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IPR Protection Strength and the Market for Knowkdg

Benedek Nagy

The world of today is called information societhisTmeans, that information, knowledge
and achievements of the intellect are gaining ipdanance in production over the more
conventional factors of production like labour ampital. Who has the knowledge and the
know-how, also has the advantage in competition.

Knowledge or intellectual products have, howevharacteristics of a common good,
which preclude its trade, and hinders specialisafio its production. Knowledge is common
good inasmuch as there is no rivalry in its used atso no natural excludability. Intellectual
Property Rights (IPRs) are an artificial way to latast partial excludability which can —
beside encouraging innovation — render intellectpralducts tradable.

In this paper | am going to focus on the trade tethaspects of intellectual property
rights from an institutional economics point of wiel intend to explore the relationship
between tradability as determined by the strendtthe actual IPR regime and the intensity
of trade in intellectual properties across coungtié am exploring the theoretical basis for
the relationship between international mobilityimtellectual products and the country’s IPR
regime. Based on models and cross-country empiritzdh the strength of intellectual
property rights does influence the magnitude odéreof intellectual products between
countries. My hypothesis is, that when a countliyR regime becomes stricter relatively to
its trading partners, this facilitates the inflowf &nowledge to the country. This is the
technology transfer that can help developing caestto grow.
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1. Introduction

In the last decades it becomes increasingly cthat,those countries will be able to
benefit from the new kind of international competitwhich can better adapt to the
challenges of the knowledge-based economy. Knowlasiggaining in importance
as an input to the production process. Thereforie in the best interest of the
countries and governments to facilitate knowledgelpction and try to manipulate
its international spread in their own favour. Th&per uses an institutionalist point
of view to show how this can be done by an appabgly formulated intellectual
property rights protection regime.

Intellectual property rights, or property rights mdroadly, are institutions
which are taken as given or exogenous by neockldssmnomic models. In this
paper, however, what is seen to influence imporgganomic outcomes is the
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design of this institution itself. Therefore | hate tackle the problem from a
different point of view.

The New Institutional Economics seems a good chdiastitutions have
always played an important role in the life of miaak but their economic aspects
have just recently started to be explicitly invgated. Starting with the influential
works of R. H. Coase as far back as the 1930snéwe institutional economics
a) views institutions as not being neutral, butu@hcing economics outcomes,
b) rather than discarding the whole apparatus ein#tpclassical economics, tries to
link functioning of the institutions with the margilist methodology and c) tries to
use institutional variables as endogenous withia tieoclassical framework.
Thinking about property rights and their causes etffieicts has a long tradition in
philosophy, dating back of course to the Greeks\ristotle. This line of thinking
found its way to economic thinking only recently.His 1960 paper, the Problem of
Social Costs, Coase emphasises the economic impertaf property rights. The
famous Coase-theorem about how clearly establiphegderty rights enhance the
efficiency of the market system in the presencextérnalities is already a part of
most every undergraduate microeconomic textbookhénnext decades numerous
distinguished scholars such as Armen A. Alchianyotth Demsetz, Douglas C.
North, Oliver Williamson and Richard A. Posner -n@me just a few — contributed
to this new economics of property rights.

Property right in economics means “actual poweednotrol or affect the use
of an object, of some aspect thereof’ (Makaay 1$9R47.). This controlling or
affecting can typically mean 3 things: a) usagt¢hefobject (usus), b) appropriating
the returns thereof (usus fructus) and c) the tearisg of these rights partly or fully
to another person (abusus). Clearcut property gigahd their guaranteed
enforcement are perquisites of a well-functioniRgreto-optimal market economy.
If any of these essential rights is restrictechagitby a government authority or by
the nature of the object of the property righticieincy can not be warranted.

The third of these rights is in connection with freedom of contracts and
trade. As Makaay writes (1999, p. 248., italics eyirfA person who controls the
use of an object may find firofitable to allow another person to use it, or to exploit
it with the help of another person. To this en@ thwner enters into an agreement
with the other person. The agreement defines thmipsible uses for the other
person, and therebgonfers on him or hersome economic property rigtits
The above quote implies, that both using our prgpeurselves or selling it to
someone is driven by the profit-motive and leadsthte efficient usage of the
property. If there are any limitations to any oésk parts of the property (that is,
limiting the economic property right that can berfesred on someone, or limiting
this conferring itself), efficiency cannot be asaered.

