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Abstract

Counterfeit Goods: Occurrences, Choices, and The Influence of Origin

The market for counterfeit goods is a subject of increasing concern for businesses, private firms,
and policymakers worldwide. The Organization for Economic Cooperation and Development
(2007) estimates that the dollar value of the global counterfeiting market is over $200 billion
annually, but this does not take into consideration intangibles such as the harm inflicted on
consumers, businesses, or economies. Even more alarming is the fact that counterfeits like
personal care products and medicines have seen a significant rise over the past several years
(European Commission—Customs Union, 2007).

Counterfeits are widely acknowledged to be a danger to consumers and the economy as a
whole (Grossman & Shapiro, 1988a). For the consumer, the costs are both economical and
physical. Counterfeit products offer no guarantee of product quality, and the risk of paying for a
product that does not work is much higher than for a legitimate product (Bamossy & Scammon,
1985). Consumers must also incur price increases for legitimate goods passed on to them by
firms that must spend more resources combating counterfeit goods (Grossman & Shapiro,
1988a). In terms of physical risk, counterfeit goods have in some cases caused lethal harm to
consumers. For example, China’s government-owned Shenzen Evening News estimated that
192,000 people died in 2001 due to the absence of active ingredients in fake medicines (Naim,
2005). The World Health Organization (2007) now estimates that between 1% and 10% of total

medicines sold worldwide are counterfeit.
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Although they are available all over the world, the majority of counterfeit goods originate
from a handful of countries. Based on the number of seizures by the European Union Customs
Authority (See Table 2), China is by far the largest producer of counterfeit clothing, while India
remains a hotbed for counterfeit pharmaceuticals, and Turkey leads the way in counterfeit
beverages (European Commission—Taxation and Customs Union, 2009).

For businesses, counterfeiting can result in lost sales and damaged brand equity
(Commuri, 2009). Money spent by consumers on the purchase of counterfeit goods is diverted
from the purchase of the legitimate product (Nill & Schultz 11, 1996), and with the exception of
products like software, where value-added features and mass penetration may drive growth
(Givon, Mahajan, & Muller, 1995), the existence of counterfeit products in the marketplace can
lower the propensity to purchase future goods produced by the firm whose products have been
counterfeited (Nia & Judith, 2000). Furthermore, in cases where the brand is identifiable and
creates value for consumers, such as the case for luxury brands, the existence of counterfeits can
dilute the positive associations and ultimately the value of the brand (Commuri, 2009; Nia &
Judith, 2000).

As the global marketplace evolves, the proliferation of counterfeit goods also grows. Yet,
despite the size of the counterfeit goods market and the potential impact counterfeit goods can
have on firms, consumers, and the marketplace, academic research on the topic has been
surprisingly sparse. Recent research has done well to explore the impact that counterfeit goods
can have on brand relationships (Commuri, 2009) and the way brand perceptions may motivate
consumers to purchase counterfeit goods (Wilcox, Kim, & Sen, 2009). However, counterfeit
goods do not come only as the embodiments of luxury brands. Counterfeit goods are also

functional goods, such as movies and pharmaceuticals. They are not always identifiable to
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consumers and thus they are not always purchased with the knowledge that the product is
counterfeit. Furthermore, counterfeit goods are inherently riskier than their legitimate
alternatives. All products contain a certain degree of risk of not performing as expected;
however, for counterfeit goods this risk is enhanced because these goods carry with them no
standard of quality (Cordell, Wongtada, & Kieschnick, 1996). For legitimate goods the risk of a
product not performing as expected is mitigated by the various mechanisms that a consumer can
use to either have the product fixed or seek retribution. For example, if a consumer purchases a
legitimate set of DVDs from their local retailer and those DVDs fail to perform as expected, the
consumer can then seek compensation from the retailer. In the case of counterfeit goods, the
consumer cannot expect any retribution should the product not work, and thus the risk that the
consumer will suffer a financial loss is higher (Green & Smith, 2002). For certain goods, such as
pharmaceuticals, the risk the consumer can incur may not inhere as financial loss, but as physical
loss. If a consumer were to purchase a pharmaceutical and the pharmaceutical did not perform
as expected, then it is likely that the consumer will suffer physical harm. The counterfeit aspect
increases the risk associated with the product purchase because the counterfeiter has little
motivation to ensure that the product perform as expected, thereby increasing the risks of
suffering loss or harm from product failure.

The goal of the present research is to augment prior studies that have primarily examined
counterfeit luxury brands, and in the process inform on how the diffusion of counterfeit goods
can be combated, how consumer choice can be influenced regarding counterfeit goods, and how
certain attributes (such as price or country of origin) interact to impact choices involving

counterfeit goods.



The motivation to study counterfeit goods is based not only on the need to fill gaps in the
literature, but also to study a phenomenon that is as relevant to firms as it is to consumers and to
policymakers. Therefore, the work contained in this dissertation integrates work from several
different fields, including but not limited to marketing, international business, law, strategy, and
public policy. The following proposal is structured into five chapters and contains four essays.
The first chapter presents an overview of the market for counterfeit goods; this includes a look at
the previous research, a definition of the construct, and the presentation of data that demonstrates
the size and growth of this market. Following this initial overview, Chapter 2 provides the first
essay, which uses the counterfeit pharmaceutical industry to outline how counterfeit drugs enter
the market, and then draws upon diverse research in the business domain to propose strategies
for combating the problem. The second essay (in Chapter 3) examines how consumers choose
between legitimate alternatives and their counterfeit equivalents and then empirically tests
whether situational factors can alter consumer choice for one over the other. The third essay
(Chapter 4) builds on the findings of the second essay and seeks to enhance the external validity
of those findings. Specifically, essay 3 takes the findings from essay 2 and tests whether they
would be applicable to consumers who obtain counterfeit goods or in marketplaces where
counterfeits are present. The final essay (Chapter 5) of the dissertation examines the interplay
between counterfeit goods and country-of-origin effects. Specifically, essay 4 examines how
knowledge of counterfeit goods from a particular country can harm the perceptions of legitimate
products from that country and harm the country-of-origin’s image. The final chapter (Chapter

6) summarizes the findings from this research and outlines the intended contribution.
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CHAPTER I: The Market for Counterfeit Goods



The topic of counterfeiting has garnered a fair amount of scholarly attention. The majority of
this research has focused on how to prevent counterfeit goods from entering the marketplace and
coping with them once they do (Bamossy & Scammon, 1985; Bush, Bloch, & Dawson, 1989;
Grossman & Shapiro, 1988a; 1988b). However, the growth in counterfeit products worldwide
serves notice that the problem is unlikely to be eradicated anytime in the near future. Thus,
research has shifted from attempts to deter the supply of counterfeits to a focus on the demand
side of the issue, and whether the demand can be curtailed (Chakraborty & Allred, 1996; 1997;
Commuri, 2009; Wilcox, Kim, & Sen, 2009). This shift has primarily been driven by the goal of
understanding the conditions that would cause consumers to buy counterfeit brands, and
examining the resulting impact on legitimate brands (Commuri, 2009; Wilcox et al., 2009).

Counterfeiting threatens the very essence of branding, and the demand for counterfeit
brands is an attractive area of research. However, counterfeit brands represent only a portion of
the market for counterfeit products. There is also a burgeoning market for purely functional
counterfeit goods. The European Commission on Trade (2009) reports the presence of billions
of dollars worth of counterfeit DVDs, CDs, and medicines that often have no distinguishing
brand. For example, consumers often purchase a movie merely because they would like to view
it—the production studio is often is not a salient factor in deciding whether to purchase the
movie. However, the same cannot be said for handbags, where the functionality may be similar
across products but where the producer of the product fulfills a consumer need to express the
consumer’s tastes, thus becoming a salient factor of consideration (Wilcox et al., 2009).

Prior research on the functionality of counterfeit goods is scarce. This is partly because

of the view that counterfeit goods with no distinguishable brand name are pushed onto



consumers from manufacturers who disguise the counterfeit products so as to trick consumers
into believing that the product is legitimate (Grossman & Shapiro, 1988a). For example,
producers of counterfeit medicines often go to great lengths in order to insert their counterfeit
products into the legitimate supply chain so as to fool consumers into believing that their product
is legitimate (Maziarz 2008). The argument behind these efforts is that if consumers can
distinguish between counterfeits and legitimate brands they will not purchase counterfeit
medicine; therefore, unlike with purses or sunglasses, the counterfeiter must push these products
onto consumers. However, medicines are an extreme example of a consumer being at physical
risk from consuming counterfeit goods. Other functional goods, like counterfeit movies or
music, may not need to be pushed onto consumers. Though they bear no recognizable brand
name they are desired by consumers who seek to fill the gap between their desire to obtain the

counterfeit goods and their willingness to do so.

Conceptualizing Counterfeits

Before counterfeit goods can be studied, it is important to understand what constitutes a
counterfeit good and the unique attributes that qualify a product as counterfeit. Counterfeiting
refers to the unauthorized and hence illegal copying of trademarked, patented, or copyrighted
goods (Bamossy & Scammon, 1985; Grossman & Shapiro, 1988a). Counterfeit goods are often
confused with generic goods, but are fundamentally different because they are produced to
resemble the authentic product under the authentic trademark but without the approval of the
trademark holder. On the other hand, a generic good is often produced to resemble a
trademarked product and often sold at a lower price than counterfeit goods due to reduced

marketing expenditure but they do not carry the trademark that the original product does.



Counterfeit goods are always manufactured illegally and thus are different from second-
hand goods, generic goods, or gray-market goods. Both second-hand and gray-market goods
may be sold illegally but they are legally manufactured and thus are different from counterfeit
goods. Another term often used interchangeably with the term counterfeiting is piracy (Swee et
al., 2001). Piracy is a subset of counterfeiting that focuses primarily on acts of copyright
infringement, whereas counterfeiting refers to both copyright and trademark infringement
(Brauneis & Schecter, 2009). In the present discussion, the term counterfeit will be used to refer
to both acts of copyright infringement and to trademark infringement.

It is important to note that the definition of counterfeit goods says nothing of the quality
differentials between counterfeit and legitimate goods. Counterfeit goods are generally regarded
as being of lower quality than legitimate goods (Bamossy & Scammon, 1985), although this may
not always be the case (Commuri, 2009). For example, a counterfeit motion picture DVD may
be so similar to a legitimate motion picture DVD that one cannot be distinguished from the other.
However, counterfeits carry greater risk than legitimate versions of the product by virtue of the
fact that they are manufactured and sold illegally. Thus, if the consumer were to purchase a
counterfeit motion picture DVD and the product failed to play, the consumer would have no
legal recourse to seek compensation for the product failure. Furthermore, the sale, purchase, or
possession of counterfeit goods can often lead to confiscation and/or fines from the authorities,
which adds a further element of risk for counterfeit products. A second related, unique attribute
of counterfeit products is that they carry no expectation of quality. With no consumer recourse
should the product fail, counterfeiters do not need to expend as many resources as legitimate
manufacturers do to ensure the quality of their product. In certain cases, such as in the motion

picture DVD example, the lack of time and energy invested may not produce a product that is



significantly inferior in quality to the legitimate product. In other cases, such as
pharmaceuticals, the product may be vastly inferior to the legitimate product.

Another key feature of counterfeit products is that they can be both nondeceptive and
deceptive (Grossman & Shapiro, 1988a). Products such as counterfeit watches often provide
clues as to their lack of legitimacy either through altered designs, lower prices, or the point of
sale (Grossman & Shapiro, 1988a). However, things like counterfeit pharmaceuticals are often
referred to as deceptive because their manufacturers intended to deceive customers into believing
that the drug products were legitimate versions. Deceptive counterfeits are typically sold
through legitimate channels and appear identical to the legitimate products. The only consistent
difference between legitimate products and deceptive counterfeits is that the counterfeits are
often sold at a price that is somewhat lower than the legitimate version (Grossman & Shapiro,
1988a). When faced with potential counterfeits, the consumer first has to distinguish the
counterfeit product from the legitimate product, if it’s possible to do so, and then determine if
purchasing the counterfeit product is worth the additional risk compared with purchasing the

legitimate product.

The Market for Counterfeit Goods

As discussed earlier, counterfeits are often thought of as luxury watches or designer handbags
(Commuri, 2009); however, as will be demonstrated, counterfeits can exist in nearly all product
categories. Before presenting data on counterfeits per product category, it is important to note
that the market for counterfeit goods is extremely difficult to quantify. Counterfeit goods exist in
the black market and thus their existence is often hidden so as to avoid prosecution. To date,

most of the attempts to quantify the market for counterfeit goods have been purely speculative



(Motion Picture Alliance 2008); however, statistics provided by the European Commission—
Taxation and Customs Union provides the most accurate picture of the size of the market. The
European Commission—Taxation and Customs Union is responsible for inspecting and approving
all shipments of goods into European Union countries from nonmembers. Goods that are
adjudged to violate trademark, copyright, or patent laws and purport to represent the legitimate
object are classified as counterfeit and seized by officials. Each item that is seized is then
recorded along with the mode by which it was being transported, which country it was seized in,
which country it originated from, which intellectual property laws it violated, and what the
authorities did with the item after seizure. It should be noted, however, that the representation of
the European market for counterfeit goods provides only a small glimpse as to the size of the
global market for counterfeit goods. Not only does the European Union represent only a small
portion of the global consumer marketplace but the number of goods that are inspected by
customs authorities represents only a fraction of the total goods that are processed by customs
personnel without any rigorous inspection. Therefore, the actual number of counterfeit goods in
the European marketplace may be several times what is reported and the actual number of these

goods in the global marketplace may be exponentially larger.
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Taxat

Number of Articles Seized*

ISSIoN—

Product Category 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Foodstuffs, alcoholic 2340338|  4106663|  sa1250| 1489908| 4432161 5208896 1185609 1924896 2434950 3022482
and other drinks

Perfumes and cosmetics aes0| 26417 112132 1009879  784068|  694633| 1676400 6103171| 4588317] 4,802,340
Clothing and accessories| ~ 1,894490| 4,622,181] 4782472| 9243078 3876271 7827951 10982915 14361867] 17.783130| 17742,208| 12,485,704
Games, toys,

multimedia, computer

equipment 201179  6819,113| 1565578| 1,124756| 12333868| 18106924 1891981 2370894 4685037 4963016] 7226986
Electrical equipment 506956 358137 1,06517] 1763058| 523275 4225202| 3273538| 2.984476| 3648348| 5046607 2,114,645
Watches, jewelry 178459| 3488748 746002  a24168|  674327|  4a015s8| 516240  0a3s19] 1787016 1539202 1828913
Books, films, CD audio,

DVDs 259220 8842,075| 39737512| 11975237| 32616560 18523,664] 9703050 15080.161] 3298813| 79,170,506 6,417,435
Other** 19234921| 4560292 42325860 28059765| 6370702] 6773282| 9431647| 13287274 8,357,699 12,209,326| 23955840
Cigarettes 115588,030 32,641,243 73920446] 27,161,056| 41,907,847| 40,985,038
Medicines 560508| 2,711,410 4081,056| 8,891,056 11464381

Table 1 — Quantity of Counterfeit Goods Seized by the European Comm

and Customs Union

*Data compiled based on statistics released by the European Commission-Taxation and Customs Union

**Category of Other refers to but is not limited to machines, tools, vehicles and vehicle parts, lighters, labels, textiles, packaging materials, office stationery, etc.




The data in Table 1 illustrates the increasing size of the market of counterfeit goods. Traditional
counterfeit staples such as clothing and watches/jewelry number in the millions of units, which is
to be expected given how much attention has been paid to these highly branded product
categories. Surprisingly, however, the DVD, books, and music product category, which contains
primarily copyrighted works, has a growth rate that is characterized by peaks and valleys. On
the surface it may appear that pirated works might not have as consistent a growth rate as
clothing or jewelry, but this would be an incorrect inference to draw. The data captures only
physical items seized by European Union authorities; the data does not include the vast amounts
of pirated works that are distributed electronically (Langenderfer & Cook, 2001). It is estimated
that if one were to quantify the amount of copyrighted work that is distributed via electronic
channels, then this product category would contain the highest number of counterfeit goods
(Langenderfer & Cook). The size of the market for counterfeit clothing and copyrighted
materials is worth noting because these product categories have received the greatest amount of
research attention (Commuri, 2009; Wilcox et al., 2009; Chiou, Huang, & Lee, 2005; Swee,
Peng, Lim, & Siok, 2001; Givon, Mahajan, & Muller, 1995).

As evidenced by the data contained in Table 1, it is not simply luxury goods and
copyrighted works that are being counterfeited—the quantities of counterfeit medicines,
cigarettes, and foods are showing steady increases. The number of counterfeit medicines seized
in 2009 was larger than the number of counterfeit watches and perfumes combined. This s a
particularly alarming trend because counterfeit medicines are not simply lower-priced versions
of the legitimate product, such as counterfeit movies, but these “medicines” often fail to contain
the active ingredients that the legitimate versions contain, or they contain too little of the active

ingredient to adequately defeat the malady (Aldous 2005). Therefore, counterfeit medicines in



the market have the potential to create ripple effects after consumption. A counterfeit medicine
that does not contain a large enough quantity of the active ingredient will probably fail to defeat
a virus, for example, and in the process makes the virus stronger and more immune to the
legitimate drug (Aldous 2005). Thus, the existence of at least 11 million items of counterfeit
medicine has the potential to inflict harm not only on people who consume the product but on
those who live or work in markets where the product is consumed.

The data presented in Table 1 is intended to provide a glimpse of the market for
counterfeit goods. In order to understand that the market is growing and is likely to continue into
the future, it is important to understand why counterfeit goods exist. Prior research which has
examined counterfeit goods has partitioned motivations into both consumer motivations to
purchase counterfeit goods and supplier motivations to produce the illegitimate products.
Assuming that consumers knowingly purchase counterfeit goods, consumer motivations have
been found to be largely based on the discrepancy between the willingness or ability of
consumers to pay for the product and their desire to obtain it (Eisend & Schuchert-Guller, 2006;
Tom, Garibaldi, Zeng, & Pilcher, 1998; Wilcox et al., 2009). Consumers often desire to
purchase expensive luxury brands or obtain copyrighted works the prices of which exceed the
amount they are willing to pay; hence, counterfeit goods fill this gap by providing goods that are
several times less costly than their legitimate alternatives. Although economic motivations
appear to be the primary driver, research has also shown that consumers may purchase
counterfeit goods as a way of protesting large businesses (Tom et al., 1998) or because the
legitimate item is not available for purchase—such as blockbuster movies that have not yet been
released (Miyazaki, Rodriguez, Aguirre, & Langenderfer, 2009). Any one or a combination of

these factors together appears to indicate that the demand for counterfeit goods will not abate



anytime in the near future. Luxury brands continue to experience strong growth, especially in
emerging markets such as India and China (Chadha & Husband, 2006), and the proliferation of
digital communications has made it easy for copyrighted works to be pirated and transferred
worldwide (Miyazaki et al., 2009). Another rationale for the existence of counterfeit goods is the
large profit margins coupled with the low risk of prosecution that counterfeits encounter. For a
product like counterfeit medicine, which counterfeiters often push onto consumers, the cost of
production is minimal but the profit reaped is high. Furthermore, counterfeit drugs are extremely
difficult to detect in a supply chain, and if the counterfeiter is identified then in many
jurisdictions the only law the producer will be charged with is trademark infringement, which
carries minimal penalties (Stearn 2004). Some pundits have gone so far as to argue that
producing counterfeit drugs is more profitable, due to the high profit margins and the lack of
penalties, than selling illicit drugs such as marijuana (Naim 2005).

