E

WIPO-ESCWAJIP/BEY/  03/3
ORIGINAL: English
DATE: April 2003

77

Y

v
A

LLLGQ{\

LEBANESE REPUBLIC UNITED NATIONS ECONOMIC WORLD INTELLECTUAL
AND SOCIAL COMMISSION FOR PROPERTY ORGANIZATION
WESTERN ASIA (ESCWA)

WIPO-ESCWA ARAB REGI ONAL CONFERENCE ON R ECENT
DEVELOPMENTS IN THE FIELD OF INTELLECTUA L PROPERTY
organized by
the World Intellectual Property Organization (WIPO)
and

the United Nations Economic and Social Commission for Western Asia
(ESCWA)

in cooperation with
the Ministry of Economy and Trade

Beirut, May 5 and 6, 200:

ECONOMIC CONSEQUENCES OF SOFTWARE PIRACY

Lecture prepared by MrCharbel Fakhoury, General Manager,
Microsoft-Eastern Mediterranean Region, Beirut



The Economic
Consequencesf Software
Piracy

Beirut,
Lebanon
May 5, 2003

CharbelFakhoury
GeneralManager,
Microsoft EasternMediterranean

2



Economiclmportanceof
ReducingSoftwarePiracy

Intellectual Property Contributed
more than US$1 trillion to Global
Commercein 1998

- TheEconomist,TheWorld in 1998
(Septembet 998)



InternationaDataCorporation
Study

 International Data CorporationIDC has
conducteda studyto measurethe contribution
of the packagedsoftwareindustry to the
economief Africa and the Middle Eastin
the year2003;

* Theresultsillustrate clearly that a reduction
In softwarepiracy resultsin cleareconomic
gains,including greaterfiscal contributions
and employmenbpportunities.



Middle East& Africa

The Middle East and Africa's small but growing $11.8 bilion [T sector already
employs more than 160,000 people and generates §38 billon a year in tax
revenues.  The reqion's IT sector could qrow to $20 billion in four years
employing 235,000 people, with a 10-point reduction in it software piracy rate.

A 10-point drop in piracy over 4 years would add:
11,000 new jobs
$4.7 billion in additional economic growth
More than $400 million in tax revenues

SourceilnternationalDataCorporation



Latin America

Despite the global economic slowdown, Latin America's IT sector has
grown into a $24 billion industry that employs more than half a million
people. A 10-point reduction in the region’s 57 percent software piracy
rate by 2006 would help the sector grow to $38 billion in revenues,
employing three-quarters of a million people.

A 10-point drop in piracy over 4 years would add:
v 25,000 new jobs
v $6.4 billion in additional economic growth
v More than $600 million in taxes

SourceilnternationalDataCorporation



EasternEurope

Eastern Europe's IT sector contributes more than $14 billion a year to its
economy, employs 350,000 workers, and delivers more than $3 billion a
year in tax revenues. A 10-point reduction in its software piracy rate
would help Eastern Europe’s IT sector grow 83 percent, to $26 billion, in
just four years.

A 10-point drop in piracy over 4 years would add:
+ 50,000 new jobs
“ %$11.2 billion in additional economic growth
v’ More than $800 million in tax revenues

SourceilnternationalDataCorporation



Asia Pacific

Asia-Pacific's IT sector, although feeling the impact of the global economic
slowdown, already employs roughly three million people and generates §95
billion a year in tax revenues. Its IT sector could double in size in just four years
— growing from $175 billion to $330 billion — with the help of & 10-point
reduction in software piracy.

A 10-point drop in piracy over 4 years would add:
* 1.1 million new jobs
» %170 billion in additional economic growth
v More than $15 billion in tax revenues

SourceilnternationalDataCorporation



CountriesAlready Experiencing

Benefits

E?yp_treducedts piracyrateby 30 percentsincel996
allowingits softwaresectorto grow 160 percentthefastest
softwareandIT sectorgrowthin the Middle Eastregion.

In fact, E%ypt’s softwaregrowthhelpedit doubleits IT sector
andwith the help of a 10-pointpiracyreductionthe country
couldgrowits IT sectoranotherb0 percentoy 2006.

Kuwait loweredits piracyrateby 13 pointssince1996,it
tripled its softwaresectoranddoubledits IT sector.

