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A starting point:

Innovation is important as:
e a long run objective to stimulate growth
e one of the responses in this time of economic crisis

Intellectual property — foundation and fuel for
Innovation in the knowledge economy

« Importance of studies on IP infringements, scale,
effects, mechanisms in order to strengthen
enforcement
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Phase 1: Counterfeit and pirated products

« Tangible products that infringe trademarks, copyrights, patents or
design rights.

 Report published in May 2008
Phase 2: Digital piracy

» Digitally transmitted pirated products (i.e., piracy not involving hard
media).

 Report recently approved by OECD member Governments, and will
be published shortly.

Phase 3: Other IPR infringements

* Yetto be scoped and funded.
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gg Tangible pro_du_cts
demand characteristics

Primary Market (deception of consumers)
— Consumers demand genuine products

— Counterfeiters and pirates can only access this market by deceiving
consumers

Secondary Market (consumers knowingly buy infringing goods)

— Under certain conditions consumers willing to buy products they know
are not legitimate.

— May be reluctant (but may still purchase) goods that have safety/health
implications (e.g., medicines, car parts, food/drink), but quite willing for
items such as t-shirts and handbags.

— This willingness will increase as the perceived discount from price of
original increases.



gg Tangible Pro_d u_cts
demand characteristics

Requirement (or likelihood)
That infringement deceives

N\
High Intermediate producers

and
Branded shops / chains

Shops
Open
markets
Street
Low vendors
Easy Difficult

Distribution difficulty



Counterfeit or pirate supply

Tangible Products
drivers

Knowing demand for
counterfeit or pirated products

Driving factors

Driving factors

Market characteristics
High unit profitability
Large potential market size
Genuine brand power

Product characteristics
Low prices
Acceptable perceived quality
Ability to conceal status

Production, distribution and technology
Moderate need for investments
Moderate technology requirements
Unproblematic distribution and sales
High ability to conceal operation
Easy to decieve consumers

Consumer characteristics
No health concerns
No safety concerns
Personal budget constraint
Low regard for IPR

Institutional characteristics
Low risk of discovery
Legal and regulatory framework
Weak enforcement
Penalties

Institutional characteristics
Low risk of discovery and prosecution
Weak or no penalties
Availability and ease of acquisition
Socio-economic factors
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physical/tangible products:
e positive marginal cost of production

* needs manufacturing facilities/physical transportation/distribution
networks

o targeted markets

e products attacked often mature and cover full range from common
everyday items to luxury goods.

such a market :
e can generate large profits
e can involve goods that have health/safety implications

e attracts organisational skills of organised crime (including infiltration
of legitimate supply chains)

e provides some opportunities to intercept products



g% | T_ang_ible Products
distribution channels

Most tangible counterfeited and pirated goods are tra nsported
through commercial transport services

Generally with appropriate documentation: such as Bills of Lading and
Letters of Credit

Goods correctly described to make it more difficult to identify fakes

Growing use of transit points to elaborate/repackage a nd re-label
goods

Especially Free Trade Zones where there is lower customs oversight



Frequently used transit points for automotive parts

Number of times localities mentioned as transit poi  nts for counterfeited goods

Frequency Localities
Frequenty Mentoneg UAE/Dubai Hong Kong (China)
Moderately Frequently Mentioned Lebanon Singapore
Turkey Eastern Europe
Sometimes Mentioned Jordan Chinese Taipel
Saudi Arabia Egypt
Malta Colombia
Canada Bulgaria

Source: OECD Survey of the Automotive Industry.




Digital Products
drivers

Supply Side Drivers

Demand Side Drivers

Market Potential
Attitude towards Piracy
Reciprocity mechanism
Profitability (or lack of cost)
Market scope

Product Specific
Content
Technical quality
Consumption and Storage
Price

Market exploitation (technology)
Reproduction

Distribution

Individual
Personal economic situation
Security awareness

Attitude towards piracy

Market Risks

Legal and regulatory Framework

Parental control

Market Specific
Product availability
Market risks
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gg Digital Products
demand characteristics

Sports Rights Owners Case Study
Unicast vs. peer-to-peer streaming sites
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digital products:

 virtually zero marginal cost of reproduction

« digital (and virtually costless) delivery

» broad (global) markets

 non-market factors prevail

o products attacked at point of greatest intrinsic value

Such a market:

* involves many millions of actors, both as suppliers and consumers
 market is global and very diffuse

o effects purely IPR related (no health/safety implications)

» does not invite participation by organised crime

« diffuse nature of activities, involving different legal jurisdiction, much
more difficult to deal with though available legal remedies
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Economic

e negative impacts on innovation and growth — tax revenues
* loss of employment where originals produced

* reduced Foreign Direct Investment (FDI)

* high cost on governments and industry to combat C&P

On rights holders
« sales volume, profits, brand value, capitalisation
« potential legal liability

On society

e consumer confidence

« for some products - health and safety — infiltration of legitimate
supply lines

 Tangible products encourages participation by organised crime (and
corruption)
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« Laws & reqgulations ineffective if not properly
enforced

« Difference between “importance” and “priority”
accorded to counterfeiting and piracy

 Insufficient public enforcement resources

« Multiple jurisdictions make enforcement/remedies
more difficult

* Penalties don’t always deter
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For the attention of policymakers

Improve co-ordination amongst domestic agencies

There must be a clear C&P policy, supported by enforceable
(and effectively enforced) legal and regulatory framework

Consider specific provisions to deal with digital piracy — care is
needed not to impact unreasonably on Internet as a tool

International co-operation where there are cross-border
transactions — especially with respect to digital piracy,

Increase training/awareness amongst government officials

Education of consumers is critical, especially the young, to
ensure the corrosive effects of C&P are clear

Enhance co-operation with industry

May be need to embrace new business models — especially in
the digital market
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