patents and other interventions.
33

  In part, the belief is 

grounded in public choice considerations.  Because patent holders constitute 

a strong lobby, they can successfully oppose any approach that they perceive 

as reducing the rewards available for innovating.  Providing an option to 

patent would blunt their resistance.  In part, the argument is that the World 

 

31. KSR Int’l. Co. v. Teleflex, Inc., 550 U.S. 398, 419 (2007). 

32. Hemel & Ouellette, supra note 1, at 376–77. 

33. Id. at 370; see also, e.g., AIDAN HOLLIS & THOMAS POGGE, THE HEALTH IMPACT FUND: 

MAKING NEW MEDICINES ACCESSIBLE FOR ALL1–2 (2008); Steven Shavell & Tanguy van 

Ypersele, Rewards Versus Intellectual Property Rights, 44 J.L. & ECON. 525, 541–44 (2001). 
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Trade Organization’s (WTO) TRIPS Agreement requires the United States to 

offer patents to all inventions in all fields of technology.
34

 

Both concerns are substantial; the problem is that the choice the authors 

would offer may be more apparent than real.  Consider, for example, inventor 

A and inventor B, each of whom invents a solution to the same technical 

problem (or a response to the same consumer demand).  A chooses to support 

his work with R&D tax credits, which requires him to forego patenting.  The 

invention falls into the public domain and is commercialized by several 

firms, with the result that it is sold competitively.  In that circumstance, does 

inventor B have a realistic option to patent her invention?  If her invention is 

different enough from A’s, she may be able to obtain a patent, but will she be 

able to recover her costs by charging a supracompetitive price?  Who would 

buy from B when A’s invention is available for less (or in more colors or with 

a better warranty)?  In short, there is no real way to offer a true option in any 

field where there is more than one innovator.  Once one makes the decision 

not to patent, everyone else operating in the same space must go along. 

Worse, there are selection effects.  Why would A choose R&D tax credits 

instead of a patent?  Perhaps because of the timing issues the authors 

discuss—they are available ex ante to support the work as it is conducted—

or possibly because A fears the invention will eventually be found 

unpatentable and his opportunity to recoup his costs will be limited.   In other 

words, because (as discussed above) patent law is particularly well suited to 

exposing work unworthy of public support, nonpatent incentives are likely to 

disproportionately attract those working on marginal, or even inframarginal, 

advances. 

Given the many instances in which the option to choose among systems 

will be a mirage, proponents of government support might as well bite the 

bullet and choose specific fields in which to try nonpatent interventions.  The 

software sector would be an intriguing place to start.  It is an area where 

cumulative innovation is the norm.  And as Richard Posner has noted, there 

are many problems with patents in this sector: because scope is poorly 

defined, trolling is rampant; the term of protection is too long relative to the 

pace of innovation; the winner-take-all priority rule rewards one innovator 

while ignoring those who laid the technical groundwork that made the 

advance possible; and the system begets resource-intensive patent races.
35

  

 

34. Agreement on Trade-Related Aspects of Intellectual Property Rights art. 27(1), Apr. 15, 

1994, Marrakesh Agreement Establishing the World Trade Organization, Annex 1C, 1869 U.N.T.S. 

299, 33 I.L.M. 1197 [hereinafter TRIPS Agreement]. 

35. Richard A. Posner, Why There Are Too Many Patents in America, THE ATLANTIC (July 12, 

2012) http://www.theatlantic.com/business/archive/2012/07/why-there-are-too-many-patents-in-

america/259725/. 
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Software patents can also prevent inventors from satisfying consumer 

demand for interoperable and backwardly-compatible products.
36

 

To be sure, breaking out a field within the software industry, or even 

software as a whole, would not be easy. As John Allison, Ron Mann, and 

many others have argued, identifying “software patents” can be difficult, 

even in the current climate.
37

  Were the rules to change, inventors would 

develop claiming ploys for evading a categorization they see as detrimental 

to their interests.
38

  Furthermore, because software patents are often (if not 

mainly) used defensively, it would be necessary to insulate those operating 

under the new regime from those who acquired rights under the old one.  But 

these practical problems do not appear insurmountable.  The difficulties 

courts and firms are encountering suggest that there are subfields within this 

industry that would very much welcome a different type of government 

intervention.
39

  Furthermore, considerable strides are being made on the 

defensive patenting issue.
40

  Finally, a defense might be created to protect 

those in the nonpatent regime from some forms of liability—for example, in 

cases of independent invention—or put limits on the remedies available.
41

 

International obstacles may, however, be more difficult to surmount.  