Research that has examined the issue of counterfeit goods from the supply side has found
that the production of the counterfeits arises primarily as a result of a lack of enforcement
(Helpman 1993), the sheer ability to produce counterfeit goods (Grossman 1988a), and the
profitability of doing so (Grossman 1988a). Enforcement of intellectual property rights around
the world is fragmented at best, though attempts to harmonize intellectual property rights around
the world through the World Trade Organization (WTO) have resulted in the Agreement on
Trade Related Aspects of Intellectual Property Rights (TRIPS), which has set a standard in terms
of definition and duration (Cotter, 1995). There remain a large number of countries that are not a
party to the agreement and choose to follow a different set of laws and regulations. Therefore, a
product that is trademarked in Great Britain can probably be reproduced within Russia without

fear of penalty because Russia does not abide by the same laws protecting intellectual property
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as does Great Britain. Furthermore, simply agreeing to abide by the TRIPS agreement does not
ensure that a country will actively enforce intellectual property rights and prevent counterfeit
goods. Table 2 provides a listing of countries that export counterfeit goods, and as indicated by
the data presented in the table, China is by far the market leader of counterfeit goods, yet it is
also a signatory to the TRIPS agreement, a fact which indicates the discrepancy between
agreement and enforcement.

Further contributing to the increasing supply of counterfeit goods is the increasing ability
of firms to reproduce near-identical replicas of the original product. Trademark owners often
take advantage of low-cost manufacturing to contract the production of their wares to external
suppliers. The peril of doing this, however, is that the knowledge and capabilities of producing
the original product are transferred to the external supplier, which creates the possibility that the
supplier will then reproduce the product without the trademark owner’s consent (Hagedoorn,
Cloodt, & van Kranenburg, 2005). Lastly, contributing to the increasing supply of counterfeit
goods is the lack of an adequate deterrent. Based on the application of the TRIPS agreement, the
violation of intellectual property rights is a civil crime, with penalties often consisting of a fine
and/or seizure of merchandise, but this does not accurately reflect the harm that products such as
counterfeit drugs can cause (Grossman & Lai, 2005).

The supply-side factors listed above can be used to infer that as production expands

through the world, the growth of counterfeit products will continue as well.
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Table 2 — Counterfeits Goods by Country of Origin

Product Category

Foodstuffs, alcoholic,
and other drinks

Perfumes and cosmetics

Clothing and accessories

Electrical Equipment
Computer equipment
(computers, screens, etc.)

CD {audio, games,
software) DVD, cassettes

Watches and jewellery
Toys and games

Other (Medicine, car
parts, etc.)***

Cigarettes

Medicine

Breakdown by Provenance or origin of goods*

1999 2001 2002 2003 2004 2005 2006 2007 2008 2009
Turkey** Turkey Thailand  |Turkey Russia Turkey Turkey Turkey Indonesia |Turkey
20% 33% 20% 19% 13% 16% 16% 45.92% 50.51% 57.36%
Greece Turkey Turkey UAE UAE Bulgaria |China Georgia |China China
44% 42% 22% 31% 15% 22% 37% 32.11% 54.83% 46.81%
Thailand Thailand Thailand |Thailand |China China China China China China
28% 30% 59% 37% 29% 38% 63% 57.16% 88.34% 72.48
Taiwan Hong Kong |China China China China China China China China
26% 34% 50% 55% 50% 48% 61% 30.73% 72.15% 81.01%
Hong Kong Hong Kong |Hong Kong [China China China China China China
27% 39% 32% 47% 37% 73% 47% 47.61% 45.98%
Thailand Thailand Thailand |Thailand |China China China China China China
56% 22% 22% 18% 26% 22% 88% 75.07% 67.99% 34.58%
USA Thailand Thailand |Thailand |China China China China China
37% 22% 30.30% 16% 23% 35% 72% 52.21% 84.19%
China China China China China China China China China Egypt
23.50% 42% 65% 37% 50% 63% 85% 41.59% 89.61% 63.42%
USA China China China China China China China China China
30% 47% 36% 40% 44% 56% 82% 71.14% 62.78% 92.34%
China Thailand |[Poland China China China UAE China
41% 28% 35% 27% 83% 55.05% 56.23% 68.30%
India India Swiss India UAE
75% 31% 39.21% 51.62% 73.71%

*Data compiled based on statistics released by the European Commission - Taxation and Customs Union
**The country listed is the number one exporter of counterfeit goods in that product category, the percentage indicates the percentage of total
counterfeits in that product category that is exported by the country stated into the European Union
***(Category of Other refers to butis not limited to: machines, tools, vehicles and vehicle parts, lighters, labels, textiles, packaging materials, office

stationary, etc.
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Outline of Proposed Essays

As demonstrated above, the issue of counterfeit goods is one of growing importance, and
as such this dissertation intends to advance knowledge on the topic by examining it from
several different perspectives. The four essays contained within this proposal are
intended to shed light on the following questions: How do counterfeit goods enter the
marketplace? How can they be combated? Why do consumers choose counterfeit over
legitimate products? How do different signals interact to impact consumer choices
involving counterfeit goods?

Essay 1 analyzes the problem of counterfeit drugs with the intention of providing
a comprehensive look at how counterfeit goods can enter a marketplace and identifying
the factors that have accelerated their diffusion. The decision to focus on counterfeit
drugs was motivated primarily by the fact that pharmaceuticals are functional goods that
come with a high degree of risk and often conceal their authenticity so as to deceive
consumers. Therefore, this paper fills the gap in research alluded to earlier by examining
a good that is not value expressive and often does not contain an identifiable brand. Once
an outline of the problem is discussed, literature from the domain of business is then
drawn upon to propose strategies that could be used to combat the problem.

Essay 2 focuses on establishing basic relationships and seeks to identify the
factors that cause consumers to choose counterfeit goods when legitimate alternatives are
available in the marketplace, and the reverse. Previous literature has focused primarily
on why consumers purchase counterfeit goods after the decision or purchase has been
made (Commuri, 2009; Tom et al., 1999). Less attention has been given to exploring

why consumers prefer counterfeit goods under certain conditions and not in other
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conditions. By identifying the factors that cause consumers to deliberate between the
purchase of counterfeit goods and legitimate goods, strategies can then be developed to
combat the spread of counterfeit goods. Furthermore, the two underlying arguments
when attempting to understand choices for counterfeit goods are 1) that the consumption
of counterfeit goods is dependent upon the level of risk associated with the good and, 2)
the ability to distinguish between legitimate and counterfeit goods. These two underlying
factors and the impact they can have has been implied in work on counterfeiting (Cordell
et al., 1996, Eisend & Schuchert-Guler, 2006); however, their impact has not been
verified through empirical testing. On the surface it appears fairly straightforward that
consumption of counterfeit goods is dependent upon the amount of risk associated with
the purchase of a counterfeit good and/or the ability of consumers to differentiate
between legitimate and counterfeit goods. For example, counterfeit goods by their very
nature are more risky than their legitimate counterfeit counterparts; however, is the level
of risk associated with purchasing counterfeit goods something that marketers can
manipulate or is it inherent in the product category? Furthermore, does mere suspicion
that a good is counterfeit illicit the same response from consumers as the knowledge that
the good is counterfeit? Answers to questions such as these will form the basis of work
that examines choices of counterfeit goods and can form the foundation on which future
work is based upon.

The third essay directly builds on the findings of the previous essay by testing the
findings (a) on consumers who have previously demonstrated a propensity to purchase

counterfeit goods, and (b) in a marketplace where actual versions of counterfeit goods are
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being sold. The intention of the third essay is to enhance the external validity of the
earlier findings from essay 2.

The fourth essay of this dissertation proposal explores the interaction between
counterfeit goods and their country of origin. As evidenced by the recent toy recalls from
China (Beamish & Bapuji, 2008), the impact of poorly made product can harm not only
perceptions of the country they originated from but also the perceptions of other products
from those countries. Therefore, when counterfeit goods (poorly made products as
compared with their legitimate alternatives) originate from numerous countries (see Table
2), the proactive question to ask is what will happen when consumers associate
counterfeit products with certain countries. Essay 4 provides insightful answers and in

the process warns lawmakers of the dangers of not preventing counterfeit goods.
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Table 3 — Outline and Relationship Between Essays

Essay 1:
Occurrences

Despite the best efforts of firms and authorities to prevent the spread of
counterfeit goods, the market for counterfeit goods continues to grow.
The following essay uses the counterfeit drugs industry to examine how
counterfeit drugs enter the marketplace. Essay 1 first identifies factors
that have helped counterfeit drugs enter the marketplace and then
draws on existing literature across the domain of business to suggest
solutions to this increasing problem. The role of Essay 1 in relation to
this dissertation and to the other two essays is to provide an overview of
the problem of counterfeit goods and present possible strategies for
combating this problem. Elements of these strategies will then be
elaborated on and tested empirically in both Essay 2 and Essay 3.

Essay 2: Choices

Why do consumers purchase counterfeit goods over their legitimate
counterparts? This essay seeks to answer this question by identifying
factors that would cause consumers to choose in favor of either
counterfeit or legitimate goods. Specifically, this research investigates
whether the factors that would impact consumer choice for counterfeit
goods can be leveraged to move consumers away from choosing to
purchase counterfeit goods. Previous research has theorized that
consumption of counterfeit goods is dependent upon the level of risk
associated with the purchase (Bamossy & Scammon, 1985) and the
ability of consumer to distinguish between counterfeit and legitimate
goods (Grossman & Shapiro, 1988b).

Essay 3: Behaviors

Are consumers actually unknowingly purchasing counterfeit goods, and if
so, are they paying more than the cost of legitimate goods to do so?
Further, can the manipulations used in Essay 2 be applied to change
behavior in those who are likely to obtain counterfeit goods? The third
essay builds on the findings from Essay 2 by testing these findings in a
more natural environment than a laboratory setting.

Essay 4: The
Influence of Origin

When determining whether a product is counterfeit or authentic,
consumers may rely on perception of a product’s country of origin as a
clue. Prior research has indicated that consumers may use country of
origin to determine the quality of the product and this may carry over to
its authenticity as well (Chakraborty & Allred, 1996). The results from
Essay 2 support the view that distinguishing counterfeit goods from
legitimate goods alters choices for counterfeit goods, and this essay
contributes to knowledge by linking the country of origin with the ability
to distinguish. Furthermore, this essay explores how country-of-origin
effects may alter consumption of certain goods that consumers fear are
counterfeit, and how this may then impact the marketplace as a whole.
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CHAPTER II: Essay | — Market-Based Strategies to Combat
Counterfeit Drugs
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The first essay describes the problem of counterfeit goods by focusing on counterfeit
drugs. Counterfeit drugs are classified as deceptive and are often pushed onto
consumers. This essay takes a descriptive approach by surveying the phenomenon of
counterfeit drugs through such sources as news reports and judicial decisions. The focus
of this essay is on properly conceptualizing the complicated issue and then advocating a
series of strategies designed to combat the spread of counterfeit drugs. By following a
descriptive approach it is hoped that some context can be provided regarding counterfeit
goods in general. In later essays, empirical work will be developed in order to advance

knowledge on counterfeit goods.
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Counterfeit drugs harm thousands of people each year and their diffusion continues to
grow exponentially. Based on estimates by the World Health Organization (WHO), up to
10% of the world's drug supply is counterfeit, with the percentage being higher than 40%
in some parts of the developing world (WHO 2010). Statistics on the number of
counterfeit drugs seized by customs authorities in the European Union provide evidence
that the volume of counterfeit drugs is steadily increasing; in 2009 over 11 million units
of counterfeit drugs were seized by customs authorities in Europe. This number
represents a 29% increase from the year prior and a 280% increase from just 3 years
prior.

In Europe and North America the drugs that are most likely to be counterfeited are
lifestyle drugs, such as those used to treat depression or erectile dysfunction (Majid &
Rao, 2011). In Africa and parts of Asia the drugs that are most often counterfeited are
lifesaving medications ("Africa’s Silent Public Health Crises," 2011). Regardless of the
purpose of the medicine, the reality is that every unit of counterfeit medicine is unlikely
to work properly and possibly contains harmful ingredients that can harm the consumer.
For example, a 58-year-old woman from British Columbia died after taking counterfeit
sleep medication she had purchased from an online pharmacy; the medication contained
substances which the authentic versions did not contain and produced a fatal reaction
when taken ("Counterfeit drugs caused woman's death,” 2007). What is more alarming
is the fact that the volume seized in Europe represents only a small proportion of the
global market of counterfeit drugs.

Similar to any kind of counterfeit good, counterfeit drugs have the potential to

harm firms through lost sales revenues and potential loss of brand equity. However
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counterfeit goods may also reduce demand in the marketplace. A plethora of research in
the field of medicine and clinical psychology has documented the reluctance consumers
often have to taking medications (see Fogarty, 1997). One of the primary reasons for this
apprehension is that the consumers fear they may become too dependent upon the
medication; as a result, they choose not to take it in the first place. In markets where the
possibility of consuming a counterfeit drug is almost 50%, this apprehension may be
justified, thereby decreasing demand. Beyond simply reducing demand and diverting
sales, the negative impact of counterfeit drugs is significantly different from the negative
impact of more publicized counterfeit product categories such as luxury apparel or
electronic goods. Counterfeit drugs have the potential to directly or indirectly physically
harm those who consume them. These false drugs, which are often difficult to detect
without professional testing, often contain little if any of the active ingredient and so
consumers who take these drugs are often unaware that the drug is not combating the
virus until their condition worsens (Aldhous, 2005; Reggi, 2007). Furthermore,
counterfeit drugs often contain small amounts of the active ingredient (in order to evade
certain detection mechanisms) and thus they often do not kill a virus they were intended
to kill (Newton et al., 2006). Instead of killing the virus, counterfeit drugs empower the
virus and have the potential to create an advanced virus strain by allowing it to overcome
the active ingredient (Newton et al.). For example, mutant strains of malaria that are
resistant to traditional antimalarial treatments are being observed in areas where
counterfeit antimalarial medications are common (Newton et al.).

Despite the negative impact that counterfeit drugs can have on the firm and on

consumers, very little work has explored how this problem can be managed. The
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majority of research on counterfeit goods has chosen instead to focus on more visible
product categories like luxury goods. Work that has studied the phenomenon of
counterfeit drugs has been confined primarily to the domains of medicine (Reggi, 2007)
and law (Attaran, Bate, & Kendall, 2011). The latter often focuses on how changes in
enforcement can eradicate counterfeit drugs from the marketplace. Despite efforts to
enhance enforcement the volume of counterfeit drugs continues to grow (see Table 1),
and it does not appear likely to be abated anytime in the near future. Therefore, it would
be practical to turn our attention toward strategies that can be employed to combat the
spread of counterfeit drugs.

The goal of this study is to first analyze this problem of counterfeit goods and
then draw upon strategies in the domain of business research in order to propose solutions
to the problem. In the course of the investigation, this study takes an atypical approach to
business research. Often the focus of any given study is skewed toward solutions to a
problem. However, in this case the problem is the primary subject of interest. As
evidenced above, the problem of counterfeit drugs is one that continually evolves and
varies by country or region. Fifteen years ago, traditional retail outlets would have been
the primary source of counterfeit drugs and the problem was confined to a few regions of
the world. However, as will be demonstrated in the course of the discussion, both of
these factors no longer hold true. Therefore, in order to propose business strategies to
address this problem it is first necessary to train our efforts to properly conceptualize it.

Research from the business domain has demonstrated how product safety can be
enhanced (Curlo, 1999), distribution channels can be strengthened (Frazier, 1999), and

consumers can be made to make more informed decisions (Grier & Bryant, 2005). This
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essay brings together this prior work in order to inform firms and policymakers how the
problem of counterfeit drugs can best be managed. First the problem of counterfeit goods
will be conceptualized, and then a discussion of current challenges and efforts to
eliminate counterfeit drugs will ensue. Various works under the domain of business
research will then be drawn upon to propose strategies by which the problem of
counterfeit drugs can be managed. The essay will conclude with an overall summary and

conclusion.

METHODOLOGY

The purpose of this essay is to appropriately conceptualize the issue of counterfeit
drugs so that strategies can be recommended to combat the problem. However, a major
challenge that one encounters in pursuing this line of research is that the magnitude of the
problem is not quantifiable. Counterfeit drugs are black-market goods that are pushed on
to unsuspecting consumers. Therefore, records of their existence are fairly rare. The
World Health Organization estimates that 10% of the world's drug supply is counterfeit,
but admittedly this estimate is based on observations by staff in certain parts of the world
and has very little defensible basis (WHO 2010). Interpol and the Safedrugs initiative (a
subsidiary of the Pharmaceutical Research and Manufacturers of America) have both
created databases documenting cases of counterfeit drugs around the world, but these
databases rely on the ability of lawmakers, consumers, and/or medical professionals to
first identify the counterfeit drug and then have the awareness to report the incident to the
respective group. As alluded to earlier, counterfeit drugs are often termed deceptive

counterfeits (Grossman & Shapiro, 1988a), meaning that they are often pushed onto
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consumers who believe that they are purchasing the legitimate product. Furthermore, in
certain parts of the world, once pharmaceutical firms become aware that their drug has
been counterfeited, they are hesitant to report this occurrence to the authorities for fear
that they will lose market share for their legitimate products ("Counterfeit Drugs Put
Lives at Risk," 2009). Based on discussions with representatives of several organizations
involved with the combating of counterfeit drugs, including the Pharmaceutical Research
and Manufacturers of America (PhRMA) and the International Chamber of Commerce, it
was concluded that the best source of information on the current state of counterfeit drugs
around the world was the news media. The harm that could befall consumers, and the
deceptive nature of the products, have made the topic of counterfeit drugs an often
newsworthy story. When counterfeits drugs appeared in the British national health
system the story was prominently featured in major news outlets not only in Britain but
around the world ("Thousands 'have taken fake drugs,™ 2009). Even in markets where
counterfeit drugs are prominent, incidents of mass seizures of the drugs or deaths
resulting from their consumption are frequently considered newsworthy. Therefore,
relevant news stories reporting on incidences of counterfeit drugs was determined to be
the most appropriate source of information for the present analysis.

To guide in the collection of appropriate articles and the analysis of information, a
content analysis approach was used. The selection of news articles, legal briefings, and
trade publications was based on the relevance to the issue and the novelty of information
provided as prescribed in the usage of content analysis by Krippendorf (2004). An initial
search using the database LexisNexis Academic with the search “counterfeit drugs”

returned a total of 1,071 such articles. This number was first reduced by removing the
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same article that was published in more than one outlet. For example, an article written
for the American Press newswire but published in more than one outlet was only counted
once. The initial list was further refined in accordance with previous work (Semetko &
Valkenburg, 2006) by removing any articles that appeared to be editorial commentary or
to be directed at a specific population such as political decision makers and which did not
offer any substantive insights into the issue of counterfeit drugs. The final list consisted
of 347 articles published within the time frame specified above.