We also have to be aware of the fact, that the gtppight system is not
static, but dynamically changing. Since it is, ime tinstitutionalist view, an
endogenous variable, it is not merely a given fatttat determines other variables,
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but is itself dependent on other economic variablesprocesses. The emergence of
new kinds of objects with new characteristics regsgithe emergence of appropriate
property rights. The tailoring of property rightsthe characteristics of the different
objects can be a natural, evolutionary processtdehe market, but more often than
not it is done by the government.

In the first section | identify special charactids of intellectual products
which the appropriate property rights system habkaodle to be able to facilitate
trading. In the second section | present predistiom the model-level and findings
on the empirical level how the system of propeights influence trade. The third
section compares the cross-country empirical resaltthe Hungarian situation.
Throughout the whole paper | will concentrate nottloe built and structure of the
IPR protection system, but only on its strength.

2. Special characteristics of intellectual productsand intellectual property
rights

Intellectual products differ by their very natunerh physical products in some
important aspects. The most important of theseaufonow is their being common
goods. This means, that there exists no rivalrthiem usage or consumption of
intellectual products. Once a certain piece of atellectual product has been
produced — written, invented etc. — it can be useen simultaneously in more
production processes without any one specific uspgecluding any other.
Considering knowledge a common good in this sengpp@ts the argument that
knowledge should be freely available for anyone everyone. It has been quickly
recognised, however, that the producers of inteldc products will not be
sufficiently interested in producing them if thegncnot appropriate the returns from
their inventions due to their non-excludability cheteristic as a common good.
Based on this recognition, intellectual propertgtpction by way of property rights
appeared in England for example as early as thed#tury (David 1992).

The role of intellectual property rights is to &cially create shortage in the
case of a product where scarcity is necessarilgrdaldsy virtue of the nature of the
product (May 2005). This artificial scarcity senasa basis for the (at least partial)
excludability of intellectual products, and enablid®e (again at least partial)
appropriation of the returns thereof. By creatimgledability, intellectual products
are rendered tradable, price can be set for tisaige; which may result in profit for
the producer of the intellectual product. This kiofl partial excludability is
indicated by the name quasi-common good.

The goal of the different instruments of intelleadtproperty rights protection
— patents, trademarks, copyright — is to maketiomal to invest resources in the
production of intellectual products, meaning theofpot[ion of] the Progress of
Science and useful Arts “ by “securing for limit€anes to Authors and Inventors
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the exclusive Right to their respective Writingsdaiscoveries.” (David 1992,
quoting the constitution of the United States).

Many studies exist that show how the patent syst@mfoster thereationof
intellectual products, or knowledge, starting witthhe seminal works of
Arrow (1962) and Nordhaus (1967). In this papeml more interested in how the
patent system, more broadly, the intellectual prypeights system influences
trading in knowledge.

Intellectual property protection aims not only abtecting the creators of new
intellectual products — this was also not the nmaason for which it was used in the
14th century England mentioned above — but at eaging the spreading of new
knowledge. Clear property rights allow of tradimgarket prices which can be set
due to excludability encourage not only efficiembguction, but also efficient
allocation, which means that by the logic of therke mechanism the intellectual
products will find their way to the most efficiamsers through trading.

Intellectual products have some important charesties that can be
identified as influencing their tradability

1. Appropriability, meaning the possibility that theventor be the exclusive
beneficiary of the profits from the invention.

2. Fungibility, meaning the possibility to simultanabuuse the same unit of
knowledge in more than one production processes.

3. Complexity, meaning the diversity of complementargces of knowledge
required to generate a new piece of knowledge.

4. Cumulability, meaning complementarity between theaaly existing stock
and the new flow of knowledge.

5. The stickiness of knowledge to human capital andimes (Antonelli 2004,
p. 423.).

An intellectual property right regime has to beeatnl adequately handle all
these characteristics in order to enable efficieading on the intellectual products’
market.

Trading in intellectual products involves transactcosts both on the supply
and demand side. These costs cover the cost ahditde right trading partner, that
is, the cost of inspecting the quality and expecteability of the ware to be traded,
of the elimination of opportunistic tendencies atid risk of inappropriable
derivative returns (Antonelli 2004, p. 423.).