Interestingly, the TRIPS Agreement may not pose as difficult a problem as 

the authors think.   While it is true that TRIPS requires broad protection for 

innovation, the patent requirements are limited to “inventions” that are 

“capable of industrial application.”
42

  “Invention” is not defined by the 

Agreement.  “Industrial application” can be deemed synonymous with 

“useful,”
43

  but neither industrial application nor useful is defined either.  

Software, in particular, would be very easy to see as exempt from the patent 

 

36. See Pamela Samuelson & Suzanne Scotchmer, The Law and Economics of Reverse 

Engineering, 111 YALE L.J. 1575, 1623–26 (2002) (finding that a ban on reverse engineering would 

reduce interoperability). 

37. John R. Allison & Ronald J. Mann, The Disputed Quality of Software Patents, 85 WASH. U. 

L. REV. 297, 304–13 (2007). 

38. Id. 

39. See, e.g., Bilski v. Kappos, 130 S. Ct. 3218 (2010); CLS Bank Int’l v. Alice Corp., 717 F.3d 

1269 (Fed. Cir. 2013) (en banc), cert. granted, 134 S. Ct. 734 (2013); JAMES BESSEN & MICHAEL J. 

MEURER, PATENT FAILURE: HOW JUDGES, BUREAUCRATS, AND LAWYERS PUT INNOVATORS AT 

RISK (2008). 

40. See, e.g., Jason Schultz & Jennifer M. Urban, Protecting Open Innovation: The Defensive 

Patent License as a New Approach to Patent Threats, Transaction Costs, and Tactical 

Disarmament, 26 HARV. J.L. & TECH. 1 (2012). 

41. To begin, the decision to substitute another form of government intervention for patenting 

could be carried out as an experiment, with temporal limits.  A “mailbox” system, similar to the one 

constructed by the TRIPS Agreement for countries in transition into compliance, could be used to 

preserve the right to patent after the experiment is over.  See TRIPS Agreement, supra note 34, at 

art. 70(8).  At that point, the defense to infringement could be terminated. 

42. Id. at art. 27(1). 

43. See Id. at art. 27(1) n.5 (defining “capable of industrial application” as synonymous with the 

term “useful”). 
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requirements of TRIPS because, in actual fact, not every WTO country 

awards patents to software, and strong arguments can be made that the 

availability of copyright protection satisfies the Agreement.
44

  The authors 

have also suggested that patent rights could be modified (shortened, for 

example) and combined with other interventions.   A degree of modification 

could be accommodated within TRIPS.  The Agreement includes an 

“exceptions” provision which would permit modest changes in the exclusive 

rights granted by patents.
45

  While a WTO Panel has held this provision 

subject to the general requirement of nondiscrimination among fields of 

technology, it also emphasized that as long as a measure is drafted as an 

attempt to deal with a specific structural problem (rather than a specific 

field), it will pass muster, even if the problem arises in only one field.
46

  

Thus, a change in patent practice articulated as a means for dealing with the 

sort of problems the authors and Posner note may not violate TRIPS. 

But there is potentially a more serious problem: the authors’ discussion 

of international issues is incomplete because it looks only at international 

obligations (and then, only the TRIPS Agreement) and not at the effects of 

nonpatent approaches on the global marketplace.  At best, these are 

dismissed as solved by coordination of government support.  However, the 

authors also note that coordination efforts have been “lackluster so far.”
47

  

Furthermore, pooling support raises the same distributive justice and cross-

subsidization problems the authors discuss in relation to single-state 

interventions, but at the international level.  Why, for example, should the 

global south be made to contribute to inventions that will mostly be bought 

by those in the global north?  Why should those living where a disease is 

unknown help pay the costs of developing diagnostics and treatment for it? 

Yet TRIPS and other international intellectual property instruments were 

enacted because any one country’s decision to dispense with intellectual 

property protection can have strong spillover effects on its trading partners.  

Consider once again inventor A and B, but this time put them in different 

jurisdictions.  If A takes tax credits in lieu of worldwide patents, then B is in 

the same position we found her in before—she would be unable to charge 

more than the competitive price because her rivals would be able to offer 

products incorporating A’s invention more cheaply.  And B is not necessarily 

in better shape if A loses only local patent rights.  If A’s jurisdiction has 
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45. TRIPS Agreement, supra note 34, at art. 30. 