Turkeyloweredits piracyrateby 27 pointssincel996, Turkey
IS projectedo seeits IT sectormorethandoubleandits
softwaresectortriple betweer?002and2006.It would enjoy

theregion’sfastestsoftwaresectorgrowth.
9
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Dollar LossesBy Region

DOLLAR LOSSES BEY REGION (EILLIONS)

[ 2000
B zooi
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PiracyRateBy Region

80% PIRACY RATE BY REGION
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Revenud.ossedBy Region
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PiracvRates/Losses ME/Africa

Firacy Rates Ratail Software Revenue Lost to Piracy (1000

1956 1997 1908 1004 2000 2001 Reiels 1997 1908 1940 2000 200
MIDDLE EAST/AFRICA
Bahrain Q0% B9%  BOM  B2X BN TTM 54,445 §3,576 £3.012 56,021 54,745 51,179
Cyprus TO% BB% BBY &YW 63N BI% 2,540 §1,808 51,518 53,345 £2,382 1,301
Israel B9 B4% 48% 44% 1% 40% 577,261 857,060 563,239 572 487 566,256 545 429
Jordan B3% BOM BOM TRE OFIN &P 52,659 §1,883 51,584 53,276 $2,116 51,021
Kuwait 9% BR%Y BBY BI1W BN TEW 510817 57,889 56,644 513,200 58,143 55,468
Lebanan B5% 93% 93% BBN B3N 79N 51,708 §1,322 51,1145 52,059 51,600 51,347
Malta 7O b4%  B3%  SBN  S6%  53% 51,956 §1,299 51,080 52,220 51,667 5969
Mauritius BEN FTM  TBM T0X BEN 65N 51,646 §1.070 4902 51,263 51482 52,085
Jrnan 5% 03% 93% BEW FEN TMW 57,905 85,6582 54,784 59,780 £6,535 53,148
Qatar B9% BT BFM BON B1% TEN 53,206 52,760 52,325 54,451 3,736 52,705
Reunion ol DO%  SBM L4% 4% 48% 51,860 §1,232 51,036 51,458 51,881 5474
Saudi Arabia To% T4% T3 B4W S9N 5% 565,192 546,156 538 768 539,900 §21671 520013
Turkey 8% B4% BV T4N 63N GEN 590,717 564,306 555,823 598 257 596,472 527,440
UAE SO BOW 49% 47K 4% 41% 56,026 54,420 53,637 57,624 55,393 57,596
COther Middle East TI%  F3% T3 GO9W 63N 5EW 57,534 §5,538 54,661 519,103 §16,372 517,287
TOTAL MIDDLE EAST 70% 72% 69% 63% S7% G1% £285, 522 3206.003  £190.13% 3284445 £240.451 3137463
Egypt BEN BLM BGRM TR SEN SEN 518,128 §12,890 510,858 533,197 12,232 517,663
Kenya T T2% T OBTW BTN TTH 5443 §302 5254 372 £2,805 2,684
Morocco Tr T2% T2% B4% 60 61% 56675 54,555 53,829 55,267 56,045 55,531
Migeria T 72% T2 BTH BTN TI% §3673 §2,5049 2,107 52,951 53,247 54,852
South Africa 490 48% 40% 47X 45N 3I8W 543 783 569,833 504 241 584,144 54,447 540,545
Zimbabwe TO%  bE% BFM 63N 50N BEN e 604 5810 5845 5508 51,701
Other Africa 83% Fl% GBI GEN 62N BEN 151,814 894,715 577,781 5E6, 950 546,607 574,045
TSTAL AFRICA 7% 0% G5B% Se% La%W 53% £225.234 4185507 S1B0.BE0Q  $193.747  g13L5BOZ 4147072
TOTAL MIDDLE EASTS
AFRICA 4% &5 63% o0% 55% L% £510.756 £3GL.E10  43BO01% 478192 £376.344 4284634
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Software& IT Servicesss. Hardware

Software and Services Now Account For
Mast of IT Spending
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Figure 1 Source: IDC data

Figure 2 Source: IDC data
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PiracyRatesvs. Tax Benefits

Countries With Lowest Piracy Rates Receive Greatest IT Tax Benefits
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Figure 3 Source: IDC data
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PiracyReductiorvs. IT Growth

IT Growth Accelerates With Piracy Reductions

5%E Fostor 5% [T Sochar Groreeth Cheer Blost 5
Vs Wil h S 10 Foant Piescy Boch o cton

= yoor IT Sector Sorer th

B 1996-20017 Srowwsth
W 200 -2006 Projected Groeesth
O 20012006 Sroawth with pirecy redocticn

Figure 4
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GreateReductior= GreateBenefits