! Tradability can be defined, following Antonelliq@4) as the degree to which a certain intellectual
property without physical form can be bought anld sm the market.
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3. Intellectual property protection and trading with intellectual products

Establishing a clear intellectual property rightBR) system makes trading with
intellectual product possible. The possibility ofading in turn leads to
specialisation, meaning that it is no more necgs$ar everyone to produce
knowledge and innovate for themselves, but the yotioh of these can be done by
specialists having comparative advantage in theidyrction. Knowledge can then
be acquired from these specialists through the etafResearch and development
can be detached from production. Producers can th@veecessary knowledge and
technology from the researchers, and researchemsotifiave to bother with the
commercial development of their ideas, like theyd lta in earlier centuries
(Lamoreaux—Sokoloff 2001). The separation and cadjmn of the two spheres are
rendered possible by the market for intellectuadpcts by way of intellectual
property protection measures.

In this section | am talking about knowledge transh a very general sense.
The model | introduce and the empirical test opitsdictions are at the macro level.
These do not say anything about the actual prodess, knowledge is being
transferred from one country to another. Neithet important here, how individual
firms find out, what knowledge and what innovationss worth to acquire from
outside the home country, or what determines tg@mnal spreading of knowledge
and innovations. Although these are all certaintyportant questions, | will
concentrate here only on the aggregate, macro.level

There exists a number ways to transfer knowledgen fone country to
another. “International technology transfer referdhe process by which a firm in
one country gains access to and employs technaleggloped in another country”
(Falvey—Foster 2006, p. 23.). This has many ways raathods, that can and has
been both theoretically and empirically explorecheTpossible ways include
international trading in technology-intensive protd international flow of foreign
direct investments, cross-country licensing, omgatenting in a different country.

International trading in intellectual products reeahese market-conform way
technologies can spread in the globalised Vofltie same way it is important for a
domestic market of intellectual products to cleadgtablish property rights,
international trading in intellectual products teagly influenced by the relation of
the different national property rights regimes.td$iow exactly national differences
in the strength and design of the IPR system infteeinternational trade in
intellectual products, no generally accepted themakeexplanation has yet emerged
in the literature.

2 As opposed to certain non-market-conform ways tlie-market transactions and spillovers (Falvey—
Foster 2006)
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4. Modelling the link between IPR regimes and techoiogy transfer

There are at least two characteristics of a coimtmntellectual property rights
regime, that can influence the inter-country flofnirdellectual products, namely its
design and its strength. The first model | willecitere shows how the design of the
system influences trade (although differences isigie can be translated into
differences in terms of strength), and the secomdlehwill concentrate on the
system’s strength or strictness as an importaetradant variable.

Building on the work of Dornbusch et al (1977), Tomy(1993, 1994) models
at the macro level, how the strength of an IPR meginfluences international
trading in products and services and intellectwatipcts. The model is a Ricardian
trade model, where production and R&D is carriedirthe different countries
based on the relative factor costs. Internatiorzlet then may or may not equalise
factor costs in R&D depending on the institutioselting. Taylor finds, that there is
,a link between asymmetrié patent protection [between countries] and tesyil
trade distortions” (Taylor 1994, p. 363.). His mbdmds, that ,Asymmetric
protection of intellectual property rights: (1) wids the pattern of trade in both
goods and R&D, raises the relative wage rate ottumtry that imported R&D, and
eliminates technology transfer between countrigk;lqwers the amount of labour
allocated to R&D activities worldwide. [...] (3) lowe R&D in the country that
exported R&D, and raises R&D in the country thatpdmed R&D.”
(Taylor 1994, p. 374.). It is important to obsertleat the second statement is in
connection with the encouraging role of IPR protectin the production of
intellectual products (and its role in promotingpeoemic growth, in turn), the first
and the third makes a statement about the rol@ysgn influencing international
trade in these. The first statement is especiaiyarkable as it establishes a link
between the relative strength of IPR regimes amdtithde in conventional goods
and services. The model’s third prediction basjcaieans, that if a country’'s IPR
regime discriminates against innovations made ahraad the country is one that
originally imported knowledge from outside, he vio# less able to do so, and has to
conduct R&D himself, even though he has comparatisedvantage.