In order to facilitate the analysis of each article within the larger conceptualization
of counterfeit drugs it was necessary to identify preliminary classifications that could be
used to organize the works found (Krippendorf, 2004). The articles were then classified
based on the following categories: country(ies) discussed in article, types of drugs
identified, purpose of article, and the methods by which the counterfeits entered the
marketplace. The categories were then subdivided further: countries was subdivided into
countries from which the drugs originated and countries in which they were found; the
types of drugs identified was subdivided into the categories of lifestyle versus Essential,
and the methods by which the drugs enter the marketplace was divided into traditional
versus nontraditional channels. Table 4 provides a summary of the countries where
counterfeit drugs had originated and where the drugs were found. Lifestyle drugs refer
to those drugs which are primarily used for aesthetic purposes, such as erectile
dysfunction or appearance enhancment; a listing of the types of drugs which were
counterfeited is displayed in Table 6. Nontraditional channels refers primarily to drugs
being obtained outside of a traditional brick and mortar retailer, such as through online

commerce. The division of drug incidents based on their presence in either the traditional
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or nontraditional supply chain was a challenge because many drugs seized by customs
authorities may be destined for sale via an online or traditional retail outlet, and most
news articles did not make the distinction. There were no less than 14 reported cases
involving consumers who had purchased counterfeit drugs via an online pharmacy.
However, a study commissioned by the Alliance for Safe Online Pharmacies and
conducted by the Partnership at Drugfree.org (2009) found that approximately 15% of
consumers who had purchased drugs within the past year had done so via an online
pharmacy. Therefore, the number of consumers purchasing drugs online may be
significantly larger than the 14 incidents reported in the sample of news articles. Of the
347 articles analyzed, a total of 261 were used to describe an incident involving
counterfeit drugs and in the majority of these cases the author used the opportunity to
advocate for greater regulation. The remaining articles did not discuss a particular
incident but described recent developments involving counterfeit drugs such as the

creation of a multinational task force or the prosecution of counterfeiters.

Counterfeit Drugs
Defining what constitutes a counterfeit drug has been a challenge for lawmakers around
the world and has contributed in part to difficulties with combating their existence. The
closest a definition has come to being universally recognized is the following, which is
provided by the World Health Organization and formulated in 1993 (Attaran, Bate, &
Kendall, 2011). For the purposes of the following discussion, this definition will be used
when discussing counterfeit drugs.

"A counterfeit medicine is one which is deliberately and fraudulently

mislabeled with respect to identity and/or source. Counterfeiting can

apply to both branded and generic products and counterfeit products may
include products with the correct ingredients or with the wrong
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ingredients, without active ingredients, with insufficient active ingredients
or with fake packaging.”" (World Health Organization)

Counterfeit Drugs and the Challenge of Prevention
The challenges involved with preventing counterfeit drugs from entering and being
diffused into the marketplace can be classified under the following four main categories:

(@) product, (b) place, (c) information, and (d) price.

Product

The nature of pharmaceutical manufacturing has made it an attractive vehicle for
counterfeiters. Unlike other counterfeit goods such as purses or shoes, the creation of
counterfeit drugs does not need large-scale capital investments in order to manufacture.
Counterfeit pills are often very easy to create using household cooking products; for
example, reports of counterfeit antimalarials have found that the ingredients of choice are
often chalk or sugar ("Counterfeit drugs killing thousands,"” 2004, p. 8). Recently,
though, there have been a number of instances where counterfeit drugs were found to
contain the actual ingredients as their legitimate versions, only in smaller quantities. In
one case involving counterfeits drugs that contained the same ingredients as the
legitimate versions, a distributor in the United States was found to have diluted the
strength of a drug given to patients recovering from liver transplants (Maziarz, 2008).
The rationale for creating counterfeit versions out of legitimate versions is that the
guantity sold can be increased, which can then increase the profits from the drugs. As
these examples illustrate, the pills or medicine are fairly easy to counterfeit either by

using alternative ingredients or diluting legitimate versions of the product. The actual
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focus of the efforts of counterfeiters and those attempting to stop them is the packaging
of the products. Firms that produce legitimate drugs have invested in various
mechanisms, such as holograms or tamper-proof packaging, to prevent their wares from
being copied; however, as quickly as firms employ these mechanisms there are
counterfeit versions that imitate these as well. The challenge for firms and policymakers
going forward in terms of preventing counterfeit drugs through product improvements is
to develop a mechanism that cannot be counterfeited. Though it is easy to make this
observation, several emerging technologies which will be discussed in a later section

have provided reasons for optimism.

Place

Place refers not only to the location where counterfeit drugs are sold but also to the
distribution channels that counterfeiters use to get their wares to unsuspecting consumers.
In terms of physical location, counterfeit drugs have traditionally been sold by unlicensed
pharmacies in parts of the world where enforcement and regulation is lacking. However,
the growth in e-commerce has created an explosion of online pharmacies that bypass the
conventional brick-and-mortar stores and sell directly to consumers. Drugs sold via the
Internet are frequently counterfeit versions of their legitimate alternatives, as evidenced
by a 2006 survey conducted by the Food and Drug Administration (FDA) in the United
States. The FDA intercepted a random sample of drugs shipped to American consumers
from abroad and found that 88% of the sample contained unapproved substances ("U.S.
counterfeit drug market growing,” 2006). But consumers are often unaware of the

dangers of purchasing drugs online, and online pharmacies attempt to portray themselves
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as safe and inexpensive alternatives to traditional retail outlets. Frequently these
pharmacies attempt to deceive consumers by advertising that they are located in Canada
or the United Kingdom (locations where average drug prices are lower than in the United
States) and thus are legitimate operations selling legitimate products. In reality, though,
the drugs are often made in another country and then shipped via Canada or the U.K. so
as to deceive consumers as to their origin. A 2005 study by the Food and Drug
Administration in the United States found that of 11,000 pharmacies advertising drugs
from Canada, only 214 were registered to a Canadian entity ("Counterfeit drugs and the
real dangers posers,” 2004). More alarming than the fact that less than 2% of online
pharmacies were truthful, is the finding that based on a study commissioned by the
Alliance for Safe Online Pharmacies (The Partnership at Drugfree.org 2010), one in six
Americans over the age of 21 had purchased a pharmaceutical online. After examining
the previously mentioned study critically, the results may have been slightly inflated due
to errors in sampling but, accounting for these errors, it would not be unreasonable to
estimate that 1 in 10 American consumers purchased from an online pharmacy, which
still translates to over 30 million American consumers annually. While authorities in
countries where the selling of pharmaceuticals lacks regulation struggle with preventing
the sale of counterfeit drugs from traditional sources, authorities in countries that do not
lack regulation are confronted with the dangers of counterfeit drugs bypassing regulated
pharmacies and being sold directly to the consumer via an online pharmacy.

One of the most critical challenges with preventing the diffusion of counterfeit
drugs is stopping their entry into the legitimate supply chain. Historically, drugs are

created by the manufacturer who then sells them to a wholesaler, who in turn sells them
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to distributors and on to retailers. In certain countries, such as Canada, the link between
these different entities is quite strong because of the small number of players in the
marketplace. However, in markets like the United States or China there are hundreds of
distributors who can sell to retailers, and thus hundreds of avenues by which
counterfeiters can infiltrate the chain. By placing their illegitimate products in the supply
chain, counterfeiters not only limit the ability of authorities to detect the products but
they can also avoid prosecution by doing so.

One of the greatest challenges authorities face in arresting counterfeiters is the
pursuit of criminals across borders. For example, if a counterfeiter in Country A ships
counterfeit products to Country B, then it is the responsibility of Country A to prosecute
the counterfeiter even if the product harms consumers only in Country B (Attaran et al.,
2011). Based on an analysis of court cases involving individuals who produced
counterfeit drugs, it appears that very few criminal investigations span across borders and
counterfeiters receive relative security by basing themselves in countries where
extradition is difficult to obtain. Efforts have been made to develop bilateral agreements
that would allow for the cross-border prosecution of counterfeiters, such as the
Memorandum of Understanding currently in place between Kenya, Tanzania, Sierra
Leone, and Gambia ("Four African Countries United Against Counterfeit Drugs,” 2011).
However, counterfeiters have demonstrated the challenge of enforcing such a
memorandum of understanding by using several countries in their supply chain of
counterfeit drugs so as to diffuse liability between the different countries.

The issue of location, with the challenges it poses, is one of the most daunting for

those attempting to prevent counterfeit goods from entering the market. Attempts by
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policymakers would not only need to develop laws that would span country boundaries,
but authorities would also have to be motivated and able to prosecute offenders whose

crimes impact those in a country other than their own.

Information

One of the more prevalent explanations of why the global volume of counterfeit drugs
continues to increase is that consumers are unaware of the consequences of purchasing
counterfeit drugs. In developed countries such as those in North America and Europe,
the criticism is that consumers are increasingly turning to online pharmacies to purchase
their drugs without a proper awareness that the drugs may be counterfeit. In developing
countries where the preferred mode of purchase remains the traditional brick-and-mortar
retail outlets, consumers are often unaware of the dangers that counterfeit drugs contain.
In recent years efforts have been undertaken to inform consumers of the dangers of
counterfeit drugs. For example, in Nigeria the Ministry of Health has publicly burned
packages of counterfeit drugs it seizes in order to inform consumers that counterfeits are
prominent and to be wary of them (Aldhous, 2005). In the United States, online
pharmacies have started to brand themselves as certified by the Alliance for Safe Online
Pharmacies, so as to signal that they sell legitimate products. However, efforts such as

these are still in their infancy and their effectiveness at this stage is questionable at best.

Price

Similar to the purchase of any counterfeit goods, consumers often purchase counterfeit

goods (knowingly or not) because they are priced cheaper than alternative versions. Even
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deceptive counterfeits that attempt to pass themselves off as legitimate alternatives are

priced slightly less than the authentic versions (“Technology, Media & Telecoms," 2005).

Strategies to Manage the Problem of Counterfeit Drugs

As outlined above, efforts to prevent the spread of counterfeit drugs have encountered a
number of significant challenges. The majority of efforts have focused on decreasing the
volume of illegitimate products through greater enforcement and regulation. Recently,
however, firms and regulators have taken a more market-based approach toward
combating counterfeit drugs. The following section will draw upon literature from a
variety of different fields related to business in order to propose strategies that would
enable stakeholders to manage the problem of counterfeit drugs. The discussion is
divided into a discussion of the product, the place, the information that consumers

receive, and pricing changes.

Product
The findings from the first essay indicated that it is imperative that consumers be able to
clearly distinguish between counterfeits and legitimate product in order to boost
consumption of the legitimate product. At present, counterfeiters have done well to
disguise their products as legitimate by copying the packaging. However, emerging
technologies are displaying promising results in terms of distinguishing legitimate goods
from their counterfeit alternatives.

Recent research in both the marketing and operations literature has espoused the
value that mobile networking has had on real-time communication and how it has

changed consumption habits (Trusov, Bucklin, & Pauwels, 2009). Consumers are able to
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use their telephone to make purchases, to gather information, to make recommendations,
and to communicate with a large audience, all in real time and for very low cost. Even
in parts of the world where access to clean drinking water is scarce, mobile
communication via cellular phones is fairly accessible as is access to the Internet (Muto
& Yamano, 2009). In Nigeria, the Federal Ministry of Health along with the
pharmaceutical firm May & Baker have pioneered a system whereby consumers can
scratch off a code from their pharmaceutical packaging and then text this code to a
special phone number that the firm manages ("HP and African Social Enterprise,” 2010).
The firm will then text back as to the authenticity of the medicine. Though this system
does not prevent counterfeiters from diluting the medicine and then placing it back in the
packaging, the West African Health Organization has recently commended the system for
decreasing the ability of counterfeiters to plant their drugs in the marketplace simply by
copying the packaging of legitimate versions.

To address the issue of diluted drugs within authentic packaging, a researcher at
the School of Pharmacology, University of London, is currently testing the usage of an
infrared ray which, when shined on the substance contained within the packaging, will
reveal the proportion of the active ingredient inside ("Inside IT: The drugs don't work,"
2008, p. E12). At present the technology is still in development, and although the costs
of adopting and using it are beyond the capability of most retailers around the world,
initial findings appear positive. When combined with the text messaging service it

provides a formidable product barrier against drug counterfeiters.
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Location

Strengthening the gaps in the supply chain that would allow counterfeits to enter is key to
any strategy designed to prevent counterfeit goods from entering the marketplace. To
this end, firms have begun experimenting with the usage of Radio Frequency
Identification (RFID). The technology that is widely used to track inventory in real time
(Angeles 2006) is now being explored in terms of its application to tracking authentic
shipments and preventing unauthorized shipments from entering the supply chain
(Staake, Thiesse, & Fleisch, 2005). The system works by embedding each package with
a microchip that is scanned and recorded at each stage of the distribution process. For
example, when the product leaves the manufacturer it is then scanned by the wholesaler,
who verifies the package with their order, and the package is then sent to the distributor,
who scans the package and is able to see that is originated from the manufacturer at a
specific time and then went to the wholesaler at a given time. The retailer completes the
process by scanning the package and viewing its travel path to the retail shelf. Once the
product is sold it is then recorded as having been sold and the process is complete. At
each stage there are different checks to ensure that the process the product followed was
legitimate and those products that illegitimately infiltrate the supply chain are identified.
Some of the challenges associated with implementing this strategy are the cost that
manufacturers would accrue and certain technical barriers. Costs vary based on the type
of packaging and the complexity of the supply chain; however, they are estimated to
range from $0.15 to $1.10 per package (Wu, Nystrom, Lin, and Yu, 2006). The
challenges encountered by the costs of implementing RFID are unlike those encountered

by retailers in the 1970s, and should decrease as volume and adoption rises.
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One of the previously discussed challenges with combating counterfeit drugs in
terms of location was that of preventing the sale of the drugs through online pharmacies
and unlicensed retail outlets. At present, national government agencies in several
countries where counterfeit drugs are prevalent are taking active steps; one of these steps
is the licensing traditional brick-and-mortar pharmacies though the challenge of enforcing
the licensing requirements, is likely to slow this process ("Still No Cure to Fake Drugs
Menace," 2005). The second challenge in terms of physical location is to prevent
counterfeits from being sold directly from manufacturers to consumers via online
pharmacies. The findings from the second essay demonstrated that consumers are less
suspicious of counterfeits purchased if they originate from certain countries.
Counterfeiters have used country of origin to their advantage by portraying their products
to be legitimate versions from Canada or Britain. However, legitimate online retailers
can reclaim this advantage by working in partnership with other firms and by branding
themselves appropriately. Recall that the Alliance for Safe Online Pharmacies (an
industry trade group representing pharmaceutical firms) already has a certification system
in place but that lack of awareness on the part consumers has negated its effectiveness.
Furthermore, online retailers can work in conjunction with online service to further
protect consumers from counterfeit drugs. Previous work has done well to illustrate the
benefits that can be gained from an online partnership and the potential for securing the
online marketplace (Chatterjee, 2004). For example, the online auction house eBay
purchased the payment service PayPal for the purpose of providing purchase safety to
their consumers who were worried about providing their financial information to

unknown sellers. The PayPal service extracts a fee from sellers for its usage and in the
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process boosts activity via the online auction house, thereby creating value for buyers and
sellers. A similar type of partnership is possible through the third-party service
providers. For example, before consumers complete the purchase from the online
pharmacy, the PayPal or check verification service would verify the authenticity of the

online pharmacy, and those that cannot be verified will be refused payment.

Information

Lastly, consumer demand for counterfeit drugs is often fueled by misconceptions
regarding their dangers. For consumers who purchase the drugs through an online
pharmacy it is likely that the drugs they receive will be counterfeit, but consumers often
fall victim to the false sense of security that arises from such cues as the country where
the website appears to be based or the origin of the drugs themselves. Consumers
purchasing counterfeit drugs from traditional retail outlets may be aware of the possibility
that the drugs are counterfeit but often choose to buy the drugs regardless, with the
misunderstanding that counterfeit drugs are similar to nonbranded generic drugs
("Counterfeit drugs put lives at risk," 2009).

In order to develop an effective strategy designed to inform consumers of the
dangers of consuming counterfeit drugs, firms and policymakers can draw upon the
examples of successful social marketing strategies that have altered behavior through a
change in attitudes. A host of research using the theory of planned behavior has done
well to use the attitude behavior mechanism to demonstrate that if attitudes can be
changed then behaviors will follow (Ajzen, 1991). The case of driving while intoxicated

is a good example, one where over time consumers gained an awareness of the dangers of
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driving while intoxicating and the number of incidents of this behavior declined as a
result. Though social marketing campaigns have produced mixed results, campaigns to
encourage healthy eating or reduce smoking have done little to alter behavior (Wansink
& Chandon, 2006; Cohen, 2000). Before behaviors can change attitudes must be
changed. In the case of counterfeit drugs, the findings from the first two essays revealed
that counterfeit drugs can evoke negative connotations from those who were previously
unaware that they were in the marketplace. Therefore, informing consumers who
purchase drugs from an online source that the drugs they purchase may be counterfeit
may be enough to cause consumers to purchase more diligently. Consumers may be
fearful of purchasing from an online source and thus put greater credence into signal that
indicates the legitimacy of the product such as the certification system developed by the
Alliance for Safe Online Pharmacies. For those consumers who purchase via the
traditional outlets, an effective campaign to inform consumers would focus on informing
consumers that counterfeit medicine is not simply a weaker version of the legitimate
medicine, but a harmful and wasteful alternative.

More specifically, two campaigns would have to be used targeting the two groups.
For consumers purchasing from nontraditional sources, previous health-related
campaigns have demonstrated mixed success through advertisements via media sources
such as television and print (Witte & Allen, 2000). However, to reach the desired
audience and to save costs, a more targeted approach may be more fruitful by appealing
directly to doctors who prescribe drugs. Through doctors offices, advertisements that
extol the dangers of purchasing from unlicensed pharmacies may be more likely to reach

the intended audience (Davis, 1988). Consumers who purchase through traditional
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outlets, mostly in developing nations that lack proper regulation of pharmacies, the usage
of community health clinics is likely be the most powerful outlet for reaching consumers.
It has become common practice to reach consumers in developing countries with health-
related programs through community-based health clinics and/or vaccination programs

(Walsh & Warren, 1979).

Price

The price of drugs has been one of the most contentious issues facing the pharmaceutical
industry. The argument centers on the decision of maintaining high prices to recoup
research and development costs versus that of decreasing prices in order to facilitate
greater access by a larger proportion of the population. It is beyond the scope of this
paper to offer a solution to this ongoing argument; however, based on the types of drugs
that were identified in the course of the content analysis, the majority of the drugs exceed
the 14-year patent that most new drugs receive. It is very likely that drugs which have
exceeded their 14-year patent are often counterfeited, because these are the drugs most
likely to be sold in markets where it would not be profitable to sell higher-priced drugs
that are currently under patent protection. For example, the drug Sidenifil Citrate (also
referred to as Viagra), marketed by Pfizer, is not presently marketed in many countries
due to its high price and remaining patent protection (registered in 1996 and renewed in
2010). Therefore, since counterfeiters are attempting to deceive consumers into believing
their drugs are legitimate, it is logical that they would target the drugs which are most
available, and in the case of certain markets these are drugs that have exceeded their 14-

year patent.
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One obvious remedy to combating counterfeiters would be to reduce the price of
drugs and therefore reduce the incentive to produce counterfeit versions. To do this and
still profit off of the sale of legitimate drugs it may be necessary to follow the example of
the software industry. Faced with declining profits because of file-sharing programs that
allowed consumers to bypass traditional retail outlets and obtain software illegally,
leaders of the software industry entangled vulnerable assets with those less vulnerable
(Anand & Galetovic, 2004). For example, Microsoft bundled its MS Office Suite with its
Microsoft operating system because the operating system is the more difficult of the two
to copy. In the case of pharmaceuticals, in order to drive down costs, manufacturers may
be willing to take lower prices for their easily counterfeited products, such as their pills,
if they can bundle them with other products which are more difficult to counterfeit—such
as syrups, or tools (sterilized needles, thermometers, etc.). In each case, the low-cost
drugs that are easy to counterfeit would be attached to a second item more difficult for
counterfeiters to replicate. Therefore, by entangling products, firms would decrease the

incentive for counterfeiters to copy the products.