Larger Piracy Reductions Bring Greater Benefts
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Table 2 Cumulative benefits from piracy reductions, 2002 to 2006. GOP contribution does not include imports or exports.
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PiracyReductionRelativeBenefits

The Larger The Piracy Rate
The Greater The Relative Benefit
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China's largest 274% relative benefit is off the
Figure 5 Source: IDC data. Data for countries with piracy rates abowve 40% shown
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PiracyReductiorBenefitsBy Region

Piracy Reduction Benefit By Region
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Table 4 Regional ranking of relative benefis from
|-point piracy reduction

Millions of Dollars In Benefits From 10-Point Fracy Reduction 2002-2006

Figure 6 Source: IDC data
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Who Wins - How And Why

ReducingPiracy Delivers BenefitsIn Many Ways:

* Entrepreneurs Benefit from New Opportunities
for New Innovations

 Workers Benefit from More Jobsthat Pay Higher
Wages

e ConsumersBenefitfrom More Choicesand More
Competition

e GovernmentsBenefitfrom New Revenuedor
NeededServices
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MAJOR IMPLICATIONS OF
PIRACY REDUCTIONS

More than30 million computerdor schools
Healthcarefor 32 million people
Collegedegreedor 6.9 million people

Internetaccesg$or morethan20 million people
for four years(includingphoneandISP charges)

Primaryeducatiorfor roughly4 million
children

Economiedenefitfrom greatemproductivityleading
to higherstandardsf living

22



What GovernmentsCan Do To Take
Advantage Of TheseBenefits

Leading by example- Sincegovernmentgareamongthelargestpurchasersf software
aroundtheworld, manygovernmentsavetakenconcretestepsto sendthe messagéhatthe
governmenttself won't toleratepiracy.

Education and Awareness- To reducepiracy,governmentganincreasepublic awarenessf
cogyrightlaws, encouragéegal useof legitimatesoftwareandexplainthe consequencesf
softwarepiracy. Theycanappealo busines®wnersto adoptpropercorporatanternal
guidelinesfor usinglegal softwareandremindthemof thelegalliabilities andpotentiallyhigh
costof illegal softwareuse.

Combating Digital and Internet Piracy - To reducepiracy,governmentseedto adopt
strongerdaws specificallytailoredto addressligital andonline piracy andthoselaws must
haveworkablemechanismshatcanbevigorouslyenforced.

ReducingOptical Piracy - As partof eachcountry’sWTO TRIPSobligationto provide
deterrenenforcemenagainsipiracy on acommercialscale everycountrywhoseoptical disc
productionfacilities areproducingsignificantpirateproductmustconsidercreatingand
enforcinga specializedegulatoryframeworkfor trackingthe growth of opticaldisc
produ_ctlioncapacity,includingthecross-bordetraffic in productionequipmenandraw
materials.

Fighting Piracy By Organized Crime - Governmentganfight organizedpiracy crimesby
1) increasinghe priority of criminal intellectualpropertyinvestigationsandprosecutions?)
makingit easierfor industryto providereferrals,3) providing specializedraining for
investigatorsandprosecutors$or high-techcrimes,and4) providingfurtherassistancéo
foreignlaw enforcemenofficials in orderto getatthe borderlessatureof thesecrimes.
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Conclusion

ThesoftwareandIT sectorsaredynamicenginedor economic
growtharoundtheworld.

By reducingsoftwarepiracyratesthe T sector’srapidrateof
growthwill notonly continue but canaccelerate.

Softwarepiracyreductioncanbe a powerfultool for
umpstartingeconomiogrowth— creatingnewjobs, taxesand
usinesopportunities.

Countrieswith the highestpiracyratestodaycanunleasithe
greateseconomidenefitstomorrow.Harnessinghese
benefitsrequirescritical decisiongoday.

If acountryis to achievethefull economigootentialof its IT
sectorandthevastbenefitsthataccompanyt, thensoftware
plralcyreductlonscanbeastrategldoo for achievingthat
goal.

Whenpiracyis reducedconsumerslocal entrepreneurs,

workers,governmentsandeconomiesvin. ot



Conclusioncontd)

The Arab World hasgreatpotentialin termsof
humanresources;

Humanresourcesrethebackbonef thelT
revolution:

If piracyratesarereducedsignificantlythroughout
the Arab World, the softwareindustrywill flourish
to the benefitof nationaleconomies.

Microsofthopeso beableto helpthe Arab World
realizeits IT potential.
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