What is more important in Naghavi's 2007 model ise texplicit
differentiation of the more developed North, capatl conducting R&D, and the
less developed South, willing to acquire knowledgem the North directly or
indirectly. Naghavi shows, that the looseness ricteess of the IPR regime in the
South not only influences knowledge flow betweenrtNoand South, but also
determines for the North the more profitable wayetder the Southern market. In
his model, trading with goods embodying new knowgkeds an indirect way for the

% He defines the IPR regimes symetric if resultgesfearch and development conducted in another
country enjoys the same degree of protection dacadlst as those conducted domestically, and
asymetric if the regime offers protection only finose intellectual products whose researches are
conducted domestically Asymmetry therefore meadiference in the scope of the protection.
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South to acquire new technologies through imitabngeverse engineering, while
Northern firms’ investing directly in the South neskcopying the new technology
easier. For the Northern firm, this two ways ofegimg the Southern market are
complementary: by exporting it incurs tariff coskajt lowers competition as the
technology itself is not readily available for capy in the South. In the FDI case
transportation costs can be spared, but only atdakeof higher competition because
of imitation. The model finds two bottom-line varlas determining the export
versus FDI question for the North: efficiency oetRR&D project in the North
indicated withg* and the level of technology spillovers in the $outarkedp,’
which is an institutional variable to be set stgatelly by the South Figure 1 shows
how these two variables determine the way Nortfiementer the Southern market,
that is, the channel through which knowledge isperansferred from one country
to another.

Figure 1.The Northern firm’s decision about the way of gomgltinational
R
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Source:Naghavi (2007, p. 69.)

/5 shows the strength of the IPR regime in the Sddifjher values mean less
strict protection8” shows the value at ary at which it the North is indifferent
between exporting to the South or investing diyeabroad. Iff is smaller than that
(more strict IPR protection in the South), it isne@rofitable to invest directly, and
spare tariff costs. If exporting is the outcomee tNorthern firm becomes a
monopoly in the South, in the FDI case, howeveuapoly arisesf” is the
threshold value, under which it is not profitabbethe Northern firm to access the
Southern market through FDI ajfd is that level of IPR protection, under which it

4 Meaning basically how a unit of R&D cost incurradthe North reduces Northern production costs.
® Meaning in turn how a unit of Northern R&D costueds Southern production cost.

® The variables itself is the product of the imitation codisand the strictness of the Southern IPR
protection regime. The model taked as given, it is thus only scaling the effects oé tctual
institutional variable to be set.
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is profitable for the Northern firm to invest ditlyg but it should spend as much on
R&D that it becomes unprofitable for the Southermfto compete, and a restrained
monopoly situation arises. In sum, a Ifwalue is supposed to induce more R&D in
low-tech industries (crowding out exports, thougimd stimulate high levels of
R&D spending in hi-tech industries. Thus both ire thase of less and more
technology-intensive industries it is rational tthee Southern government to pre-
commit itself to a strict IPR regime, as it indutessfer of technology to the South
(Naghavi 2007, p.71.)

If the differences in national IPR regimes do hameimpact on international
technology diffusion, then their appropriate fingihg can become a new way of
competition between countries and also a new piissilfor levelling off.
Endowment with or accessibility to knowledge migh¢ less predetermined,
constrained than endowment with natural resourcagital or labour. If it can be
proven that the type (strength) of IPR systems @@atool in the hand of a national
government can influence international flow of ¢alpand technology transfer, than
using Ghosh’'s words we can speak of a ,new meidgant, of a new tool a
government can use to compete more efficientlyhatihternational level (Ghosh
2003, p. 85.).

5. Empirical studies of the link between IPR strenth and transfer of
technology

To test empirically, whether a link between thesgth of IPR systems in a country
and transfer of technology to that country couldeb&ablished, two questions have
to be answered: first, how to measure the strepfthational IPR regimes, and
second how to measure the magnitude of transfiercbhology.

For the measurement of the strength of IPR regint&rarte and Park
developed a composite index in their 1997 php@&heir index measures IPR
strength along 5 dimensions, giving a number 0-g&ach, and then taking the sum
of these to be the Ginarte-Park index, later reteto simply as Patent Right Index.
The five dimensions are coverage (meaning whatoanwhat can not be subject of
protection), membership in international treatithg (Paris Convention, the Patent
Cooperation Treaty and the International Convenfimnthe Protection of New
Varieties of Plants), enforcement (whether the Skagjon provides adequate

! Naghavi also shows, that stringent IPR protectioasdnot only attract more FDI to the South and
induce higher levels of R&D in the North, but alsthances Southern welfare more, than does a looser
IPR regime.