SUMMARY

For any of the above strategies to work, consumers must be made aware that
counterfeit drugs exist. The value of paying higher prices for goods that employ RFID,
or for purchasing goods that are bundled with other assets, is largely based on consumer
apprehension toward purchasing counterfeit goods. Without an awareness that
counterfeit goods are in the market and of their potential consequences, consumers would
probably be unwilling to pay higher prices or purchase more than was absolutely

necessary for the product.
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The counterargument toward informing consumers of the danger of counterfeit
goods is that it will drive down demand. For counterfeit drugs this is unlikely, due to the
inelasticity of the products. However, for drugs which do not have as high an inelastic
demand curve (such as Viagra), the focus should be on increasing awareness of
counterfeit drugs in general as opposed to any particular brand. If consumers suspect that
a particular product is faulty then this will simply shift demand to a substitute product
(Dawar & Pillutia, 2000). However, if the industry itself were seen to contain faulty
products, this would be unlikely to shift demand between products.

The purpose of this first essay is to provide an overview of the problem of
counterfeit drugs and bring together various works from the business domain in order to
provide strategies that would help manage the problem of counterfeit drugs. Counterfeit
drugs are currently a significant public health problem and have the potential to create
public health crisis worldwide. They not only harm those who consume them but they
have the potential to create negative externalities which can impact public health. To
date the majority of work that has examined how to prevent the diffusion of counterfeit
drugs has focused mainly on the regulatory aspect of the issue. However, as illustrated
above, the volume of counterfeit drugs has continued to increase and the challenges that
regulators face continue to evolve in size and complexity. Therefore, this essay moved
away from a focus on regulations to a more market-based approach designed to assist
firms and policymakers with managing the problem of counterfeit drugs. It is hoped that
the strategies discussed in the above essay can be used by the various stakeholders to

further the combat against counterfeit drugs around the world.
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CHAPTER IlI: Essay 2 — Understanding Consumer Choices Involving
Counterfeit Goods
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Consumers often encounter a marketplace where counterfeit goods exist alongside their
legitimate counterparts. In certain cases the consumer is able to differentiate, with
reasonable certainty, the counterfeit product from the legitimate product; however, in
other cases the consumer may suspect that the product is counterfeit and make choices
based around the possibility of the product’s legitimacy or bastardization. Previous
research that has examined consumer motivations for purchasing counterfeit goods has
investigated the issue only after consumers have made the decision to purchase
counterfeit goods (Commuri, 2009; Wilcox et al., 2009; Tom et al., 1998). A simple
example of this is to sample consumers who have already purchased counterfeit goods
and ask them the reasons they decided to purchase those goods. This approach does not
consider that consumers may choose to purchase counterfeit goods under certain
conditions but not when those conditions change. As well, this approach fails to provide
insight into what the possibility of purchasing a counterfeit good does to the consumption
of the corresponding legitimate good. The purpose of this essay is to remedy these gaps
in knowledge by testing consumer choices for different types of goods under the

assumption that some of the goods may be counterfeit.

THEORETICAL FRAMEWORK

The following framework elaborates on the theoretical framework which
underlies markets that contain counterfeit goods. As previously discussed during the
conceptualization of the term counterfeit goods, these goods carry greater amounts of
perceived risk than legitimate goods by virtue of their illegal nature and their presence in
the marketplace is not always identifiable. Therefore, in order to understand the impact

that counterfeit goods can have on consumer choice, it is necessary to draw upon theory
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that would address the choices consumers make between counterfeit goods and legitimate
goods, both when the consumer can clearly differentiate one from the other and when the
consumer is not able to do so.

When consumers are able to differentiate the counterfeit product from the
legitimate product, the choice becomes an issue of risk versus return. The risk may be a
combination of physical, financial, psychological, or social dimensions when considering
the purchase of a product (Albers-Miller, 1999; Bearden & Etzel, 1982). However, each
aspect of risk would have varying weight dimensions, depending upon the context in
which the product was to be used and its purpose (Bearden & Etzel). For example,
Kaplan, Szybillo, and Jacoby (1974) found that products that were consumed in public,
such as clothing, had higher levels of psychological risk than products that were
consumed privately, and goods such as aspirin or toothpaste carried higher levels of
perceived physical risk. Unlike legitimate goods, where consumers can expect a certain
level of quality, with counterfeit goods consumers must determine if the risk associated
with the counterfeit good is worth the benefit, such as a lower price. Prior research on
counterfeit goods has found that consumers purchase counterfeit goods for value-
expressive and/or social-adjustive reasons, which relates to the level of risk associated
with the purchase (Wilcox et al., 2009). Value-expressive refers to the motivation to
purchase counterfeit goods for their functionality, while social-adjustive refers to the
motivation to purchase the illegitimate goods for form or image-related reasons (Wilcox
et al., 2009). Therefore, it follows that by decreasing the possibility of achieving one’s
goals when purchasing a counterfeit good, the perceived risk of consuming counterfeit

goods can be altered. For example, a consumer who wishes to purchase counterfeit
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handbags for social-adjustive reasons may experience greater risk if the consumer’s
friends are aware that the product is counterfeit. Similarly, a consumer wishing to
purchase a counterfeit DVD for value-expressive reasons may find that functional risk is
enhanced if there is a possibility that the DVD will cut the ending of the movie.

In instances where the counterfeit goods are not easily identifiable but suspected,
the consumer must make choices in a market where information asymmetry exists. In
such a market, consumers face the possibility of purchasing a counterfeit good when they
intended to purchase a legitimate good; thus, consumers face increased risk due to their
inability to differentiate between the counterfeit product and the legitimate product.
Based on the principles of information asymmetry, it is posited that when consumers are
unable to ascertain the quality of the product beforehand, they will demand a price
discount to account for the increased risk they take (Akerlof, 1970; Bergen, Dutta, &
Walker, 1992). As proponents of information asymmetry argue, the consumer is fearful
of paying a high price for a poor-quality product and thus the unknown-quality product
becomes a less desirable alternative than if the quality could be ascertained beforehand
(Akerlof, 1970; Bergen et al., 1992). This situation is represented by the market for
counterfeit goods because consumers risk paying a higher price for a product that is
actually counterfeit. Grossman and Shapiro (1988a), in their seminal work on the
counterfeit product trade, argued that counterfeit products have the potential to collapse
the marketplace if only because their existence reduces profits for firms already in the

market and creates a barrier for legitimate firms who wish to enter the market.
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HYPOTHESES
The proposed hypotheses are developed in two stages. In the first stage, comprising
Hypotheses 1-3b, relationships between counterfeit goods and legitimate goods are
proposed which help to identify factors that cause consumers to choose counterfeit goods
over legitimate goods. The second stage, comprising Hypotheses 4 and 5, builds on the
proposed relationships in the first stage and argues that these factors can be manipulated
to alter consumption of counterfeit goods.

Before examining the impact that counterfeits can have on consumer choice it is
necessary to establish choices consumers make when there is no suspicion of counterfeit
goods. When choosing between goods, consumers evaluate the quality of the good in
order to determine whether the quality merits the cost. A vast array of research has
espoused various cues that consumers utilize to ascertain the quality of a product before
purchasing it (Dodds, Monroe, & Grewal, 1991; Zeithaml, 1988) and, arguably, one of
the most prominent cues of the quality of the product is the price which one pays for it.
Under conditions of incomplete information, where the brand name is unknown and the
consumer has no previous experience with the product, consumers often use price to
determine the quality of the product (Rao & Monroe, 1988).

The importance of purchasing a high-quality product may be more pronounced
for products that contain a high degree of risk due to the negative consequences should
they not work as expected. Therefore, it follows that when consumers do not have access
to cues other than price in order to determine the quality of a product perceived to be high
in risk, they rely primarily on price to determine the quality of the product (Zeithaml,

1988). For products where risk is high, consumers would be more likely to purchase a
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higher-priced good in order to mitigate perceived risks of the product being poor quality.

However, for products where the risk is not high consumers may be willing to forsake

possible deficiencies in quality in order to obtain the price discount.

The present study first proposes the following basic hypothesis:

H1:  When perceived product risk is high, consumers will choose more of the high-
priced product than they do when product risk is low. Obversely, when product
risk is high, consumers will choose less of the low-priced product than they do
when product risk is low.

It is believed that a similar relationship as that proposed in Hypothesis 1 will exist
when counterfeits are suspected in the marketplace but are not readily identifiable. The
existence of counterfeit goods in the marketplace creates a situation where goods of
potentially inferior quality are present in the marketplace. Previous research on
counterfeit purchases has often grouped all products into one product category
(Chakraborty & Allred, 1997; Tom, Garibaldi, Zeng, & Pilcher, 1998); however, by
aggregating all purchases together, important differences between the product categories
may be lost.

As previously discussed, the presence of nonidentifiable counterfeit goods in the
marketplace represents a model of the theory of informational asymmetry, according to
which consumers must balance the risk of paying a high price with the risk of consuming
a counterfeit product. For certain low-risk products such as DVDs or purses the quality
of the product may not be paramount, and thus consumers are willing to forgo guarantees
of quality in exchange for price discounts on the item. However, for products high in risk
related to functionality, such as pharmaceuticals or car parts, the consumer may go by

price, the more often used cue for product quality (Rao & Monroe, 1988), to infer that the

product is legitimate and thus choose to purchase the expensive product.
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Furthermore, prior research has found that counterfeit products are often priced
lower than the legitimate versions of the products even in the case of deceptive
counterfeits (Swee et al., 2001). Thus, it appears reasonable to expect that when
counterfeits exist but are not easily identified, consumers would be particularly likely to
choose a higher-priced product in the high-risk case. Stated formally,

H2:  When counterfeits can be suspected and perceived product risk is high, the
consumers will choose more of the high priced products than they do when
counterfeits are not suspected. When counterfeits are suspected and product risk
is low, they will choose less of the low-priced products than they do when
counterfeits are not suspected. However, this change will be less significant than
the change for high-risk products.

The situations represented by H1 and by H2 are quite similar. In the first
situation, consumers are presented with two different product categories and two different
prices within each category. In the second situation, consumers are presented with the
same conditions but they are now aware that counterfeits exist in the market. In both
cases, we posit that consumers will use price as a cue to signal quality and that price has a
positive relationship with perceived risk toward the product. By bringing attention to the
presence of counterfeit goods in the marketplace, consumers now risk purchasing a
counterfeit good when they had intended to purchase a legitimate good. If a high price is
used as a signal of authenticity then the possibility of purchasing a counterfeit good
should have a positive impact on the choice to purchase a higher priced good.

When faced with counterfeit goods in the marketplace consumers must now
assess the probability of each good they purchase being counterfeit. In the absence of

identifiable clues, such as poor packaging or point-of-sale cues, the consumer may rely

on price to determine the probabilities of each product being counterfeit. In line with our
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earlier discussion, counterfeit goods are often sold at a lower price than legitimate goods

(Swee et al., 2001). Therefore, it seems logical to expect that when consumers assess the

likelihood of a product being counterfeit, the cheaper of two products will be perceived

as more likely to be counterfeit than the more expensive regardless of the level of
perceived risk.

Up to this point, the discussion has focused on situations in which consumers
could not clearly identify counterfeits in the marketplace. The impact of counterfeit
goods in the marketplace may be felt when counterfeits are clearly identifiable and
consumers are able to distinguish them from their legitimate alternatives. Under this
scenario, there is no risk of a consumer purchasing a higher-priced product and
unknowingly receiving a counterfeit version of that product. Therefore, the legitimate
products should see an increase in consumption because consumers will no longer risk
purchasing a counterfeit product when their intention was to purchase a legitimate
product. The following is hypothesized:

H3a: When consumers are certain that the higher-priced product is not counterfeit they
will purchase more units of the higher-priced product than they would if they
were uncertain as to the authenticity of the higher-priced product.

H3b: When consumers are certain that the lower-priced product is counterfeit they will
purchase less units of the lower-priced product than they would if they were
uncertain whether the lower-priced product is counterfeit.

Stage 2
The above hypotheses argue that two major factors—perceived risk and the

ability to distinguish counterfeits from legitimate goods—influence choices for

counterfeit goods over legitimate goods. In Stage 2 it is demonstrated that these factors

can be manipulated to alter choices involving counterfeit goods.
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Perceived risk has been demonstrated to be a dynamic concept that is susceptible
to change and influence by any number of factors associated with the product or the
purchase scenario (Belk, 1975; Bettman, 1973). Therefore, if choices for counterfeit
goods are dependent upon perceived risk, then it would stand to reason that as
consumers’ perceived risk changes so do their choices for counterfeit goods. Stated
formally,

H4:  When counterfeits are readily identifiable in the market, an increase in the level of
perceived risk will cause consumers to purchase greater quantities of the more
expensive (less likely counterfeit) product than the cheaper (more likely
counterfeit) product.

The second major factor that influences choices involving counterfeit goods is the
ability of consumers to distinguish between counterfeit goods and legitimate goods.
Similar to perceived risk, the assessed probabilities with which a consumer believes a
product is counterfeit can change from one purchase scenario to another. For example,
the case of L’Oreal S.A. v. eBay International AG (2008) revealed that the perceived
likelihood of a good being counterfeit can be altered simply by an increase in the number
of people seen willing to purchase an item. When the perceived probabilities of a good
being counterfeit are lowered, consumers should be more likely to raise their propensity
to buy a lower-priced good. The relationship is hypothesized as follows:

H5:  When counterfeits are not readily identifiable in the market, a drop in the
likelihood of a product being counterfeit will lead to an increase in consumer

willingness to purchase more units of the item than they would have before the
decrease in likelihood.

METHODOLOGY
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Pretest and Sample Selection

The present study posits that the presence of counterfeit goods in the marketplace
alters consumer choice based on levels of perceived risk. In the present study, perceived
risk was manipulated through two different product categories. Antimalarial medications
were chosen to represent the high perceived risk condition and DVDs were chosen to
represent the low perceived risk condition. These two product categories were chosen
based in part on the high incidence of counterfeiting that occurs within these two product
categories (European Commission — Taxation and Customs Union, 2007). As well, these
two products were chosen because consumers might conceivably buy more than one unit
of each at a time.

A measure of perceived risk toward counterfeit products was developed based on
the work of Bettman (1973) and Kaplan (1974), then adapted for the context of
counterfeit goods based on the work of Chakraborty and colleagues (1997). The resulting
measure contained four seven-point items along the following four dimensions: legal risk,
physical risk, social risk, and economic risk, with the level of physical risk being
weighted more heavily than the other three factors (Kaplan 1974). In a reliability
analysis based on a pretest sample of 44 participants, the alpha level was 0.805. In a
between-subjects design (n antimalarials = 22, N pvos = 22), participants first read a scenario
that defined what constituted a counterfeit product and then were asked to rate the
perceived risk level of a counterfeit antimalarial drug and a counterfeit DVD. A one-way
analysis of variance revealed significant differences in the perceived risk between the two

product categories (F (1,43) = 33.943, p < 0.001). Participants rated the counterfeit
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antimalarial as having a significantly higher amount of perceived risk (M =4.09, SD =

1.34) than the counterfeit DVD (M = 1.98, SD = 1.05).

A total of 285 undergraduate business student participants from a private
university in the Mid-Atlantic region of the United States were offered extra credit in
their respective classes for their participation. Though the usage of student samples has
previously been cited as a limitation of studies regarding business phenomena (Bello,
Leung, Radebaugh, Tung, & Van Witteloostuihnm 2009), prior work on counterfeit
goods has found that those in the age demographic of undergraduate students are more
likely to have exposure to counterfeit goods than those in higher age brackets (Tom et al.,
1998). We therefore felt that the usage of student subjects was well suited for the present

research. The age range of subjects was 17 to 25, with M = 20.28.

STUDY 1

Study 1 was designed to test Hypothesis 1. Fifty-two participants were asked to
read two scenarios involving choices between products. In one scenario, participants
were told that they were traveling in South Asia and must purchase antimalarials from
one of two local pharmacies. The antimalarials carried the brand name “FSR Inc.” and
participants were told that this brand is the market leader for antimalarials in the region.
Participants were given a total of $35 they could spend on $6 bottles of the antimalarial
from Store A or on $15 bottles of the antimalarial from Store B. Both the $6 and the $15
bottles of antimalarials were identical except for the price and retail outlet. The scenario

was set in Southern Asia so as to create a situation where consumers were ambiguous
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about local retailers. A fictitious brand name was used to reduce the impact of previous
associations participants might have with established brands of pharmaceuticals from
manufacturers such as Pfizer or Merck. Scenario two was equivalent to scenario one in
all respects except that in scenario two participants were given a choice between a $6
DVD and a $15 DVD sold by FSR Inc. The participants were told that the DVDs were a
collection of the consumer’s favorites. Half of the participants were presented with
scenario one first while the other half was presented with scenario two first. Both DVDs
and drugs were chosen because consumers can conceivably buy more than one unit of
each, and to represent products that are counterfeited in large quantities (European

Commission, 2007).

A 2 (Type of Good: Drug vs. DVD) x 2 (Price of Good: $6 vs. $15) analysis of
variance was conducted to test Hypothesis 1 using number of units as the dependent
variable. The number of units chosen of the $6 good vs. the $15 good was significantly
dependent on the perceived risk of the good (F (1, 102) = 29.793, p < 0.001) and an
interaction effect was observed; therefore, the number of higher priced versus lower-
priced goods chosen was dependent upon whether the good was perceived to be high risk
and Hypothesis 1 was supported. For a summary of the mean values per product
category for Study 1 please see Figure 1 and Figure 2. A main effect for price was
observed (F (1, 102) = 10.62, p < 0.003); however, this was not surprising considering
that consumers were able to purchase more units of the cheaper good given their budget

constraints. The subjects were not asked to necessarily spend all of their money.
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STUDY 2

Study 2 was designed to test Hypothesis 2. Sixty-six participants initially
participated in Study 2 for a total of 60 usable responses. Study 2 was a two-factor (Type
of Product: Drug vs. DVD) between participants and two-factor (Price of Good: $6 vs.
$15) within-subjects design. Thirty-two participants were randomly assigned to the DVD
condition while 28 participants were randomly assigned to the drug condition. The
experimental procedures for Study 2 were similar to that of Study 1 with two exceptions.
Study 2 participants were told that counterfeit goods existed in the marketplace but they
could not be certain which of the two alternatives (the $6 or the $15 version of the
product) was counterfeit. Also, these participants were asked to state their perceived

probability of each version of each good being counterfeit.

