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Introduction
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¢

The protection and promotion of intellectual prdpemghts should
not be viewed as a purely legal enforcement problem

It is also an ethical problem, with roots in lorgjdhtraditions,
customs and conventions, for example, the copyimpmtings by
older and established artists by aspiring artetagst always with
attribution).

But it is above all an economic problem.

Is there some way to craft a Pareto-Improving, (Wwe-win), but not
necessarily Pareto-Optimal (i.e., globally effi¢clesolution?

In order to enable a win-win solution, one mustateepportunities
for gains on the part of Chinese participants/piage that they will
have the incentive to enforce the conditions nexsgdsr the
effective implementation of the solution.
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Price Discrimination and
Market Segmentation

¢ One way to design such a win-win solution is teetaklvantage of the
fact that if the owner of the presumably exclusitellectual property
rights is allow to price discriminate between maskes profits are
actually maximized.

¢ For example, in the 1950s and 1960s, there ar@azgid Asian
editions of U.S. textbooks published and sold ohdrand Japan, at a
fraction of the price of the same textbooks inth8. The books may
be smaller in size, the print size may be smadied, the paper may
not be as good. But they are functionally equinaleOf course there
are also the well known pirated editions produaad $old in Taiwan.

¢ One can also apply the concept of authorized edtio the
production of drugs.

¢ The use of site licensing for software is yet appilmay to achieve de
facto price discrimination.

¢ The problem then comes down to how to enforce theket
segmentation, as one does not wish to see the mauects being

sold less expensively in China find their ways beceveloped
country markets f{WhichA'tHE SEi& PriedYe muémarg )



Keeping the Markets Segmented:

New Technologies Come to the Rescue

¢ In order to prevent unauthorized exports of aueatilocal
editions, there are many possibilities. For examnBlof.
Joseph E. Stiglitz can publish an edition of hxdhdeok in
China, but using Chinese data and drawing exanfifmas
the Chinese economy. (Authorizing an older ediison
another possibility.) Such a textbook will haueiresale
market in the U.S. and elsewhere, and therefolenatlcut
Into the sales of his book elsewhere. (Drugs tsmlae
particularized to the Chinese population. E.GQthlbzontrol
pills.) Software can be modified so that they anlg with
Chinese commands so that for a potential user whes dot
read or write Chinese, the software Is basicallytwess,
no matter how inexpensive It Is.
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Keeping the Markets Segmented:

New Technologies Come to the Rescue

¢ However, there are also new technologies that ean b
harnessed to prevent exports in commercial questitFor
example, one can have an RFID identifier attacbeaht
authorized Chinese edition so that it can be sp@&#esily
when an attempt is made to take it out of the agurfor
another example, one can make the site-licensedaov
software specific machine dependent, through emnoryjor
other means, so that it cannot be transferreddthan
machine without authorization from the originaltsaire
provider (potentially even taking advantage of GPRS
capabilities to identify the location of the useihhis would
prevent unauthorized secondary distribution which
undermines the foundations of site licenses.

Lawrence J. Lau, The Chinese University of Hong ¢kon 6



Incentives for Enforcement

¢ The publisher of the authorized edition will have a
Incentive to prevent other unauthorized local edgifrom
emerging and to press for rigorous enforcemeniyofdw
its intellectual property rights.

¢ The site licensee also has an incentive to entie®o-
transfer rules on its members because its licerzseba
cancelled if it Is found that its members engage In
unauthorized transfer. This will force the sitehsee to
either pay much higher prices for the softwareoande

pirated versions and risk prosecution and law garts
damages.
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How Is This WIn-Win?

¢ This Is win-win because the owner of the intellattu
property rights can realize additional returns pihge not
available; the local users have legal access (with
maintenance) to software and updates; and both the
Chinese Government and the foreign governments are
reasonably happy. It also allows Chinese useg to
“honest”.

¢ Of course the producers of the pirated editionghare—so
strictly speaking it is not completely win-win. Bilnen a
lowering of the tariff rates or a lifting of the part control
hurts the smugglers.
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Are There Damages?

¢ Intellectual property rights infringement and vioda do
not necessarily damage the owner of the intelléctua
property rights.

¢ For example, Louis Vuitton handbags and Rolex wegch
A fake one is a poor substitute for the real thingpe owner
“knows”. So in a way, it is free advertising.

¢ This is not true for DVD's or for software, becaubkere is
no particular satisfaction in using the “real” sedire as
opposed to owning a “real” Vuitton handbag or adgxol
watch.

¢ In a way, one can also apply this argument in joalbboks.
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R&D Expenditures as a Ratio of GDP: G-}
Countries, 3 East Asian NIES & China

Figure 8.1: R& D Expenditures as a Percentage of GDP: G-7 Countries, 3 East Asian NIEs and China
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Patents Granted in the United States:

G-7 Countries, 4 East Asian NIEs & China
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Figure 8.3: Patents Granted Annually in the United States: G7 Countries, 4 East Asian NIEsand China

i —
—c A .'=J. O O
I\A'ﬂw/\ . \\\_
- US Japan
=e=\N. Germany =x=U. K.
=== France === Canada
== |taly === Hong Kong
South Korea ==+=Singapore
=== T aiwan =0==China
1 awrence at, The Chinese - University - of Horgaron A
—l < © ] N Q .0 N o
S NRIERRRRR . S g g g
SEEEEEEEEEEEEEEE 88858388888 ¢8¢8



Patents Granted in the United States and
R&D Capital Stocks, Selected Economies

Figure 8.4: The Number of U.S. Patents Granted Annually vs. R& D Capital Stocks
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The Issue of Copyright Durabllity

¢ Current copyright laws in developed

economies which

extend the rights to 70 years beyond the life efdreator

seem too long.
¢ It is a serious impediment to digital ©
material. For example, Google has

Istributiohpublished
pasically digdiall of

the books at Harvard University, anc

one can seheh

entire corpus on a keyword but downloads are not

permitted.

¢ China should enact copyright laws that either ptevor
shorter durations for copyrights created in Chm&ihina
itself or to mandate compulsory licensing in China.
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Concluding Remarks

¢ Intellectual property rights require not just emfEment but
also promotion.

¢ The best way to promote and protect intellectuapprty
rights is to devise win-win solutions so as to tzea
constituencies both domestically and overseass@su
these solutions.
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