8 Beside this Ginarte-Park index, empirical studiss another, called Rapp-Rozek index to which due
credit is given both in Ginarte—Park (1997) and/EgtFoster (2006).
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mechanism for the law to be enforced), and reginistto exercising IPRs (eg.
compulsory licensing), and duration of protection.

For the measurement of the magnitude of transfeteohnology many
different indicators can be used. Falvey and Foé2&06) enumerate 4 basic
channels through which technology can flow from epantry to another, and that
is through international trade, through foreigredtrinvestment, through licensing
agreements and through cross-national patenting.

In their original study Ginarte—Park (1997), thenaof the study was to
examine, what determines the Ginarte-Park Indea dependant variable. In Park
and Lippoldt (2003) the authors conducted an ewgdistudy to examine whether a
statistical relationship can be established betwherstrength of IPR regimes as an
independent variable and technology transferseeitin the form of foreign direct
investment or in the form of technology-intensiveerohandise import. They
conducted a regression analysis where they usalibee mentioned Ginarte-Park
Index to measure the strength of the IPR systermnasxplaining variable. Beside
that, their regression analysis has many contrdbbbes (like country-risk or per
capita GDP), accounts for individual, country-sfieaffects like culture or quality
of institutions (Park—Lippoldt 2003, p. 16). Theuotries involved are grouped into
two groups of developed countries and least deeel@mpuntries. Table 1 shows the
percentage change (and the significance level ackets) in inward and outward
foreign direct investment (FDI), and exports angams due to a one percentage
change in the strength of IPR regimes (as meadqyrélte Ginarte-Park index).

Table 1.Ginarte-Park Index elasticities

Effect of strengthening . Developed Least developed
- All countries ; .

Patent Protection on... countries countries
Inward FDI to GDP 0,49 (p=4,4%) 0,73 (p=1%) 2,76 (p=2%)
Outward FDI to GDP 1,69 (p=0,0%) 1,90 (p=0,0%) 6,11 (p=0,1%)
Exports to GDP 0,172 (p=16,6%) insig. insig.
Imports to GDP 0,315 (p=1,1%) 0,243 (p=14,4%) insig.

Source:Park—Lippoldt (2003)

The effects of increasing the IPR index raised Wottard and outward FDI
for both country groups, and the effect was stronige the least developed
countries. The result thus is, that a rise in antgts IPR index will on average rise
inward FDI and technology intensive merchandiseartgpto the country. The IPR
index had only a moderate effect on aggregated rimgud export, and this effect
was not even significant for the least developedhtries. This leads the authors to
the conclusion, that intellectual property righteotpction affects exports and
imports only in a very roundabout way, and on tttephand that trading and direct

°In a 2008 paper (Park—Lippoldt 2008), this patigtit index is developed further, and an index for
the strength of copyright protection and tradenmagit protection is included.
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investments function as complementary in the cdseahnology transféf. This
latter conclusion is completely in accord with theults of Naghavi’s model.

Strengthening the IPR systems can contribute tofldwe of technology
transfer towards the developing countries (Parkpalgt 2003, p. 8.), be it either
through foreign direct investments or the import t#chnology-intensive
commodities. The strength of intellectual propedgime is however not the only
determinant of knowledge diffusion. Some otherueficing factors, the effects of
which could even be studied at the model level mighthe extent of the market,
the quality of the labour force, the infrastructyselitical stability etc.

Even if we take the strictness of IPR protectioma aeterminant of knowledge
inflow into a country, it may not be the absolupet the relative strictness of the
protection that matters. In the next section | wifle the Ginarte-Park index of
countries to measure the differences in the sefdnof IPR protection between
trading partners, and see whether and how thisienies knowledge inflow as
understood by Park and Lippoldt (2003, 2008). Il wée Hungary as a target
country. Based on the above studies of Park anpoldp, my prediction is, that as
Hungarian IPR protection gets stricter relativethat of its trading partners, this
encourages knowledge inflow, while as it gets lopo#ediscourages knowledge
inflow.