46. Panel Report, Canada–Patent Protection of Pharmaceutical Products, ¶ 7.104, 

WT/DS114/R (Mar. 17, 2000); GRAEME B. DINWOODIE & ROCHELLE C. DREYFUSS, A 

NEOFEDERALIST VISION OF TRIPS: THE RESILIENCE OF THE INTERNATIONAL INTELLECTUAL 

PROPERTY REGIME 53–56 (2012). 

47. Hemel & Ouellette, supra note 1, at 369. 
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eliminated patent rights in the field, B will not be able to charge 

supracompetitive prices there either.  Accordingly, it will not be able to use 

that market to earn a return that will compensate for its unsubsidized 

development costs.  Furthermore, the TRIPS Agreement does not require 

WTO members to bar parallel imports.
48

  While international exhaustion 

classically applies only to patent holders who have exhausted their interests 

through sales, members might choose to consider an innovator who has taken 

a substitute for patent rights to have similarly exhausted his interest.  If they 

do, then B will see a downward pressure on the global price as customers 

worldwide import from A’s home market. 

At the end of the day, if a country were to subsidize R&D in a way that 

makes its own products more desirable than foreign products, it might run 

afoul not of the TRIPS Agreement, but of the WTO’s Agreement on 

Subsidies and Countervailing Measures (SCM).
49

 A country’s decision to 

eliminate patents in favor of other interventions could be conceptualized as 

an attempt to boost sales (both domestic and foreign) at the expense of 

foreign inventors and manufacturers.  While the intervention would not be 

contingent on export performance and thus would probably not be 

prohibited,
50

 if it caused significant trade injury to another WTO member, it 

might be actionable.
51

  Significantly, the authors consider patent boxes as 

another potential tool, yet they are now under attack in the EU for their 

distortive impact.
52

 

The WTO’s Dispute Settlement Body (DSB) has had little experience 

dealing with R&D expenditures and their relationship to patents because, 

until recently, research expenditures were exempt from the SCM 

Agreement.
53

  In cases to date, the DSB has been more concerned with 

credits given without requiring firms to forgo patent rights—that is, it has 

suggested that patent rights may themselves be considered subsidies.
54

  The 

DSB has not considered the possibility that using tax credits to eliminate the 

need for patents could also be a subsidy because of the effect it would have 

on those in other countries who must rely on patents to earn back the costs of 

innovation.  As with TRIPS, if this arrangement were considered a problem 
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under the SCM Agreement, there are likely defenses that could be mounted 

to a challenge in the WTO.  Perhaps, despite the problems mentioned above, 

a trade-off among interventions would negate the finding of a “benefit”;
55

 

perhaps structural arguments of the sort accepted in the TRIPS 

discrimination context could be used to negate a finding of specificity.
56

 

I leave these issue to those more knowledgeable about general 

international trade obligations.  However, the fact that the WTO Agreements 

appear to interpose obstacles to changing the ways in which governments 

promote innovation deserves consideration.  Hemel and Ouellette made a 

good case for the proposition that patent rights are not the final word across 

all fields of endeavor and that other methods of supporting creativity are 

needed.  If international law is not to become a straightjacket to the 

development of better mechanisms, then it is imperative to adjust its 

strictures.  As my coauthor, Graeme Dinwoodie, and I (along with many 

others) have suggested, the DSB ought to reconsider its refusal to take a 

government’s intent into account
57

 and instead go beyond an assessment of 

protectionist impact to consider the reasons underlying national initiatives.
58

  

It could also make a sharper distinction between de jure discrimination and 

de facto effects.
59

  Further, it could judge legislative packages as a whole 

when determining their effect on right holders (in TRIPS), on other traders 

(in the GATT), and on the trade environment (in the SCM Agreement).
60

 

As international obligations become more comprehensive, the trade 

community might also consider adding exceptions to the framework 

agreements that permit limited forms of experimentation, with the 

understanding that final implementation would require renegotiation of the 

agreement.  A more flexible approach that permitted countries to try the sorts 

of interventions suggested by Beyond the Patents–Prizes Debate would, after 

all, ultimately benefit the entire WTO membership. 
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III. Conclusion 

In Beyond the Patents–Prizes Debate, Daniel Hemel and Lisa Ouellette 

urge reconsideration of the role that patents play in encouraging innovation.  

Their taxonomy lays the groundwork for considering a full range of 

alternative regimes.  As things currently stand, international obligations may, 

however, make it difficult to implement alternatives.  Thus, the article 

requires us to think about more than just changes that could profitably be 

made to intellectual property law; it also requires reconsideration of the 

flexibilities that the international regime offers to nations to experiment with 

new ideas. 