A 2 (Type of Good: Drug vs. DVD) x 2 (Price of Good: $6 vs. $15) ANOVA was
conducted to test Hypothesis 2 using number of units chosen as the dependent variable.
Similar to Study 1, a two-way interaction (F (1, 118) = 40.085, p < 0.001) was revealed
which again indicated that consumer choices for the cheaper good was dependent upon
the level of perceived risk associated with the product. Thus, Hypothesis 2 was
supported. For a summary of the mean values per product category for Study 2, please
see Figure 1 and Figure 2. A main effect for price was also observed (F (1, 118) = 54.009,
p <0.001). We also investigated the impact that suspicion of purchasing a counterfeit
good had on consumer choices towards higher priced goods. In both the drugs and DVD
conditions, participants displayed an increased willingness to purchase the higher priced

good. Though this increase was not significant over the baseline condition it worth
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noting the positive relationship. It was surprising however to note that participants in the
DVD condition also purchased more units of the $6 DVD when they became aware that
counterfeits were present in the marketplace versus Study 1 when there was no mention
of counterfeits. This finding was also note statistically significant.

We compared the perceived probability of the different types of goods being
counterfeit. A second 2 (Type of Good: Drug vs. DVD) x 2 (Price of Good: $6 vs. $15)
ANOVA was conducted, with the perceived probability of the item being counterfeit as
the dependent variable. The results found a significant main effect for price across the
two products (F (1, 118) = 111.57, p < 0.001) with participants consistently believing that
the $6 products were more likely to be counterfeit than the $15 products (Movo ss = 0.803
& Morg ss = 0.687 VS. Movo sis = 0.256 & Mong s1s = 0.307). Therefore, Hypothesis 3 was
supported as the probabilities with which each item were viewed to be counterfeit were
dependent upon their price level. It is worth noting that the results also revealed a
significant two-way interaction effect within the “type of good” dyad (F (1, 118) = 4.361,
p < 0.05), which appears to indicate a moderating role for the level of risk in terms of

perceived probabilities of a good being counterfeit.

STUDY 3

Study 3 was designed to test Hypotheses 3a and 3b. A total of 68 participants
participated in Study 3 for a total of 60 usable responses. Similar to Studies 1 and 2,
Study 3 was a two-factor (Type of Product: Drug vs. DVD) between-subjects and two-
factor (Price of Good: $6 vs. $15) within-subjects design. Thirty-three participants were

randomly assigned to the DVD condition while 27 participants were randomly assigned
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to the drug condition. The experimental procedures for Study 3 were similar to that of
Study 2 except that in Study 3, participants were told that the lower priced item was
clearly a counterfeit. Participants were told that the lower priced item was a counterfeit
because it did not contain a hologram on the underside of the package, a feature that
legitimate versions of the product contained.

We also tested the impact of nondeceptive versus deceptive counterfeits on
consumer choice. We conducted a full-factorial 2 (Type of Good: Drug vs. DVD) x 2
(Study Type: counterfeits not identifiable vs. clearly identifiable counterfeits) x 2 (Price:
$6 vs. $15) ANOVA for the type of good dyad. The results revealed a significant two-
way interaction in each condition. In the drugs category, we found that choice patterns
for the $6 version of the drug and the $15 version of the drug varied between the no-
mention counterfeit condition and the clearly identified counterfeit condition (F (1, 109)
=3.824, p < 0.06) as well as a main effect for price (F (1, 109) = 19.182, p < 0.001), with
consumers choosing more of the higher priced drugs when they knew the cheaper version
was counterfeit. The results of the ANOVA for the DVD product category found a
significant two-way interaction as well (F (1, 109) = 4.32, p < 0.05) as well as a
significant main effect (F (1, 109) = 52.02, p < 0.001). Therefore, the number of high
priced items versus low priced items purchased for both products was dependent upon the
participant’s ability to clearly identify the counterfeits. For a summary of these findings,
see Figures 1 and 2.

For a summary of the complete results please see Figures 1 and 2.
(“Insert Figure 1 about here”)

(“Insert Figure 2 about here”)
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STUDY 4

Up to this point the level of perceived risk has largely been assumed to have been
derived through product category. As demonstrated through our pretesting, certain
product categories such as pharmaceuticals or DVDs have a certain amount of risk
associated with them; that is, when consumers think of the risks of purchasing a
pharmaceutical, they inherently think of it as having a higher degree of risk than a DVD
despite not being told the purpose of the drug or the price of the DVD. Often it is
situational factors that can determine or enhance the risk of the purchase beyond the risk
associated with the product class (Belk, 1975). For example, a product that was
purchased as a gift may carry greater risk than a product purchased for oneself because of
perceived social risks that would occur if the receiver does not like the gift (Joy, 2001).
Study 4 tests Hypothesis 4 and argues that consumption of counterfeit goods over
legitimate goods will decrease as the level of perceived risk increases.

In Study 2 it was found that for a product that had low perceived risk, such as a
DVD, when participants were given a choice between a higher priced DVD that may be
counterfeit and a lower priced DVD that may be counterfeit, participants chose more
units of the lower price DVD on average. In the present study we manipulated the level
of perceived risk through situational variables such as the purpose of the purchase and the
penalties if a person is caught with a counterfeit good. Participants were now told that
the DVDs were being purchased as gifts for one’s boss and reiterated a current U.S.
Federal law which states that if caught bringing counterfeit DVDs into the United States,

the penalty is up to 5 years in prison and/or a $250,000 fine. The manipulation was
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pretested on 21 participants and it was found that the participants rated the purchase of
counterfeit DVDs under the present scenario to have a significantly higher degree of
perceived risk than under the original scenario used in Study 2 (F (1, 43) =21.30, p <
0.001, Mstudy2=1.98, SD = 1.05 vs. Mstudys = 3.956, SD = 1.31).

A total of 23 participants took part in Study 4 and their responses were compared
with those given by participants in the DVD condition in Study 2. Study 4 was a two-
factor (Perceived risk of DVD: High vs. Low) between participants and two-factor (Price
of Good: $6 vs. $15) within-subjects design. The experimental procedure was similar to
that of Study 2, where participants were told that there are counterfeits in the market and
they must choose between units of $6 DVDs or $15 within the budget constraint of $35.
The findings were then compared with the findings in Study 2 through a 2 (Study Type:
Study 2 — Risk low vs. Study 4 Risk high) x 2 (Price: $6 vs. $15) ANOVA. It was found
that when the perceived risk of counterfeit DVDs was increased, participants chose fewer
units of the $6 DVD and more units of the $15 DVD on average. The significant
interaction effect demonstrated that choices were dependent upon increases in perceived
risk (F (1, 108) = 30.61, p < 0.001)—Hypothesis 4 was supported. For a summary of this
finding see Figure 3.

(“Insert Figure 3 about here”)

STUDY 5

The cumulative findings from Studies 1 to 3 indicate that both the level of
perceived risk and the ability to distinguish counterfeit products from real products
impacts consumers’ choices for counterfeit goods. In Study 4, the purpose was to test the

robustness of the earlier finding regarding risk by manipulating the risk condition to
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decrease consumption of counterfeit goods. The purpose of Study 5 is to test
Hypothesis5 and to test the robustness of the deceptive versus nondeceptive condition by
manipulating the perceived probability of a good being counterfeit. Previously, the price
differentials had been used to allow consumers to infer which of the products may be
counterfeit. However, a number of situational factors may intervene during the purchase
process which may alter how consumers perceive the product. For example, the
knowledge that others are purchasing the product may influence judgments as to the
quality of the product (Cohen & Golden, 1972; Pincus & Waters, 1977). A consumer
who views others using the product may come to believe that the product is of good
quality (Cohen & Golden; Pincus & Waters). Deutsch and Gerard (1955) refer to this
effect as informational social influence, where individuals take information from others
as evidence of reality. It is therefore conceivable that if consumers view others
purchasing the product they are more likely to view the product as authentic and less
likely to believe that the product is counterfeit.

This study focused on consumer choice of drugs in order to investigate whether
the perceived probability of a product being counterfeit can be manipulated by situation
factors and subsequently alter its consumption. The choice to focus on the consumption
of drugs was based on the public policy issue of consumers inadvertently mistaking
counterfeit drugs for legitimate drugs, and subsequently consuming the counterfeit drugs
unknowingly (Aldhous, 2005).

In order to manipulate the perceived probabilities of the product being counterfeit
and create an informational social influence effect, we told participants that while they

were considering how many of each bottle of the antimalarial to purchase, at least six
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other people had purchased the $6 bottle. Participants were also told that they knew of a
person who had purchased the cheaper medicines. It is important to note that participants
were not told the outcome of each purchase, such as whether the product was effective or
not, only that others had purchased the product. The manipulation was tested on a pretest
sampling of 22 participants and it was found that the informational influence effect
reduced the perceived probability of the $6 drug being counterfeit (F (1, 49) = 4.66, p <
0.001, M_study2 = 68.7 vs. M_study5 = 48.92). No differences in perceived probabilities
were observed for the $15 drug between Study 2 and Study 5. We also conducted a one-
way, two-cell ANOVA (Study 2 vs. Study 5) in order to compare the perceptions of risk
between the two studies, and no significant differences between levels of risk for
counterfeit drugs in either study were found.

A total of 25 participants took part in Study 5 and their responses were compared
with those given by participants in Study 2. Study 5 was a two-factor (Knowledge of
Others: Yes vs. No) between-subjects and two-factor (Price of Good: $6 vs. $15) within-
subjects design. The experimental procedure was similar to that of Study 2, with
consumers again making choices between $6 and $15 bottles of the antimalarial with a
budget constraint of $35. Overall, participants chose significantly more units of the $6
drug in Study 5 (M_studys = 2.08) than they did in Study 2 (M_study2 = 0.815, F (1, 50) =
13.00, p < 0.001). Itis interesting to note that a comparison between the quantities of
both $15 and $6 bottles chosen in Study 5 and the quantities chosen in Study 2 revealed a
significant interaction effect, with participants actually choosing more units of the $6
bottle than the $15 bottle in Study 5 (F (3,100) = 8.07, p < 0.001). For a summary of

these results, please see Figure 5.
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(“Insert Figure 5 about here”)

GENERAL DISCUSSION

The present essay was designed to explore why consumers alternate between
buying counterfeit and legitimate goods and how consumers could be influenced to
purchase legitimate goods over counterfeit goods. The study found that the perceived
level of risk and the ability of consumers to distinguish between counterfeit goods and
legitimate goods are two major factors influencing consumer choices for counterfeit
goods over legitimate goods. More importantly, the research demonstrated that both risk
and assessed probabilities of counterfeits can be manipulated to either encourage

consumption of legitimate goods or cause consumers to purchase counterfeit goods.

Theoretical and Marketing Implications

The results lend themselves to two major findings; the first is that consumers must
be able to clearly distinguish legitimate goods from counterfeit goods in order to reduce
consumption of counterfeit goods, and the second major finding is that the consumption
of counterfeit goods is dependent upon the perceived risk of the product. The first major
finding relates directly to the principles of information asymmetry in which this research
was grounded. At a microlevel our findings demonstrate that when consumers are aware
of counterfeit goods in the marketplace but are not able to differentiate between the

counterfeit and legitimate products, it is the legitimate product that suffers and the lower-
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priced producer that gains. For both products, the DVDs and the drugs, participants
chose less of the higher-priced good when they were unable to differentiate the
counterfeit product from the legitimate product. If this situation is repeated in the
marketplace over time, legitimate manufacturers will either have to reduce their prices to
compensate consumers for the increased risk they incur, or legitimate manufacturers will
leave the market due to lower revenues from lower prices. Therefore, when counterfeits
are present in the marketplace the impetus is on legitimate manufacturers to clearly
differentiate their product from counterfeit products.

The second major finding contains practical implications for firms and
policymakers alike. Legitimate firms often employ advertising to denounce, for
consumers, the immorality of purchasing counterfeit or pirated goods, an activity they
portray as stealing (Cordell et al., 1996). However, as previous researchers have found,
the purchase of counterfeit goods is often viewed as being less immoral than stealing
goods directly from a manufacturer (Chow-Hou Wee et al., 1995; Cordell et al., 1996).
Alternatively, consumers may even purchase counterfeit goods as a form of rebelling
against what they perceive to be exorbitant prices for the products they desire (Tom et al.,
1998) or simply as a means to purchase a brand they desire but cannot afford. Therefore,
appeals based on a consumer’s sense of moral judgment toward counterfeit goods may
not create as great an impact as intended. Rather, as our results demonstrate, it may be
more fruitful to pursue a strategy where the legitimate firm emphasizes the risks of
purchasing the counterfeit product. For example, instead of conveying to consumers that
buying a pirated DVD is a form of stealing, the firm may wish to warn consumers of the

harm that the counterfeit DVD could do to one’s DVD player or the possibility that a
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counterfeit DVD may discontinue working shortly after purchase. By increasing the
amount of perceived risk from product failure, even for a product that may not have a
high degree of perceived risk associated with it, consumers may choose the legitimate

product more often than the counterfeit.

LIMITATIONS AND FUTURE RESEARCH

The limitations of this study are primarily rooted in the experimental design
methodology employed. All of the choice situations were hypothetical, as were the
expenditures and budget constraints. Thus, participants may not have incurred as great a
perceived loss from their choices as they would have if the choice scenarios were
conducted in the marketplace using real income. Furthermore, all of the products and
retail locations used were hypothetical in order to mitigate the confounding effects of
retailer or brand relationships. However, in order to isolate the impact that perceived risk
can have on the choices consumers make between counterfeit and legitimate products,
and eliminate any risk to the participants, it was necessary to create both hypothetical
scenarios and hypothetical brands for this study.

Future research that looks at the impact of counterfeit goods on consumer choice
may be well served to use actual brands and/or actual retailers when investigating how

counterfeit goods impact consumer choice.

CONCLUSION
Counterfeit goods threaten the very purpose of intellectual property protection and

are a hazard to consumers. If the sale of such goods continues to expand as rapidly as it
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has in recent years then legitimate businesses will suffer from lost sales, consumers may
suffer physical harm, and governments will see their tax base diluted. It is therefore
imperative that research provide insights into combating this global problem. The results
of our work have demonstrated that participants’ demand for counterfeit goods is
dependent upon their level of perceived risk and their ability to differentiate counterfeit
goods from legitimate goods. Furthermore, neither of these two factors is static, and
marketers can take advantage of this to increase demand for legitimate goods and/or
decrease demand for counterfeit goods. This research can be used as a platform upon
which further research can be developed and also as a source of knowledge that explains

choices between legitimate goods and counterfeit goods.
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CHAPTER IV: Essay 3 - Choices consumers of counterfeit goods make
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The previous essay examined the choices that consumers make when confronted with
alternatives between counterfeit and legitimate goods. The findings revealed that
subjects were more likely to choose counterfeit goods when the risk associated with the
purchase of counterfeit goods is low and/or when the subjects are unable to distinguish
between legitimate and counterfeit goods. Essay 3 builds on the findings from Essay 2
by testing the validity of the findings on consumers who have or are considered likely to

purchase counterfeit goods.
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One of the greatest challenges when exploring the choices consumers make between
counterfeit and legitimate goods is the difficulty in manipulating choice while
maintaining external validity. The majority of work that has studied the demand side of
counterfeit goods has either employed a qualitative approach or used survey
methodologies to gauge general attitudes, and then drawn inferences based on these
attitudes (see Eisend & Schuchert-Guler, 2006). The limitation of these methods is that
they do not allow for testing of causal propositions. In Essay 2 above it was revealed that
participant choice for counterfeit goods over the legitimate alternatives could be
manipulated by the level of perceived risk and/or the ability to clearly differentiate.
However, a significant limitation of the findings from Essay 2 is that the purchase
scenario was completely controlled and artificial. Participants were given hypothetical
scenarios and then asked to state their choices. If the findings from Essay 2 are to be
accepted, they must be tested outside of an artificial setting and the study participants

must move beyond a random sampling.

Purchasers of counterfeit goods

Prior work has found that consumers who purchase counterfeit goods often feel that they
are rebelling against large brands and the high prices that they charge (Bian & Moutinho,
2009). These consumers are typically under 30 years of age and desire luxury products in
order to identify with a group, but do not want to have the pay the high price for the
products (Oneto & Sundie, 2006). Consumers who want to obtain pirated products are
different from other consumers because they often do not consider their actions as

stealing and are often more knowledgeable on where and how to obtain the products than
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are their peers (Cheung & Prendergast, 2006). Therefore, in the following investigation,
external validity would be enhanced if the earlier findings were tested on this group,

which may display different characteristics than a random sampling of consumers.

Marketplaces containing counterfeit goods

Marketplaces containing counterfeit goods are prominent and accessible worldwide.
With the advent and growth of electronic commerce, sellers of counterfeit goods moved
their wares from flea markets or other choice locations to virtual marketplaces. As
discussed in Essay 1 above, the growth of online pharmacies has helped to spread
counterfeit drugs worldwide. Marketplaces such as eBay.com or Craigslist.com allow
sellers of counterfeit goods to sell their wares to an often unsuspecting consumer base

and with relative anonymity.

STUDY 1

Up to this point the testing of hypotheses had been conducted on a nontargeted
sampling of students drawn from the undergraduate population of the research university.
Students were not selected based on their knowledge or attitudes of counterfeits, and thus
the findings above in Essay 2 are limited. One threat to validity by not being more
selective when choosing a study sample is that it cannot be certain if behavioral
intentions are changing with the manipulation or if the manipulation is simply uncovering
consumption in a sample that had little intention to purchase counterfeit goods to begin
with. In order to add validity, a quasi experiment was conducted using a sampling who
had prior experience and the means to obtain counterfeit goods. Prior research in the area
of counterfeit goods has found that those consumers who are most likely to obtain
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counterfeit goods are those who are repeating prior behavior and have the means
available to do so (Chiou et al., 2005). For example, consumers who have downloaded
pirated music from the Internet are more likely to do so again if they continue to have
access to the website where they originally downloaded the music. If access to the
website is negated then consumers will be less likely to download the pirated music.

In the present study those consumers were sought who have not only
demonstrated prior consumption behaviors in regards to counterfeit goods, but who also
possessed the means to further obtain those goods. Subjects at the university were
solicited through email communications, classroom announcements, and word of mouth
to participate in the present study. The subjects were told that the topic of interest was
counterfeit goods and that the researchers were looking for consumers who had
familiarity with counterfeit goods. In exchange for their participation, subjects were
given bonus credit in one of their classes within the School of Business. A total of 80
subjects were initially selected based on their self-reported experience in obtaining
counterfeit movies. Twelve subjects were removed from this sample because they
indicated that they had obtained counterfeit movies only once within the past 5 years,
thus indicating that they did not repeat this behavior. In order to identify whether the
remaining subjects had the means to obtain counterfeit movies they were asked to list as
many sources as they could where they could obtain a counterfeit movie that they did not
currently own; subjects were told to be as specific possible. Twelve subjects could not
complete this portion of the screening and were removed from the study because they
either could not name any specific sources or they listed general sources such as “the

Internet,” “Chinatown,” or “through friends.” The remaining 56 subjects listed sources
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such as specific websites they could use—for example, Pirate Bay.com, or eBay.com, or
specific locations where they could obtain the goods, such as Canal Street in New York
City. Once the final sample was chosen they were then asked to list the likelihood (5-
point scale anchored with Very Unlikely to Very Likely) that they would obtain a pirated
version of the movie they had indicated they would like to own. Though many
consumers may be hesitant to state their willingness to engage in an illegal activity, prior
work has found that the participant demographic represented by our sample are often
very public regarding their consumption of counterfeit goods (Miyazaki & Langenderfer,
2011). Overall, subjects indicated that there was approximately a 50% chance they
would obtain a pirated copy of the music (Mpirated = 2.80, SD = 1.27). Risk was then
increased by telling subjects that the DVD was no longer for them, but for their boss.
Once the subjects were told that the movie was meant as a gift for their employer, the
likelihood of obtaining a pirated movie dropped significantly to levels associated with
“Very Unlikely,” and a paired samples t-test revealed significant differences between the
two conditions (t (1, 55) = 7.76, p < 0.001, Mpirated_self = 2.80, SD = 1.27 vs.