6. Patent Right Index and technology transfer in tle case of Hungary

Neither the original 1997 study by Ginarte and Padt the 2003 study by Park and
Lippoldt includes Hungary. Park in his 2008 paperd.), however gives the values
of the Ginarte-Park index for Hungary. For the geb60-1990 Hungary scores an
average of 2,20. For the year 1995 the index i defhaining unchanged for 2000,
and rising to 4,5 to the year 2065Having the scores of the patent right index for
different years, and having the model of Park—Ligp{2008), we can see, whether
the Hungarian data support my predictions. Parkpdlgt (2008) has the
methodology of what to measure and how to measitey regress a) stock of
inward FDI, b) technology-intensive merchandise ong and c) technology-
intensive service imports to the Ginarte-Park IndeRatent Rights. In their paper,
they use data from altogether 120 countries, witay divide into three groups:
developed countries (25), developing countries (68uding Hungary) and least
developed countries (27). What they find is, tHdtrdse in the Ginarte-Park index is

10 Falvey and Foster (2006) also enumerate (p. 2%)yméher ways how technology transfer can be
measured with the corresponding methodologicaicdifies.

! The Patent Rights Index for Hungary is, howevelfedint, being 3,71 in 2000 and 3,37 in 1995
(Park — Wagh 2002, p. 40.). Partial figures ar&10for Coverage, 1,00 for Duration, 0,67 for
Enforcement, 1,00 for Membership in Internationegafies and 0,33 for Protection from Restrictions
on Patent Rights.
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accompanied by a 1,65% rise in inward FDI to dgvelp countries (as opposed to
11,2 to developed and 1,66 to least developed gesptA 1% rise in the Patent
Right Index goes together with 1,34% rise in menclige imports to developing
countries (compared to 9,86 to developed counttie$ 0,54 to least developed
countries). Also, the coefficient for service imigto developing countries is 0,99
(9,99 to developed countries and 0,97 to leastldped countries). They also give
coefficients in a sectoral breakdown: they liststhgarts of merchandise imports
and service imports which are the most likely tmdpralong with them the transfer
of new technologies, and see how these are relatetie strength of the IPR
systeni?. In the case of the merchandise imports thesepl@maceuticals, office
and telecom equipments, organic and inorganic otedmjielectrical and electronic
products, aircraft and spacecraft-related prodactsoptics and precision equipment
(Park—Lippoldt 2008, p. 37.). In the case of saxsitnports they list communication
services, computer and information services andaltieg and license fees
(Park—Lippoldt 2008, p. 43.). | also acquired dataHungary in these categories.

Table 2 shows foreign direct investment, technolioggnsive merchandise
import and technology-intensive services import tfog years 2000 and 2005 into
Hungary. As a reference, | indicate in the firstuoan the Ginarte-Park index for
Hungary.

Table 2. Knowledge transfer to Hungary

G-P Index Te_zchnol_ogy- _ Tec_hnology_—
Year Inward FDI intensive intensive services
for HU S )
merchandise import import
2000 4,04 22869,9 16 101,3 461,0
2005 450 61970,1 328424 1 956,8

Note: All boldface numbers are in million current USD
Source:MNB, KSH, UNCTAD

It is important to note here, that Hungary fits theginal Park—Lippoldt
prediction inasmuch as a rise in the IPR index fréf@4 to 4,50 is in fact
accompanied by an increase in technology-intensierchandise and services
import to Hungary. My objective now is to see whehese merchandise and
services come from: do they come from countriesrevingellectual property rights
are strongly or loosely protected? Do they comenfomuntries that have a stronger
or looser IPR regime, than Hungary? Is this inflolvmerchandise or services
sensible to changes in the absolute IPR protestimmgth or its relative state to the
trading partner?

Having data of the above categories broken doweotmtries of origin it is
now possible to see, whether any connection carsdsmn between change in
Hungary's relative IPR strength to its trading pars and the change in stock of

12 The model certainly also uses control variables.
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inward FDI, technology-intensive merchandise impoahd technology-intensive
service imports, respectively. To see this | usath dor only those countries, for
which Park (2008) gives a Ginarte-Park index, whiH.20 countries. This means,
that in the case of inward FDI, in 2000 88,1% and2005 90,3% of the whole
inward FDI is covered. In the case of the technglogensive merchandise imports,
this means 99,46% and 98,64%, respectively, anithéncase of the technology-
intensive service imports, 98,57% and 97,56%, mdgpdy. From the sample |
excluded those items, where trade or FDI stock @vas at least one of the years,
and also excluded outliers, where the change heeivay was more than tenfold
during the five-year interval. After these exclugiany data account for 86,7% of
the inward FDI stock in 2000 and 76,68% in 2005tha case of merchandise
import these percentages are 99,45% and 98,58 atesgly and for the services
import they are 97,28% and 83,42%, respectivelyodk into account further
variables that could also have their effect, ltke &bsolute value of the IPR index or
GDP growth.

