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Overview

n Brief intro into the economics of patents
n What is a patent?
n How to read a patent
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The Economics of Patents

n Public good characteristics of knowledge:
– nonrival
– nonexcludable

n Inefficiently low private incentive to invest in innovation

n Solution: temporary rights to exclude in form of patents

n But social inefficiency because patents make non-rival good excludable

n Innovator acts like a monopolist

n Static loss vs dynamic gain
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What is a Patent? What is it Not?

n A patent is:
B Codified form of knowledge
B Publicly accessible and searchable information
B Right to deny third parties use of invention⇒ negative right – has value

only when can be potentially used to effectively exclude third parties
(value ex ante largely unknown)

B Territorial right for a predetermined limited period of time
B Consists of claims

n A patent is not:
B 1:1 measure of innovation

n Note: Patent system extremely complex
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Worldwide Growth in Patent Filings
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China’s Spectacular Patent Explosion
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What is a Patent? What is it Not?

n Main criteria for patentability of an invention:

B Novelty: invention must not yet be in public domain anywhere in the
world before the priority date of the corresponding patent.

B Non-obviousness: invention must not be an obvious modification of
what is already known, meaning that the invention must be neither
re-producible based solely on existing patented claims nor ex-ante an
obvious solution to the problem to someone skilled in the art.

B Capability of being used in any kind of industry: the patented
invention must contain the potential of commercial value through an
industrial application.
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What is a Patent? What is it Not?

n Invention has to represent patentable subject matter (defined
differently by different patent offices – which is TRIPS conform)
– A number of new concepts and methods are excluded from patent
protection by EPO: scientific or mathematical discoveries, theories or
methods, literary, dramatic, musical or artistic works, schemes, rules or
methods for performing a mental act, playing a game or doing business,
and methods of medical treatment.

– Subject matter more broadly defined at the USPTO (includes software and
business methods)
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Some Basic Concepts

n No ‘international’ patents

n National patent – patent only valid in jurisdiction where granted

n Regional patent systems, for example European Patent Convention
(EPC) or African Regional Intellectual Property Organization (ARIPO)

n Patent Cooperation Treaty – PCT system (WIPO)

n Substantial institutional differences across patent offices (has impact on
patent characteristics – e.g., (in)famous ‘Sashimi’ patents at JPO – and
patent ‘quality’)
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How to Read a Patent - Important Concepts
n The different dates associated with a patent

n Timeline
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How to Read a Patent - Important Concepts
n Inventor vs. applicant/assignee
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How to Read a Patent - Important Concepts

n Patent Family / Equivalent Set

This is not a trivial issue!
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How to Read a Patent - Important Concepts

n Independent patent claims
are the metes and bounds of
the invention protected by a
patent

n Patents typically comprise
more than one independent
claim

n Claims are of different classes
and types
– process or method claim
– product or apparatus claim
– product-by-process claim
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How Important are Patents Empirically: Survey Evidence

n Share of innovations not developed if patent protection had not been
available (Mansfield, 1986):
– Pharmaceuticals and chemicals, patent protection essential for 30%
– Petroleum, machinery, and fabricated metals, patent protection essential
for 10-20%

n Very little patenting – 4% of innovative companies in UK patent, but
large differences across industries (Hall et al., 2013)

n Dissonance: 25% of Finnish companies companies say patents most
important mechanism, 15% secrecy – but 62% say rely on secrecy, 16%
on patents (Leiponen and Byma, 2009).
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