MPirated_Emponer = 1.26, SD = 0.79).

STUDY 2a

The cumulative findings from Studies 1 to 3 in Essay 2 indicate that both the level
of perceived risk and the ability to distinguish counterfeit products from real products
impacts consumers’ choices for counterfeit goods. Studies 4 and 5 sought to test the

robustness of the earlier findings regarding social risk by testing our manipulation on a
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group of consumers that actively obtained pirated works. The purpose of Study 2a in the
present essay is to test the robustness of the deceptive versus nondeceptive condition by
exploring whether the ambiguity of a product being counterfeit increases consumption.
In other words, this study seeks to further the argument that not being able to tell that a
product is counterfeit will increase its consumption.

A number of different market scenarios provide evidence of consumers
purchasing counterfeit products with the mistaken belief that the products are legitimate;
however, building on the case of L’Oreal v. eBay International AG (2008), the eBay.com
marketplace will be used to further the investigation. In the case of L’Oreal vs. eBay
International AG (2008) the plaintiff (L’Oreal) argued that the eBay marketplace was
facilitating the spread of counterfeit goods by allowing counterfeiters to sell their
products with relative impunity. Although the case was ultimately decided in favor of
eBay International AG, largely because eBay never took ownership of goods sold via its
marketplace, both parties agreed that counterfeiters were using the marketplace to sell
their wares to both suspecting and unsuspecting consumers. Counterfeiters attempt to
pass their wares off as authentic by manipulating one of the many signals that sellers use
to signal to consumers that the product is authentic, such as photos, user feedback, user
reviews, and price (Li, Srinivasan, & Sun, 2009).

Study 2a used the eBay.com marketplace to test whether consumers were
unknowingly paying more for counterfeit goods than for legitimate goods. The argument
is that consumers who are able to clearly identify counterfeit goods will not pay more for
the counterfeit goods than they would for a legitimate version of the goods. To test this

assertion empirically, a major brand owner was first contacted. The brand owner
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frequently has its sunglasses sold on the online marketplace eBay.com and estimates that
it loses over $20 million in lost global revenues annually from the presence of counterfeit
goods. Representatives of the brand owner’s IP enforcement team met with the author of
this essay to instruct the author on how to identify counterfeit versions of their products
for sale on eBay.com. The author then used this knowledge to identify counterfeit
versions of the brand owner’s sunglasses for sale on eBay.com. Over a period of several
weeks from August to October 2010, 47 instances of counterfeit sunglasses were
identified on eBay.com where bidders were competing to purchase counterfeit sunglasses
that resembled the authentic product. The final price paid for the item was also tracked.
A comparison version of the same item was found for sale via eBay.com or other leading
online retailers, such as Amazon.com or Overstock.com. The comparison items were the
same in model, color, and brand; the only distinguishable characteristic between the items
that were bid on and the comparison items were the price and the fact that several
different consumers were competing for the counterfeit item. It should also be noted that
the comparison items did not give any indication that they were counterfeit versions.
Therefore, the comparison was between goods which had previously been demonstrated
to be counterfeit versus goods that were not indicated to be counterfeit. The argument for
using actual sales data from eBay.com is predicated on the belief that if consumers are
able to identify counterfeit versions of the product, then they will not pay more than a
legitimate version of the product.

In 31 instances it was found that consumers paid more for the counterfeit item on
eBay.com than they could have paid if they had purchased a legitimate version of the

item from another seller. Based on the 47 counterfeit sunglasses for sale, it was found
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that consumers paid on average $15 dollars more when they were on sale via an auction
than they would have had to pay had they purchased them from a source such as
Amazon.com or Overstock.com under the condition there being no other bidders (t (1,46)

=-3.16, p< 0.01, m_countefeit = 58.42, SD = 16.04 vs. M_Legitimate = 43.65, SD = 27.4).

STUDY 2b

Before the results of Study 2a can be validated and the results accepted,
alternative explanations must be ruled out. One alternative explanation for the price
differentiations is that in an online auction scenario the presence of other bidders may
create competition, which in turn drives the increase in prices above what consumers
would otherwise pay (Ariely & Simonson, 2003; Ku, Galinsky, & Murnighan, 2006).

To rule out this alternative explanation, an additional study in a controlled
environment using the eBay.com template was conducted. Ninety-three undergraduate
students were recruited to participate in a study regarding online purchases. Two
conditions were manipulated, the number of bidders and the awareness on the part of
participants that the product was counterfeit. In order to manipulate the number of
bidders, a graphics designer was brought in to recreate an eBay webpage where a seller
was selling a pair of unisex sunglasses for $55.00. Two versions of the page were
created, one where the number of bids was 7 and one where the number of bidders was 0.
Awareness was manipulated either by telling participants that the pair of sunglasses was
likely to be counterfeit because it contained a sticker on the lens that legitimate versions
did not contain or by withholding any explicit indication from participants as to the

authenticity of the product. Participants were randomly allocated into one of four cells in
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the 2 (Multiple bidders vs. No bidders) x 2 (counterfeits strongly suspected vs. no
mention of counterfeits) between-cells design. The participants were sent a link to a
webpage where they could view the recreated webpages and then were asked to state how
much they would bid on the item if they were interested in purchasing the item; they
entered this amount on the webpage itself which was then recorded on a central server.
Participants were asked to access the webpage anytime within a 1-week period and via
their personal computers so as to recreate the actual purchase scenario.

An ANOVA revealed that participants in the no-other-bidders conditions and
those who were told that the sunglasses were probably counterfeit bid significantly lower
for the sunglasses than did those who were not told the sunglasses were likely to be
counterfeit, (F (1, 41) = 19.16, p < 0.001, M_counterfeit = $19.71 vs. M_No_mention =
$49.84, SD = 22.9). Similarly, participants in the seven-other-bidders group displayed
the same trend (F (1,42) = 18.36, p< 0.001, M_counterfeit = $18.28 vs. M_No_mention =
$50.12, SD = 23.1). All groups were compared with each other using a Sheffe test and it
was revealed that participants’ willingness to pay was not influenced by the presence of
other bidders; this provided support for earlier findings from the eBay.com marketplace

obtained in Study 5 by ruling out the possible impact of multiple bidders.

SUMMARY

Prior work has done well to demonstrate that consumer attitudes often favor counterfeit
goods (Tom et al., 1999; Bloch et al., 1993). Consumers often purchase counterfeit
goods as a form of rebelling against the high price of brands or because they do not

perceive the purchase of counterfeit goods as a negative activity. Therefore, for firms
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attempting to change consumption behaviors, targeting consumer attitudes may be a
difficult endeavor. Rather, it may be more beneficial for firms to focus on impacting the
purchase scenario. The findings above found that the amount of risk can be altered, as
can the perceived authenticity of the product, in order to reduce consumption of
counterfeit goods. Consumption of counterfeit goods can therefore be reduced by

manipulating the purchase scenario.
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CHAPTER V: Essay 3 - The Influence of Country of Origin on Choices
Consumers Make Involving Counterfeit Goods
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The existence of counterfeit goods is a concern for stakeholders not only because of the
harm it can cause to consumers and legitimate businesses but also because it may lead to
negative perceptions of the country of origin and the other goods that originate there.

The first essay provided an overview of the problem of counterfeit goods by investigating
the market of counterfeit drugs. The second essay examined how both enhanced risk and
altering the perceived probability of a good in question being counterfeit can change the
willingness to purchase counterfeit goods. The present essay examines how the country
of origin of the goods may increase or decrease the perceived probability of the good
being counterfeit and how this may impact other goods from that country. The present
essay examines how counterfeit goods can harm the image of a country. By studying the
impact that counterfeit goods can have on the perceptions toward countries and products
made within those countries, we create knowledge that leads to insights into the dangers

of manufacturing in countries where counterfeit goods are known to originate.
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The importance of protecting intellectual property (IP) rights has consistently been
demonstrated to equate to greater innovation and economic prosperity (Branstetter,
Fisman, & Foley, 2006; Kogut, 1991; North & Thomas, 1973). The value of encouraging
the growth of intellectual property protection is evidenced by the fact that the majority of
the world’s economies have cooperated to abide by at least one major international
agreement designed to protect IP worldwide. By virtue of their membership within the
World Trade Organization, 153 of the world’s largest economies have agreed to abide by
the Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS), which
sets basic laws governing all forms of intellectual property. However, as evidenced by
the rise in counterfeit goods seized by the European Union Customs and Taxation Union
(Table 1), the trade in stolen ideas continues to grow rapidly. From 1999 to 2007 the
number of seizures of goods that violated either trademarks, patents, or copyright grew
from approximately 25 million to 79 million units (European Union, 2007). The majority
of these seizures occurred for goods that were exported from a country that was a
signatory to the TRIPS agreement, a fact which lends itself to the distinct possibility that
discrepancies exist between the existence and the enforcement of the laws that govern
intellectual property rights protection. As several authors have noted (Kopp & Suter,
2000; Mittelstaedt & Mittelstaedt, 1997), protecting intellectual property is a difficult
task due largely to its intangible nature and attitudes toward the level of protection that
intellectual property should be afforded. Mittelstaedt and Mittelstaedt (1997) discuss the
plight of intellectual property protection in several countries and note that a common

view is that intellectual property protection benefits only a few and harms many. Using
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drug patents as an example, the argument frequently made by countries considered to be
emerging markets is that enforcing drug patents would limit access to vital medicines that
benefit the majority of the population (Mittelstaedt & Mittelstaedt). Even in countries
that are ardent supporters of intellectual property rights, the enforcement of these rights is
often lacking due to prevailing attitudes that the theft of intellectual property is a
victimless crime and that scarce resources should be allocated to combating more serious
offenses (Maskus, 2000). However, when countries fail to act with a sense of urgency in
regards to protecting IP rights it cannot only place consumers in danger, but it can also
harm legitimate producers. Using high-risk counterfeit goods as an example, the
following essay will demonstrate the potential for harm that violations of IP rights could
inflict. The essay will first discuss the dangers that poorly made products such as high-
risk counterfeit goods can have on how a country is perceived. Following this brief
discussion, specific hypotheses concerning the interplay between country-of-origin
effects and high-risk counterfeit goods are advanced. An experimental methodology is
employed to test for these effects and the essay will conclude with a presentation of

findings and discussion of results.

Dangers from Poorly Made Products

Prior research has demonstrated that counterfeit goods can be classified based on their
level of risk and that consumers actively try to avoid those products which have high
levels of perceived risk (Majid, Johansson, & Perry, 2010). Furthermore, it has also been
demonstrated that when counterfeits are suspected in the marketplace, consumers use the

country of origin as a cue to determine the authenticity of the good (Chakraborty &
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Allred, 1996). Similar to other cues such as price or substandard packaging, when
consumers were aware of counterfeits from a certain country, they used this knowledge to
help assess the authenticity of counterfeit goods (Chakraborty & Allred). When the link
between country of origin and counterfeit goods is salient then countries from which
counterfeit goods originate can risk creating a negative reputation or damaging a positive
one. Therefore, when consumers seek to avoid purchasing a high-risk counterfeit good it
would appear that countries where such goods are produced are most at risk to suffer the
negative economic consequences from the production of counterfeit goods. It should be
noted that both the counterfeit and the legitimate product may be manufactured in the
same country; however, as demonstrated by Chakraborty and Allred (1996), when this
occurs the consumer becomes wary of purchasing a counterfeit product from that country
regardless of its production of legitimate versions of the product.

Recent events involving product recalls add credence to the prior argument that
high-risk counterfeit goods can be damaging to the economy of a country. In 2007
consumers became very wary of purchasing children’s products that were manufactured
in China due largely to a number of high-profile cases of toys being recalled because they
contained lead paint (Beamish & Bapuji, 2008). Fears over purchasing toys made of lead
paint caused consumers in the United States to boycott numerous products manufactured
in China due in large part to fears that, like the toys, they contained harmful substances
(Beamish & Bapuji). The reason for such a strong response from American consumers
was that the toys represented a high-risk product because of the harm that could befall
children who played with them, thus indicating that under conditions where consumers

could not be completely confident of purchasing a safe product, they used the country of
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origin to brand products manufactured from China as unsafe and thus boycott toys and
other products alike. The case of product recalls from China has the potential to
foreshadow a similar situation whereby high-risk counterfeit goods originate from a
certain country and consumers are fearful of consuming such products. Similar to toys
containing lead, high-risk counterfeit products such as medicines are often not
identifiable as faulty without careful analysis by a trained professional and similarly they
to have the potential to cause harm to consumers. Therefore, when seeking to avoid
consumption of such dangerous products, consumers may use the country of origin to
determine whether the products are likely to be counterfeit or not and then choose

accordingly.

Counterfeit Products & Perceived Risk
Counterfeiting means the unauthorized, and hence illegal, copying of trademarked or
copyrighted goods (Bamossy & Scammon, 1985; Grossman & Shapiro, 1988a).
Research on counterfeits typically distinguishes between deceptive and nondeceptive
counterfeits (Grossman & Shapiro, 1988a, 1988b). Counterfeits, such as CDs and DVDs
in simple slip packages sold in street stalls, are not usually seen as deceptive since they
do not pretend to be legitimate. By contrast, deceptive counterfeits are those where the
wares are disguised as indistinguishable from the legitimate product. This typically
increases demand and enables manufacturers to charge higher prices for the illegitimate
goods. The focus of this study is on deceptive counterfeits.

Consumer reaction to deceptive counterfeits varies depending on the context. At

one extreme are deceptive counterfeits in well-established stores where consumers
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purchase without any suspicion or knowledge of the product being counterfeit (Grossman
& Shapiro, 1988a, Maziarz, 2008). For example, in one case a 16-year-old liver
transplant recipient from Long Island suffered a near-deadly seizure when the
prescription drug he was taking (Epogen) was found to be counterfeit (Maziarz). The
shocking part of the incident was that the 16-year-old had purchased his prescription drug
from his local CVS pharmacy, which had inadvertently sold him a counterfeit version of
his authentic medication (Maziarz). In this case, the counterfeiters had managed to
infiltrate the legitimate supply chain and pass off their fake product as the legitimate one
to unsuspecting retailers and consumers. This is one extreme example of deceptive
counterfeit goods; on the other end of the spectrum are non-deceptive counterfeits where
the consumer is fairly certain that the products are counterfeit because of store location,
product displays, considerably lower prices than other sellers, and so on. In the most
typical scenario, consumers might suspect that there are counterfeits in the market, but
they are unable to distinguish the legitimate product from the counterfeit product. In
such cases they must rely on cues that might attest to its legitimacy (L’Oreal S.A v. EBay
International AG, UK High Court, 2009).

According to research on counterfeit goods, the most commonly used cues to
assess the authenticity of a product are price (Swee et al., 2001; Eisend & Schuchert-
Gdiler, 2006) and point of sale (Chow-Hou Wee, Soo-Jiuan Tan, & Kim-Hong Cheok,
1995; Olsen & Granzin, 1992). In addition, prior work by Chakraborty and Allred (1996,
1997) has argued for the use of country of origin as a signal to consumers whether the

product is likely to be counterfeit or not.
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The present study builds on this previous research work by examining the
interaction between country-of-origin cues and price effects. It also investigates the
impact of high-risk and low-risk product categories on consumer choice. While
deceptive counterfeits are often studied as a uniform product category (Nia & Judith,
2000; Oneto & Sundie, 2006; Wilcox, Kim, & Sankar, 2009), early work has also
indicated a differential effect of counterfeit goods between those that are high risk and
those are low risk (Bamossy & Scammon, 1985). Thus, a counterfeit CD may well be
perceived as less risky than a counterfeit pharmaceutical with potentially severe side-
effects, injury, and harm. As Beamish and Bapuji (2008) argue, the toy recalls from
China became so prominent precisely because children’s toys were perceived to be high-

risk products.

Country of Origin and Product Quality

When products are created they can become infused with characteristics from
their country of origin (Han, 1989; Johansson & Nebenzahl, 1986). For example, the
tradition of cultivating fine wine in the regions of France carries over to all wines that are
produced and exported out of France though they may not necessarily be of any higher
quality than wines from countries which do not have as rich a wine-producing history
(Heslop, Lue, & Cray, 2008). This example illustrates the impact that the country-of-
origin construct can have on increasing perceptions of a product and/or its quality;
however, the construct may also work in a reverse direction and actually decrease
perceptions of products. Johansson and colleagues (1994) found that products

manufactured in the former Soviet Union were perceived by consumers in the United
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States to be poorly made, and upon the collapse of the Soviet Union the Russian
manufacturers had to overcome often inaccurate negative stereotypes in order to convince
consumers to purchase their products. Furthermore, perceptions of a country have also
been demonstrated to be dynamic and susceptible to changes caused by consumers’
experiences or events associated with the particular country (Heslop et al., 2008). A
consumer may have a very favorable perception of a country and this may cast a halo
effect around products manufactured by the country; however, an external event such as
an ecological disaster or military actions may alter how consumers view the country and
hence products that it manufacturers (Heslop et al.). Additionally, the cause of negative
perceptions toward the country of origin may have not been directly caused by the host
country (as in a military action), but were rather the result of a consumer’s poor
experience with a product manufactured from a particular country. The example given
at the start of this paper to illustrate the potential impact that high-risk counterfeit goods
can have was that of the toy recalls from China. As a result of the toy recalls, American
consumers perceived products from China to be manufactured poorly, and dangerous for
consumption (Beamish & Bapuji, 2008). However, in actuality, the cause of the toy
recalls was not poor Chinese manufacturing but rather poor designs on the part of the
brand owners, who are often located outside of China (Beamish & Bapuji). China had
become the scapegoat not only because its American consumers were demonstrating
ethnocentrism, but also because they associated the poorly made products with the

country of origin of the manufacturer and not the brand owner.
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HYPOTHESES
In the discussion of the interplay between counterfeit goods and country-of-origin effects,
two distinctions must be made, one regarding the goods and one regarding the effects.
The first distinction, regarding counterfeit goods, is that counterfeits can often be
separated between low-risk and high-risk goods (Chakraborty & Allred, 1996). In
discussing the impact that counterfeit goods can have on perceptions of countries and
products originating from those countries, it is important to note that high-risk counterfeit
goods often receive a stronger response from consumers due largely to the harm that
could befall consumers from their use (Majid et al., 2010). Therefore, as the discussion
progresses it is important to note that not all counterfeit goods are treated equally and that
different effects will be proposed based on the level of risk associated with the product.
Secondly, country-of-origin effects can be both positive (Han, 1989) and negative
(Johansson et al., 1994). A country with a positive image in the minds of consumers has
more to lose from negative consumer experiences than a country which is already
perceived negatively. Therefore, the first hypothesis is that countries that have a positive
image in the minds of consumers would appear to be more vulnerable to the negative
effects that the export of counterfeit goods may cause. Stated formally,

H1: Consumers will perceive a positively viewed country less positively after learning
that high-risk counterfeit goods originated from the country.

