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Abstract

Counterfeiting and piracy can have broad economy-wide effects on trade, foreign investment, employment, innovation, criminality and the environment. Concerning the micro-economic effects, the sales volume, prices and costs of right holders are imacted as are investment, royalites and brand value. For consumers, counterfeit and pirated products may offer cheap alternatives to genuine goods but are usually of interior quality. For certain types of infringing goods, the health and safety of consumers may be put at significant risk. With respect to governments, counterfeiting and piracy have effects on tax revenues, government expenditures, and, when corruption takes place, the effectivnes of public institutions. 
Counterfeiting and piracy can have general socio-economic effects, including those on: 1. trade; 2. foreign direct investment; 3. innovation and growth; 4. employment; 5. the environment; and 6. criminal activity.
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Introduction

Counterfeiting and piracy can have general socio-economic effects, including those on: 1. trade; 2. foreign direct investment; 3. innovation and growth; 4. employment; 5. the environment; and 6. criminal activity.

Only a few studies have asseseed the general effects of counterfeiting and piracy on economies. This is due in part to the lack of consistent cross-economy counterfeiting and piracy datasets. Insights may nevertheless be gained from empirical studies that examine the effects of intellectual property rights-IPR regimes economy-wide. However, while counterfeiting and piracy and the quality of IPR regimes are related, they are not synonymous. The findings from these studies therefore cannot be directly applied to counterfeiting and piracy. The studies mentioned quantify the quality of IPR protection by a series of indices, the indices are then applied in macroeconomic analyses.
1. Innovation and growth

Innovation has long been recognized as a key driver of economic growth and thus welfare. It is stimulated in large part by the development and exploitation of ideas for new products and new processes that innovators protect through patents, copyrights, design rights and trademarks. That protection is the key to promoting innovation, which is often highly risky, time-consuming and expensive. The strongest form of IPR protection for innovation is patents, which provide innovators with time-limited exclusive rights over the exploitation of their innovations. The link to innovation appears weaker in the case of registered trademarks, which are used principally to differentiate products, and copyrights that apply to creative works rather than ideas. Counterfeitnig and piracy, to the extend that they undermine the efforts of innovators, can therefore have an important adverse effect on the growth.

The direct consequences of such decreases in investments are less research and marketing, which impedes the growth of purchasing power. Since companies constantly have to improve their products and technical solutions, innovation is one of the key tools for a successful and developing business with advantages on the market. Great disadvantages arise for companies/rights holders when infringing companies “free-ride” on research and goodwill. Loss of sales or damage to goodwill is another threat when the product does not fulfil the safety standards of the original product, due to poor quality; the rights holder.s is liable for the genuine product but may still take the blame for damage from infringing products, which they have not produced.

2. Criminal activities

Counterfeiting and piracy have attracted the attention on criminal networs, as the activities are highly profitable and carry relatively low-risks. Given that counterfeiting and piracy transfer economic rents to providers of illicit goods, one can conclude that at least some of these rents eventually could be used to sustain further criminal activity.

The growth in the role of criminal networks in counterfeiting and piracy is a concern for economies as it can undermine civil society by providing those networks with the resources required to finance a range of illicit acrivities, in a corrupt and organised manner.

Counterfeiting and piracy can often be linked to organised crime groups
, such as the Chinese Triad, and the Italian and Russian Mafias. Interpol has tied counterfeit activity to al-Qaida as well. Interpol also fears that this business is the chief method for these groups to finance their activity. The International Trademark Association (INTA) refers to the FBI, which pronounced counterfeiting as .the crime of the 21st century.

Today infringement of intellectual property rights is more attractive than drug trafficking because of the high profits and low risk. Drug and arms trafficking made the smuggling of the infringing products easier due to the existence of trade routes. Thanks to globalization, it is also much cheaper nowadays. .Breaking bulk. is an accepted technique in the infringers world, which consists of letting the product float through several countries and continents before it reaches its goal. This technique confuses the source of the producers of the infringing goods for customs authorities. However, customs have surveyed routes from an international perspective and found that Europe and the United States are the points for ultimate sales. Africa is used as a continent for transit, i.e. a continent consignments can float through before passing on to another country/continent for transit or to the end destination. Here, the producers are well aware of the free zones where they use the special legislations applicable to such transits. According to the Commission, Central and South America import the largest amountsof infringing goods for the purpose of money laundering.

Apart from this, there are several other methods such as, mixing authentic and fake items together in the same consignment or camouflaging counterfeited goods as parallel trade goods. These methods have arisen from the fact that the customs are becoming more aware and efficient and infringers now have to find new routes.

One of the most frequent methods is the one that the Commission calls “ant-like traffic”, i.e. tourists buying souvenirs while on holiday, thus supporting this unlawful business, to a total amount of several million products per year. In general, consumers are not aware of the fact that they are supporting groups that sometimes can be linked to terrorists. The street sellers that the tourists are buying the items from are often not one-person operators; usually there is a whole organisation behind them. INTA declared in their special report on counterfeiting that .extensive evidence is now available which demonstrates that organized criminals and terrorists are heavily involved in planning and committing intellectual property related crimes.

3. Environment
Counterfeiting and piracy can have negative effects on the environment. The aspects are twofold. 
Firstly, the seizure of counterfeit and pirated items raises environmental issues since destruction can be a costly process that creates considerable waste. In 2005, for example, the European Union seized 76 million articles.