According to my prediction if Hungary employs aatélely stricter IPR
protection regime as a trade partner country, telcigy-intensive merchandise and
service import and FDI from that country shouldrease.

Statistics, however, do not show any discernablatiomship between the
change in relative IPR strength of a partner cquaird the change in the value of
technology-intensive merchandises coming to Hunfyam that particular country.
All the variables together explain only a tiny pemtage of the change in
technology-intensive imports and FDI inflow.

This could on one hand be interpreted, that a ahémghe trading partners’
relative IPR regime strengths can in and by itself determine the magnitude of
knowledge inflow, and is not even the most impdrfantor determining it. It seems
odd, however, that while an increase in the stredtiPR protection does attract
more knowledge from outside, we cannot attractiggmtly more just by putting
ourselves in a relatively better protected situation the other hand this could mean
as well, that inflowing knowledge requires a certldvel of IPR protection, and
once it is reached, Knowledge can be imported ditgss of the level of IPR
protection in the exporting country.

Still the data show that the higher the partnerntes score on the
independent variable (relative IPR strength), theatgr the upward spread of the
dependent variable (knowledge inflow in the vari@a®ve mentioned forms) can
be. This could be meaning, that the change indlagive IPR strength does not, per
se, determine technology transfer through thesarshis, but a greater positive
change in Hungary's relative IPR strength is ablaltow for higher technology
transfer, while the smaller the positive changéhergreater the negative change, the
less it is able to do so. It is also possible, thatdata are heteroskedastic, meaning
that countries to the right has better chances xiibéing higher growth in
knowledge transfer than countries to the left, fome reason in connection with
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their scoring higher on the independent variablat this heteroskedasticity
hypothesis can not be tested on this model.

This model should be extended and studied furffiee. main task to be done
is identifying further variables that influence kviedge inflow to Hungary from the
trade partners. My aim is to identify country greuthat behave significantly
differently than other countries, when it comegrtmsferring knowledge-intensive
products and services to Hungary.

On the international level, there are continuodsresf being taken to facilitate
the mobility of this quasi-common good. The indtdoal measures are trying to
benefit everyone, including the seller and buyamtry of the intellectual product,
and also its creator.

One field of these efforts are The Trade-Relategpedts of Intellectual
Property Rights (TRIPS) treaty proposed by the Wdrtade Organisation. This
aims at the international harmonisation of natiol®R regimes. The treaty was
signed at the Uruguay round of GATT/WTO, and erdeirgo force on the 1st
January, 1995. This treaty prescribes minimal stedgifor national IPR legislation,
specifying also some exceptions. Second, it alssudles rules regarding the
enforcement of the treaty. Third, it also designdispute resolution mechanism.
It would however exceed the scope of this theaakpaper to examine the effects of
the TRIPS agreement on the international markétteflectual products. This way,
the trade-distorting effects of different natiolegislations can be circumvented.

A second field is the development of the institnéibfoundations of the trade
in intellectual properties, including ways for examto reduce transaction costs.

7. Conclusion

Theoretical studies show, that the actual shapebaiitl of a nation’s intellectual
property rights protection system can and does kffeet on the international flow
of intellectual products through the markets. SggnlPR protection attracts more
intellectual products into a country.

My objective was to test if there is a link betwdba strength of a country’s
IPR protection systemelative to the partner countrieand knowledge-intensive
import from that particular country. If this is tlease, different countries can shape
their IPR regimes to profit more from the interpaal flow of knowledge, while
this can be a disadvantage for others.

In the case of Hungary, however, | found no sunk bf any significance,
which could possibly mean, that if an IPR protactiegime is strong enough in
absolute terms, certain units of knowledge can moited, otherwise not,
regardless of how much the protection is strondemtthis threshold value.
The international efforts to standardise IPR systendlicate, that differences in
relative strength still have some effect.
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It is thus up to further studies to examirgw exactlyvarying relative
strength of IPR systems influence technology tremef the above mentioned kind,
or other kinds, like the international flow of knlaéige workers and human capital,
and the resulting knowledge products as embodigdtents or copyrights.
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