It should be noted that our discussion of the impact of counterfeit goods is focused
primarily on high-risk counterfeit goods. The focus on high-risk counterfeit goods is
based primarily on prior work which has found that low-risk counterfeit goods do not

evoke as strong a negative reaction in consumers as do their high-risk counterparts (Penz
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& Stottinger, 2005). So it is anticipated that only high-risk counterfeit goods will impact
perceptions toward country-of-origin image. Furthermore, it is posited that only
countries with a positive image will be impacted, largely because countries with a
negative image may experience a basement effect whereby the image is already low and

unlikely to be significantly lowered.

Impact on High-Priced vs. Low-Priced Exports

The presence of high-risk counterfeit goods in the marketplace often captures the
attention of not only government agencies who seek to protect consumers but also the
media which seeks to inform. In recent years there has been a trend to alert consumers as
to where counterfeit goods come from so that consumers can avoid purchasing the
counterfeit versions of the products. As part of this investigation a scan of news reports
was first conducted between October 2010 and September 2010. During this time period,
media reports of counterfeit goods published in mainstream media outlets in the United
States were analyzed and indications of the country of origin (outside of the United
States) of the goods were then recorded. Only unique reports were counted within the
analysis; therefore, news articles from several different outlets reporting the same
incident were counted only once. Over the course of the 61-day period, no less than 42
news stories reported on incidents of counterfeit goods. Of the 42 news reports, 30
(approximately 71% of the total number) indicated the country where the goods
originated. This finding is to be expected, however, as a large majority of counterfeit

goods are seized by customs authorities upon arrival into the country of destination. The
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reporting of incidents of counterfeiting thus has the potential to influence how countries
are perceived.

Based on incidents of counterfeiting, it appears that the export of counterfeit
goods is not a unique occurrence for any of the countries concerned but rather a by-
product of legitimate industry within that country (European Commission). For example,
China, which has a large textile industry, is by far the largest producer of counterfeit
clothing items, and Switzerland, which specializes in pharmaceuticals, is the leader in the
production of counterfeit medicines (European Commission, 2007). When counterfeit
products originate from a country that also produces legitimate products it creates a
scenario in which consumers must differentiate the legitimate from the counterfeit. In the
majority of cases this can be done simply by relying on price (Chakraborty & Allred,
1997); however, a question remains as to whether the possibility of purchasing a
counterfeit product would harm the higher-priced good. The reluctance of legitimate
manufacturers to produce pharmaceuticals in India would indicate that this is the case
(Lakshmi, 2010). An abundance of counterfeit drugs in India has led to a reluctance on
the part of legitimate manufacturers to introduce their new drugs into the Indian
marketplace, for fear that they too will be perceived as counterfeit (Lakshmi, 2010).

The question raised above regarding the effect of counterfeit products from a
particular country on perceptions of legitimate products from the same country is best
informed by referring back to the initial image of the country. In the earlier discussion
regarding the country of origin it was stated that countries that are perceived positively
can transfer these positive associations onto the products that originate from their borders

(Han, 1989); it is therefore reasonable to figure that higher-priced goods stand to benefit
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from these associations, and will be less likely to be perceived as counterfeit than their
lower-priced alternatives. Consumers have an expectation that certain goods
manufactured from countries perceived positively will have a high price to begin with,
which creates an expectation that the higher-priced good is likely to be out of the
ordinary. In contrast, when a country is not perceived positively, consumers may
question why there are two sets of prices for the same product originating from the same
country. Though it is likely that the lower-priced product will be perceived as more
likely to be counterfeit, in line with previous research (Chakraborty and Allred 1997), the
perceptions toward the higher-priced product may suffer the most when consumers
become aware that the country exports counterfeit versions of the product. With negative
country-of-origin perceptions comes consumer skepticism toward the quality of the
product (Johansson et al., 1994); therefore, it seems plausible that this skepticism will
hold for the authenticity of products manufactured from the country regardless of the
price. In other words, price will not be as strong an indicator of authenticity when the
perceptions of the country are negative as when they are positive.

Therefore, when consumers assess the likelihood of a product being counterfeit it
is anticipated that they will use a combination of the price of the item and the country of
origin. Previous literature has done well to demonstrate that lower-priced products are
more likely to be perceived as counterfeit (Chakraborty & Allred, 1997); our analysis
extends this argument by considering the country-of-origin cue as well. Low-priced
products from a country with a positive image will be less likely to be perceived as
counterfeit than low-priced products from a country with a negative image. State

formally,
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H2a: Lower-priced products from countries perceived positively will be more likely to be
perceived as counterfeit than lower-priced products from countries perceived negatively.

Alternatively, higher-priced products are already less likely to be perceived as
counterfeit. When the added effect of the country of origin is added it is anticipated that
the image of the country will further decrease the likelihood depending on the
perceptions of the country. In other words, a high-priced product will usually be seen as
less likely to be counterfeit than a low-priced product, but when the country of origin is
included then a country perceived positively will further decrease this perceived
likelihood.

H2b: Higher-priced products from countries perceived positively will be less likely to be
perceived as counterfeit than higher-priced products from countries perceived negatively.
Following their assessment of the perceived likelihood of the product being counterfeit,
consumers will then make choices accordingly in order to avoid purchasing a high-risk
counterfeit good. Based on the earlier hypotheses regarding the role of country image
when choosing between two uniquely priced goods suspected of being counterfeit, a
similar argument is proposed that consumers will be more willing to purchase the higher-
priced good if it originates from a country with a positive country of origin image.
Conversely, consumers may be skeptical about purchasing a higher-priced, high-risk
good from a country with a low country-of-origin image if the threat of purchasing a
counterfeit good is present. Therefore, they may attempt to avoid the scenario where they
pay the higher price for a good that is counterfeit and choose to minimize their purchase
of higher-priced goods in favor of purchasing more of the lower-priced good. Stated

formally,
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H3a: Consumers will choose more of the higher-priced product if it originates from a
country that is perceived positively than they will choose if the higher-priced product
originates from a country perceived negatively.

H3b: Consumers will choose more of the lower-priced product if it originates from a
country that is perceived negatively than they will choose if the lower-priced product
originates from a country perceived positively.

The proposed relationships between high-risk counterfeit goods and country of
origin effects are summarized in Figure 6 and Figure 7.
<Insert Figure 6 about here>

<Insert Figure 7 about here>

METHODOLOGY
An experimental approach was used with a total of 208 participants to test the
relationships proposed in the earlier models. Participants were undergraduate students at
a large Southeastern university in the United States and were given course credit for
participation. Though the usage of student samples has previously been cited as a
limitation of studies on international business phenomena (Bello, Leung, Radebaugh,
Tung, & Van Witteloostuihn, 2009), prior work on counterfeit goods has found that those
in the age demographic of undergraduate students are more likely to have exposure to
counterfeit goods than those in higher age brackets (Tom et al., 1998). Hence the usage
of student samples in the present study extends beyond a matter of simple convenience.
The study manipulated perceived risk, price, and country of origin. Perceived risk
was manipulated by using a product category that was viewed as having high levels of
perceived risk: pharmaceuticals. Informed by the work of Kaplan and colleagues (1974),
a pretest was conducted to evaluate perceptions of risk for different products based on a

7-point Likert scale (o = 0.805). It was found that counterfeit pharmaceuticals had the
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highest level of perceived risk (M = 4.09, SD = 1.34) in our pretest and was therefore
chosen to represent a product that had high perceived risk. Price was manipulated by
having two different price points, $15 and $6. Perceptions toward country of origin were
manipulated by using two different countries: India and Switzerland. These two
countries were chosen because both have previously been linked with the production of
counterfeit DVDs and medicines (European Commission—Taxation and Customs Union,
2007). Country image for India and Switzerland were measured using a country image
measure developed by Laroche and colleagues (2005), and it was found that participants
had a significantly higher positive image of Switzerland than of India (M_switzerland =

5.6521 vs. M_india = 4.583, F (1, 45) = 5.288, p < 0.001).

Procedure

The study design was a three (country of origin: Switzerland vs. India vs. no country) by
two (Risk: high vs. low) between-subjects by two (price: $15 vs. $6) within-participants
experimental design, for a total of six cells. Cell sizes ranged from 22 to 34 participants
per cell for a total of 163 participants. The participants were divided into the high-risk
condition (pharmaceuticals) or the low-risk condition (DVDs). The participants in the
high-risk condition were asked to read a BBC story that alerted consumers to the
presence of counterfeit drugs either from Switzerland, or from India, or without mention
of a country of origin depending upon which cell the participant was in. The BBC story
was taken from an actual story written by the BBC on February 3, 2009, but was slightly
modified to specify that the counterfeit drugs were antimalarials and the country of origin
was either Switzerland or India. Participants were asked to rate the story’s credibility

using a 4-item scale assessing credibility (o = 0.862); on average, the participants gave it
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a rank of 5.335 on a 7-point Likert scale. After reading the story, participants were then
asked to rate their perceptions of either Switzerland or India using the PCI scale used in
the pretest. Following the rating the participants were then given a hypothetical scenario
where they were told they were traveling in Asia and they needed to purchase some
antimalarial medication while on their trip. They were told that they had $35 to spend on
medicines, that there were two stores in the same shopping area selling the medicines,
and that one was being sold for $15 while the other was being sold for $6. Participants
were also told that one, both, or neither of the versions could be counterfeit and it was up
to them to determine the likelihood that either could be counterfeit, and to purchase as
much as they wished to subject to their constraints. The only stipulation apart from the
income constraint was that the participant must purchase at least one unit of the
antimalarial medicine. Before making their choices, participants were asked to opine on
the probabilities that each version of the product, the $15 medicine and the $6 medicine,
were counterfeit. Lastly, depending on which cell the participant had been assigned to,
the participant was told either that both versions of the medicine were from Switzerland,
or that they were from India, or there was no mention of country of origin. It should be
noted that the retailers and brand names of medicines were given fictitious names so as to
mitigate potential confounding effects of cues other than price or country of origin.

The second half of participants, those in the low-risk condition, followed the same
procedure as the first group, with two exceptions. Participants read a press release that
was distributed by the U.S. Department of Justice on March 24, 2009, which warned
consumers of counterfeit DVDs in the marketplace. The press release was modified

slightly to mention either India, or Switzerland, or no country of origin and then
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evaluated for credibility using the same measure that was used to evaluate the BBC
article in the earlier condition. On average, participants gave the article a rank of 5.15

out of 7 in terms of credibility.

RESULTS
Country image effects were measured after participants learned of counterfeits in the
marketplace and compared with the COl measurements conducted in the pretest. The
postmeasure was administered after the participants read of counterfeit pharmaceuticals
or counterfeit DVDs from either India or Switzerland or no country. For the
pharmaceuticals it was found that participants had a significantly lower image of
Switzerland (Mpre_swiss = 5.652 vS. Mpost_swiss = 4.697) after they learned that counterfeit
pharmaceuticals had originated from the country (F (1, 43) = 22.90, p < 0.001); thus,
Hypothesis 1 was supported. Alternatively, image toward India did not change
significantly (Mopre_india = 4.667 VS. Mpost_india = 4.586, F (1, 43) = 0.15, p = 0.7048). In the
DVD condition it was found that the awareness of counterfeit DVDs from either India or
Switzerland did not significantly change attitudes toward the country of origin (Mpre_swiss
= 5.652 vs. Mpost_swiss = 5.119 and Mopre_india = 4.667 VS. Mpost_india = 4.81). For a summary
of the complete results please see Table 4.
< Insert Table 4 about here>

A two-way ANOVA was conducted to test Hypotheses 2a and 2b. Hypotheses 2a
and 2b proposed that the perceived probability of purchasing a high-risk counterfeit
product, priced high or low, was dependent on the country of origin. Specifically,

consumers will attach a higher probability of the $15 medicine being counterfeit if it is
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from India than if it is from Switzerland because of differing expectations that they have.
A significant interaction effect was revealed between the price and country of origin (F
(3, 82) =13.60, p < 0.001), thus the perceptions of the product being counterfeit was
dependent upon the COI and Hypothesis 2a was supported. Participants perceived a
probability of only 26.762% of the $15 medicine from Switzerland being counterfeit,
whereas the same $15 medicine from India was given a probability of 43.524% of being
counterfeit. Alternatively, the reverse pattern occurred for the $6 counterfeit goods, with
consumers perceiving the $6 medicine from Switzerland as more likely to be counterfeit
(71.905%) than the similar medicine from India (58.285%). Furthermore, in order to
check the robustness of our findings we compared the findings with the “no-country”
condition and found a similar interaction between the no-country condition and India (F
(3,92) = 6.83, p < 0.05) as we did between India and Switzerland. The probabilities of
the $15 version of medicine and $6 version of medicine when no country of origin was
mentioned were 68.7% and 30.07%, which was similar to the probabilities given for the
medicines from Switzerland. For a summary of these findings, see Figure 8. In the DVD
condition, we did not find any differences between any of the countries but we did find a
significant main effect for price for both the DVDs from Switzerland and from India as
well as those in the no-country condition (F (1, 47) = 134.095, p < 0.001). Participants
overwhelmingly perceived the $6 DVD as more likely to be counterfeit than the $15
DVD, regardless of where the DVDs originated from.

<Insert Figure 8 about here>
Hypotheses 3a and 3b proposed that when consumers suspect that they may be

purchasing high-risk counterfeit goods and are given a choice between two different
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prices for the same product, their consumption choices will be dependent upon their COI.
This hypothesis was supported (F (3, 84) = 4.45, p < 0.05). Once again, however, the
COl only had an impact when the product was considered high risk. In the DVD
condition, consumers chose significantly more of the lower-priced DVDs regardless of
where they originated (F (1,47) =54.09, p < 0.001).
< Insert Figure 9 about here>

It should be noted that familiarity with the country of origin was tested for and
accounted for in the study. Previous work has found that the more familiar consumers
are with a country, the more likely they are to have positive associations of it (Han,
1989). To rule out the possibility of country familiarity confounding our results, we
included a single-item measure to gauge participants’ familiarity with either India or
Switzerland. An analysis of variance found no significant differences between the groups
in terms of country familiarity and a regression analysis revealed that familiarity was not
significantly related to country-of-origin perceptions (t = 1.38, p = 0.1747). Therefore,
familiarity with one of the countries used in this study was not significantly related to our

findings.

DISCUSSION

The purpose of this paper is to demonstrate the importance of protecting intellectual
property at the country level, and high-risk counterfeit goods were used to illustrate the
negative impact that intellectual property violations can have on consumer perceptions
and choice. Previous research has demonstrated the link that consumers make between

the country of origin and expectations of quality (Johansson et al., 1994; Haubl, 1996), as
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well as the impact that negative events can have on the choice to purchase or not
purchase products from certain countries (Beamish & Bapuji, 2008). The present study
advances on this previous research by examining the impact that an intellectual property
violation can have on creating negative perceptions and influencing product choice from
certain countries. What is interesting to note is that the negative impact of high-risk
counterfeit goods impacted both countries that had positive country-of-origin image and
countries that had a negative image.

In line with the proposed relationship in Figure 1, it was found that awareness of
high-risk counterfeit goods from a country that had positive image would cause
consumers to lower their image of that country. This demonstrates that high-risk
counterfeit goods can harm the overall perceptions of the country. Such a reduction of
image was not found for a country with a negative image. The likely reason for this was
that the low initial country image created a “basement effect” (Dawar & Pillutla, 2000),
where perceptions were already low and thus could not be significantly lowered.
Similarly, country image did not change for either country with the revelation that
counterfeit DVDs had originated from the country, indicating that effects may be
confined to high-risk products only.

A second major finding from this study was the impact that country of origin had
on the perceived probabilities of both higher and lower-priced goods being counterfeit.
As illustrated in Figure 1, it was expected that consumers would use price to signal the
authenticity of the product from countries with a positive country-of-origin image.
However, for countries with a negative country-of-origin image it was posited that both

the expensive and cheaper of the two products would be viewed as counterfeit.
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Interestingly, while the lower-priced drug from India was perceived as more likely to be
counterfeit than its more expensive counterpart, the lower-priced drug from India was
perceived as less likely to be counterfeit than the lower-priced drug from Switzerland.
As proposed earlier, when confronted with a higher-priced drug from India consumers
perceived that product to be more likely to be counterfeit than the same higher-priced
product from Switzerland. The country-of-origin effects that influenced the perceived
probabilities of a good being counterfeit were also evident when consumers indicated
their choices in number of units of the drug. Though all groups chose similar amounts of
the higher-priced drug, we found significant differences in the number of lower-priced
drugs chosen from Switzerland and those chosen from India. Consumers chose over
twice as many lower-priced drugs from India than lower-priced versions of Switzerland.
The decision by consumers to choose more units of the lower-priced drug when it was
from India than when it was from Switzerland indicates that consumers are less likely to
use price as a signal to quality for certain countries and they may pursue a strategy of

minimizing their monetary losses.

Implications

The findings from this paper have considerable implications for practitioners and
policymakers alike. The enforcement of intellectual property rights ultimately falls to
local government authorities, while the laws they enforce originate from policymakers
within the bureaucracy. The production of counterfeit goods represents a failure by one
or both levels to adequately enforce intellectual property rights and, as demonstrated by

the above findings, the knowledge of certain counterfeit goods originating from a
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particular country may impact both consumer perceptions and choice. First, it was
observed that countries that have a positive image in the minds of consumers can lose
part of this positive image if consumers learn that high-risk counterfeit goods have
originated from the country. The lowered perceptions have the potential to impact the
way the consumer perceives the country in all interactions, as well as to impact
consumption of all products that are associated with having been manufactured from the
given country.

The specific implications on product perceptions and product choice from the
results above are particularly noteworthy. As discussed, counterfeit goods often originate
from economies that produce legitimate versions of the product. Therefore, a significant
danger for countries that export counterfeit products is that consumption of legitimate
versions of the product may be harmed because consumers are fearful that the legitimate
versions may also be counterfeit. The results indicate that for countries with negative
country-of-origin image, consumers may become skeptical of the authenticity of the
higher-priced product. Furthermore, they may purchase more units of the lower-priced
good out of fear that by purchasing the higher-priced good they may not only be
purchasing a counterfeit product, but may also be spending larger amounts of money to
do so. Thus, the fear of purchasing a high-risk counterfeit product may actually cause
consumers to prefer the lower-priced alternative over the higher priced, and often
legitimate, alternative.

A further implication of the above findings on consumer choice is that the fear of
purchasing counterfeit goods may actually be propelling counterfeit goods into the

marketplace. For goods such as counterfeit medicines this can have catastrophic
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consequences for local and global health. Counterfeit medicines contain little to no
active ingredient and thus fail to counter the virus they are supposed to combat (Aldhous,
2005). Furthermore, their inability to adequately combat the virus enables the virus to
grow and become immune to legitimate medicines (Aldhous). The proliferation of
counterfeit medicines has the potential to not only harm those who use them but also to
create an enhanced virus strain that is resistant to legitimate medicines. This scenario is
already occurring on the African subcontinent, where counterfeit medicines have caused
viruses to morph and become resistant to the legitimate versions of the medicines on
which the counterfeits were based (Aldhous). The results of the present study indicate
that for countries with low country-of-origin image, the existence of lower-priced goods
and the fear of purchasing counterfeit goods may actually cause consumers to be wary of
paying too much for a counterfeit good, thereby increasing their consumption of the

lower-priced goods and so potentially increasing the consumption of counterfeit drugs.