Secondly, substandard counterfeit products can have environmentally damaging consequences. A case in poin is the chemical industry, which has documented cases where the use od counterfeit fertilisers caused vast damage to the environment. Some respondents from the chemical industry provided example about the destruction of harvest in large areas in China, Russia, Ukraine and Italy due to the use of counterfeit chemicals.

4. Employment

At the economy-wide level, counterfeiting and piracy affect employment in a number of ways. First, as labor is one of the key input in production, employment shifts from rights holders to infringing parties. Internationally, the shift would result in jobs being created in economies where counterfeiting and piracy tend to be widespread, and lost in other economies. Within economies, there would be a shift in employment from recognised, traditional employers to operations that are often clandestine. Working conditions in such environments can be appalling. It shoul also be noted that compounding the risk to health and safetu, due to unhealthy and often dangerous workinf conditions, is the constant threat of detection and arrest for participating in such activity. Moreover, the level of pay and bebefits fot workers employed in clandestine operations is likely to be far lower than in legitimate enterrises, as is job security. 
These above-mentioned consequences reflect on employment in the internal market as well and infringement has cost the EU approximately 100 000 jobs per year over the last ten years. This is a dangerous threat to the developing countries on the market. It can lead to the exploitation of the laws on employment, especially concerning minimum salaries. Because of the enlargement of the EU via countries with a weaker social system, this can become a big problem in the near future. It becomes a problem when the salaries in these countries are so low that people have to take jobs on the .black market. in factories that produces products that infringes intellectual property rights but offer higher salaries.In these countries, employment may increase, but for a bad end, which affect the national markets in a negative way when small, local honest companies are harmed. Infringements of intellectual property rights are, as mentioned, often located in developing countries where the costs for labour and material are low. Manufactured products are often low quality since they often do not follow any rules or standards, even if any exist.

5. Foreign direct investment
An econometric analysis of the relationsip between counterfeiting and piracy and foreign direct investment-FDI provides indications that there are effects. The analysis was conducted for three large economies that are major sources of FDI-Germany, Japan and the United States-and found that higher FDI from these economies was positively correlated with lower rates of counterfeiting and piracy in the FDI receiving economies. However, trade-related counterfeiting and piracy only serve a limited role in explaining the aggregate foregone FDI. Thus, while there are indications that reducing counterfeiting and piracy can increase inward FDI, its effect remains partial in the face of other important factors. 
Considerable analyses has been carried out that examine the relationship of the strength of IPR regimes with FDI. The indices of IPR are not an accurate proxy of counterfeiting, these studies present just a rough indication of the potential effects of counterfeiting and piracy on FDI.

Concerning factors that are important in attracting foreign direct investment, other reasons such as the quality of the labor force and cost of investment could therefore be more important. This seems to be cuported by FDI statistics. China, for example, is one of the key sources of counterfeit products but also one of the worlds largest recipients of foreign direct investment. Thus, it is likely that other factors outweight the negative effect of counterfeiting and piracy on foreign direct investment.

6. Trade

No studies have been done that estimate effects of counterfeiting and piracy on trade levels (i.e. trade volumes), due at least in part to the lack of data. The impact analysis of counterfeiting and piracy on trade did not yield a definite and conclusive result about possible correlation between counterfeiting and aggregated volumes of international trade. 

There are indications that counterfeiting and piracy may affect the structure of trade. A simple correlation suddests that economies that are known to be important sources of counterfeit products have lower export of goods, which, if their quality is substandard, could affect the health of consumers negatively. In particular, pharmaceutical product seem to have significantly smaller shares in the total export of economies that are important sources of counterfeit and pirated goods.

Summary

In 1982 the counterfeiting business was estimated at $5.5 billion dollars, in 1996 the figure was approximately $200 billion dollars and in 2003 this increased to $400-500 billion dollars/ 450 billion euros.
 This global and growing phenomenon corresponds to between 5% to 7% of the world trade, according to OECD 1998 and the International Chamber of Commerce in 1997. Similarly, statistics from the EU Customs in the year 2000 show that the trend of buying and producing products infringing intellectual property rights began in the nineties. At the earlier time, it was only luxury products, such as clocks, jewelleries and textile products that were counterfeited and sought after. Today, buyers. behaviour has changed to support new markets and traffickers now prefer mass-produced products instead of items that gave customers the value/benefit of high quality and status. For example, between 1999 and 2000, statistics showed a new trend in counterfeiting toys and games, which had increased by 94%.
In the food sector, the number of seized products increased by almost 200% between 2003 and 2004.

Technology is improving every day and that makes it easier to infringe intellectual property rights. Legislation has to help rights holders to continue development, to feel confident and rely on the law to protect their intellectual property. However, one cannot fight this battle with legislation only, one also has to improve risk technique analysis and use all experience. At the same time, the enormous demand for infringing products by consumers, which supports the growth of this market, has to be changed. The fight against the counterfeiting business has been a low priority for a long time, the laws on enforcement at the borders has not been straightforward to apply and the penalties have been insignificant. It is essential to prioritize the matter.
Today the Commission of EU ranks the fight against infringement of intellectual property as one of the most important issues it faces. A wish to improve cooperation between authorities and rights holders is required to stop the tremendous increase of infringement. This requirement has resulted in development of the existing regulations and more effective measures being taken against counterfeiters. Member State governments are also now becoming more aware of the fact that all this is extremely harmful to the internal market and the businesses within.
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