Limitations and Future Work

The present study was limited to two products and two countries. In order to succinctly
demonstrate the impact of two levels of perceived risk, we used only two products.
However, the scope of counterfeit products that exist in the marketplace is much wider
than is represented by these two products, and also have different degrees of risk
depending on the intended usage. A counterfeit purse, for example, may be perceived as
high risk if the consumer perceives that the purse will break when they are at a formal
event and thus lead to embarrassment; conversely, it may be seen as low risk if the purse

was intended to be a souvenir. This variation in risk was not captured within our study.
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A second limitation and possible avenue for future research would be to study hybrid
products originating from a country. In the present study we chose products that are not
typically associated with a country of origin—medicine and DVDs. This choice was
based primarily on the desire to capture the dichotomy between high-risk and low-risk
goods. However, a great deal of research has focused on exploring the link between
certain products and countries, such as in the subject of French wines (Heslop et al.,
2008) or German cars (Haubl, 1996). Thus, a logical extension of the present study
would be to explore the impact on country image and/or product consumption if a hybrid

product from that country was counterfeited.

CONCLUSION

The global market for counterfeit goods is worth hundreds of billions of dollars and is
growing rapidly. As the flow of counterfeit goods occurs throughout the world, nations
have often failed to properly enforce intellectual property rights. By not adequately
enforcing intellectual property rights, nations have created the potential for high-risk
counterfeit goods to be produced within the borders of the country. The present paper
demonstrates the negative consequences on the country if such products reach the
marketplace and consumers become aware of their origin. It is hoped that policymakers
will take heed of the negative consequences that may occur and use the resultant
knowledge as an impetus to strengthen enforcement of intellectual property rights

worldwide.
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CHAPTER VI: Overview of Essays 1 to 3 and Implications for
Policymakers and Firms
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As evidenced by the diversity of research on counterfeit goods, the phenomenon is quite
complex. It has been studied from a legal perspective (Brauneis & Schecter, 2009), from
an economical perspective (Grossman & Shapiro, 1988), from a public policy perspective
(Miyazaki, 2009), and from a marketing perspective (Commuri, 2009; Wilcox et al.,
2009). Based on literature on prior research into the phenomenon, gaps in knowledge
were identified and the studies in this proposal sought to fill those gaps. The first essay
provided an overview of the challenges that firms and authorities have in terms of
combating counterfeit goods. The second essay sought to understand why consumers
would prefer a counterfeit product over a legitimate product. Prior research that has
examined why consumers choose counterfeit goods has done so by explaining a choice
after it has been made and thereby limiting the findings to those who had already chosen
to purchase counterfeit goods. The findings from Essay 2 revealed that the purchase of
counterfeit goods was dependent on the level of risk associated with the purchase of
counterfeit goods and the ability of consumers to distinguish between counterfeit and
legitimate goods. Essay 4 then built upon these findings by introducing country of origin
as a cue and examining how the country-of-origin image would impact perceptions and
choices. The recent incidences of toy recalls from China demonstrated how the country
of origin could become a strong indicator of the quality of the product during times of
product crisis and Essay 4 followed this work by exploring the role of country of origin in
the context of counterfeit goods.

Two particularly noteworthy and counterintuitive findings were revealed as a
result of this research. Firstly, one of the questions that firms must contend with when

combating the problem of counterfeiting is whether they should admit the problem exists.
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The findings from Essay 2 revealed that if consumers suspect that counterfeit goods exist
in the marketplace they will be less likely to pay higher prices for the legitimate goods.
This finding is in line with the theory of information asymmetry, which the work was
largely based on. However, if counterfeits are present in the marketplace and consumers
are already aware of their existence, then firms may benefit by alerting consumers.

Based on the findings from Essay 3, when consumers are aware that counterfeits exist but
they seek the legitimate product, they are willing to pay more for the product as an
assurance that the product is not counterfeit. Therefore, by admitting the problem exists
firms can then benefit from differentiating their products from those of their counterfeit
competitors.

The second particularly noteworthy finding from this work was that country-of-
origin effects can overpower pricing effects when attempting to determine the
authenticity of the product. In Essay 4, consumers were given a choice between drugs
costing $6 and $15, from India. Based on the information that the drugs were from India,
participants chose more units of the $6 drugs than they would when the $6 drugs were
from Switzerland. It is unlikely that consumers would like to consume counterfeit
drugs—however, they chose to consume drugs that were likely to be counterfeit. The
rationale for this finding was that consumers also considered the more expensive drug
from India to be counterfeit and thus decided to avoid purchasing a counterfeit drug and
paying more to do so. Therefore, products from certain countries may be viewed as more
likely to be counterfeit based primarily on the country where they originated (and

regardless of other signals such as price). The result of this finding is that the

101



consumption of counterfeit goods may be increased and legitimate goods from certain

countries suffer the consequences.

Implications for Policymakers

Counterfeit goods violate international laws, dilute the tax base, and harm consumers.
Policymakers have long been interested in containing and/or eradicating their presence
and this research is intended to provide substance for policymakers to do so. The
findings from Essay 3 demonstrated how consumers can use country of origin to infer
quality, which in turns impacts their choice of products from specific countries.
Therefore, it is in the best interest of nations to actively enforce intellectual property
rights and eliminate counterfeit goods from their boundaries or risk damaging their
reputation or creating a negative one. Furthermore, the results of Essay 2 demonstrated
that consumer choices for counterfeit goods can be altered simply by increasing the
perceived risk associated with the purchase. This finding can then be used to inform
public service announcements that warn consumers of the dangers of counterfeit
products. Public service advertising intended to dissuade consumers from obtaining
counterfeit goods often attempts to appeal to appeal to a consumer’s sense of morality
(Chiou et al., 2005); however, it may be a more effective strategy for the advertisements
to convey the dangers of using counterfeit goods. For example, instead of
communicating the immorality of obtaining a pirated version of a movie, it may be more

prudent to communicate the harm that a pirated movie can do to one’s personal computer.

Implications for Firms
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Counterfeit goods not only take sales away from legitimate goods, but they can also harm
a firm’s brand equity and damage a firm’s relationships with consumers (Bamossy &
Scammon, 1986). To manage the problem of counterfeit goods, the results from Essay 2
demonstrated that firms must invest in clearly differentiating their products from the
counterfeited version. If consumers can clearly distinguish then they are less likely to
purchase the counterfeit good. The task of clearly differentiating can be a source of
innovation, as demonstrated by Givon and colleagues (1995). Givon and colleagues
(1995) demonstrated that pirated software had become the largest competitor for one
software manufacturer and that this motivated the firm to continually innovate so as to
differentiate the legitimate products from their counterfeit versions. Another implication
from the present research is that firms may be wise to maintain higher prices in the face
of counterfeits in the marketplace. Essay 3 proposes that counterfeit goods may cause
consumers to pay more for legitimate goods because they want to enhance the certainty
of obtaining a legitimate product. If this proposed relationship is revealed, then the
presence of counterfeit goods may enhance the price of legitimate goods in the

marketplace.

103



Conclusion

From counterfeit drugs to counterfeit stores, the phenomenon of copying another's
product or service and attempting to sell it as a legitimate work is growing not only in
size but in importance as well. Counterfeiters seeking to take advantage of consumers
take into account the public’s expectation of quality when copying the good, and either
set out to deceive consumers into believing that the good is legitimate (counterfeit drugs)
or else portray their goods as low-cost alternatives (counterfeit DVDs). From the
viewpoint of firms, counterfeiters not only divert sales away from the legitimate product
but, as Essays 2 to 4 have shown, they can also lead to skepticism regarding the
authenticity of the real product. Thus, the time and energies firms spend to produce
quality goods can often be usurped by counterfeiters who simply need to copy the
appearance of the good and then reap the rewards that the legitimate firm has created.
Over time, if counterfeits continue to proliferate through the marketplace, their presence
not only provides a disincentive for firms to produce innovations, for fear that they be
copied, but it may also cause sellers to leave the market. The presence of counterfeit
goods often creates a low-cost alternative in the marketplace which reduces the average
price consumers are willing to pay, and over time, as the price and subsequent demand
for the legitimate goods drop, sellers are forced to leave the market. For consumers, as
Essay 2 and Essay 4 have shown, the presence of counterfeit goods can lead not only to
poor choices but also to physical harm. In certain cases consumers choose to purchase
the counterfeit alternative, but in other cases the counterfeits are purchased unknowingly,

which can lead to a more negative outcome.
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The motivation behind this dissertation was to explore an emerging and important
issue as well as to contribute to the knowledge on how firms can manage the problem of
counterfeit goods. It is hoped that as the size and complexity of the counterfeit
phenomenon grows, the findings from this research can be applied to help combat

counterfeit goods and/or minimize their negative impact.
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FIGURE 1 - Average Number of DVDs Chosen Per Study
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FIGURE 2 - Average Number of Units of Drugs Chosen Per Study
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FIGURE 3 - DVDs: Study 2 vs. Study 4
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FIGURE 4 - Pharmaceuticals: Study 2 vs. Study 4
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FIGURE 5 -Pharmaceuticals: Study 2 vs. Study 5
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FIGURE 6 — High Risk Counterfeits and Positive Image of Country
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FIGURE 7 — High Risk Counterfeits and Negative Country of Origin
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FIGURE 8 — Probabilities of Counterfeit Products
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FIGURE 9 — Number of Drugs Chosen
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FIGURE 10 - Counterfeit Drugs: Issues and Outcomes

ISSUE

1 Product: Counterfeit drugs are often deceptive and thus

| consumers are unaware that they are consuming counterfeit
4 versions which either contain very little to none of the active
| ingredient or which contain harmful substances.

1 Place: Counterfeiters are able to infiltrate the legitimate

{ (through e-commerce) and deceive consumers/ retailers
| regarding the authenticity of their products.

1 supply chain or bypass the legitimate supply chain altogether ¢

{ Information: Consumers who purchase online are often

| unaware of the probability that the drugs they are

{ purchasing are counterfeit; consumers (primarily those in

| developing economies) who purchase in a traditional retail
| are often unaware of the dangers of counterfeit drugs.

{ Price: The high price of many drugs motivates countereiters

| toenter the market; the high prices also cause consumers to
seek out cheaper alternatives which are often counterfeit

| versions.

1 EconomicLoss: Legitimate ¢
| firms loss of revenue and loss
1 of brand equity.

| Physical Harm: Consumers
1 which use counterfeit :
{ medicine risk direct harm and £
| indirect harm through the |

usage of medicine that has

| no active ingredient.

| Public Health Concern:

¢ Counterfeit drugs which

{ contain small amounts of the
¢ activeingredent in :
1 legitimate medicines not only |
| failto kill the virus but they
i strengthen the virus in the
| process.

115




FIGURE 11 - Counterfeit Drugs: Issues and Strategies
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Table 4 — Summary of Findings

Hypotheses  Supported (Y/N)? Notes

Results

H1: Impact of counterfeit Yes Counterfet goods had Mpre_Swiss = 5.652 vs.
goads on COI greater impact on Mpost_Swiss = 4.697*
perceptions toward
Switzerland than India
Yes : - Swiss $15 = 26.8%
H2a & Hab: Probabiltes of Perceived pobabiies S
counterfeit goods differs differed based on counry 1N $15.= 43.5%
positively and negatively India $6 = 58.3%**
H3a & H3b: Product choice Yes Swiss $15=1.32
differs based on country N ;
image P.art.lc.lpants chose India $15 = 1.27
significantly more of the o
less expensive good when SW{‘C’S %=05
it was from India versus India $6 = 1.36*
Switzerland
* Significant at p< 0.05
** Significant interaction effect at p < 0.0!
*** Significant at p< 0.10
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Table 5 - Countries Connected to Counterfeit Goods*

Countries of Origin (random order)

Countries Sold In

India, China, Thailand, Indonesia, Great
Britain, USA, Canada, Nigeria,
Philippines, Ghana, Russia

India, China, Thailand, Indonesia, Great
Britain, USA, Canada, Ireland, Nigeria,
Uganda, Finland, Sweden, Ghana,
Russia, Zimbabwe, South Africa

*Based on a sample of 347 news articles, trade publications, and legal briefs

Table 6 - Types of Drugs Counterfeited*

Lifestyle

Non-Lifestyle

Amnesteem, Cetilistat, Cialis,
Fenproporex, Furosemide,
Ketoconazole, Reductil, Rimonabant,
Sibutramine, Valium, Viagra

Accutane, Actimmune, Actonel, Alli,
Ambian, Amoxicillin, antibiotics, anti-
malarials, Arimidex, Atenolol, Ativan,
Avandia, birth control medication,
cancer treatment, Carisprodol, Casodex,
Clentuberal, Clopidogrel, Codein,
Combivir, Crestor, Celebrex, Diflucan,
Dilantin, Diovan, Duo-contexin, Evista,
Fluxetine, Fosamax, Glucophage,
Heparin, HIV treatment,
Hydrochlorothiazide, Hyzaar, Lamisil
Lexipro, Levitra, Levothyroxine,
Lisinopril, Meloxicam, Metformin,
Metroprolol, Methotrexate Tablets,
Nifedinine, Novasc, Paroxitine,
Phenolphthalein, Phenytoin, Plavix,
Prednisone, Prilosec, Proxrit, Propecia,
Pravachol, Risperdal, Simvastatin,
Sustiva, Tamoxifen, Tamiflu, Viramune,
Warfarin, Xanax, Zerit, Zocor,
Zolpidem, Zyprexa

*Based on a sample of 347 news articles, trade publications, and legal briefs

118




References

Africa's Silent Public Health Crisis, (2011, April 27), Africa News.

Ajzen, I. (1991). The theory of planned behavior. Organizational Behavior and Human

Decision Processes, 50(2), 179-211.

Akerlof, G. A. (1970). The market for "lemons™: Quality uncertainty and the market

mechanism. Quarterly Journal of Economics, 84(3), 488-500.

Albers-Miller, N. (1999). Consumer misbehavior: Why people buy illicit goods. Journal

of Consumer Marketing, 16(3), 273-287.

Aldhous, P. (2005). Counterfeit pharmaceuticals: Murder by medicine. Nature,

434(7030), 132-136.

Angeles, R. (2006). Rfid technologies: Supply-chain applications and implementation

issues. Information Systems Management, 22(1), 51-65.

Anand, B., & Galetovic, A. (2004). How market smarts can protect property rights.

Harvard Business Review, November, 73-79.

Ariely, D., & Simonson, I. (2003). Buying, bidding, playing, or competing? Value
assessment and decision dynamics in online auctions. Journal of Consumer

Psychology, 13(1), 113.

119



Attaran, A., Bate, R., & Kendall, M. (2011). Why and how to make an international

crime of medicine counterfeiting. Journal of International Criminal Justice, 1-30.

Bamossy, G., & Scammon, D. L. (1985). Product counterfeiting: Consumers and

manufacturers beware. Advances in Consumer Research, 12(1), 334-339.

Bearden, W., & Etzel, M. J. (1982). Reference group influence on product and brand

purchase decisions. Journal of Consumer Research, 9(2), 183-194.

Beamish, P. W., & Bapuji, H. (2008). Toy recalls and china: Emotion vs. evidence.

Management and Organizational Review, 4(2), 197-209.

Belk, R. W. (1975). Situational variables and consumer behavior. Journal of Consumer

Research, 2(3), 157-64.

Bello, D., Kwok, L., Radebaugh, L., Tung, R., & Witteloostuijn, A. (2009). From the

editors: Student samples in international business research. 40(3), 364-365.

Bergen, M., Dutta, S., & Walker, O. C., Jr. (1992). Agency relationships in marketing: A
review of the implications and applications of agency and related theories. Journal

of Marketing, 56(July), 1-24.

Bettman, J. R. (1973). Perceived risk and its components: A model and empirical test.

Journal of Marketing Research, 10(2), 184-190.

Xuemeli, B., & Moutinho, L. (2009). An investigation of determinants of counterfeit

purchase consideration. Journal of Business Research, 62(2), 368-378.

120



Branstetter, L. G., Fisman, R., & Foley, C. F. (2006). Do stronger intellectual property
rights increase international technology transfer? Empirical evidence from U.S. firm-

level panel data. Quarterly Journal of Economics, 121(1), 321-349.

Brauneis, R., & Schecter, R. (2009). Copyright law—Draft casebook. Manuscript in

preparation. Accessed: December 4, 20009.

Bush, R. F., Bloch, P. H., & Dawson, S. (1989). Remedies for product counterfeiting.

Business Horizons, 32(1), 59-74.

Chadha, R., & Husband, P. (2006). The cult of the luxury brand: Inside Asia's love affair

with luxury. London: Nicholas Brealey.

Chakraborty, G., & Allred, A. (1997). Use of negative cues to reduce demand for

counterfeit products.” Advances in Consumer Research, 24(1), 345-349.

Chakraborty, G., & Allred, A. T. (1996). Exploring consumers' evaluations of
counterfeits: The roles of country of origin and ethnocentrism. Advances in

Consumer Research, 23(1), 379-384.

Chatterjee, P. (2004). Interfirm alliances in online retailing. Journal of Business

Research, 57(7), 714-723.

Cheung, W.-L.. & Prendergast, G. (2006). Buyers' perceptions of pirated products in

China. Marketing Intelligence & Planning, 24(5), 446-459.

121



Chiou, J.-S., Huang, C.-Y., & Lee, H.-H. (2005). The antecedents of music piracy

attitudes and intentions. Journal of Business Ethics, 57(Mar), 161-172.

Wee, C.-H., Tan, S. J., & Cheok, K.-H. (1995). Non-price determinants of intention to

purchase counterfeit goods. International Marketing Review, 12(6), 19-34.

Cohen, J. B., & Golden, E. (1972). Informational social influence and product evaluation.

Journal of Applied Psychology, 56(1), 54-59.

Cohen, J. B. (2000). Playing to win: Marketing and public policy at odds over Joe Camel.

Journal of Marketing and Public Policy, 19(2), 155-167.

Commuri, S. (2009). The impact of counterfeiting on genuine-item consumers' brand

relationships. Journal of Marketing, 73(3), 86-98.

Cordell, V. V., Wongtada, N., & Kieschnick, R. L. (1996). Counterfeit purchase
intentions: Role of lawfulness attitudes and product traits as determinants. Journal of

Business Research, 35(1), 41-53.

Cotter, S., ed. (2007). International intellectual property law: new developments. New

York: Wiley. Published under the auspices of Center for International Legal Studies.

Counterfeit drugs and the real dangers posed. (2011, June 16). The Straits Times.

Counterfeit drugs killing thousands. (2004, May 15), The Nation, p. 8.

Counterfeit drugs put lives at risk. (2009, January 15), Africa News.

122



Counterfeit drugs caused woman's death. (2007, July 6), The Globe and Mail, p. 53.

Curlo, E. (1999). Marketing strategies, product safety, and ethical factors in consumer

choice. Journal of Business Ethics, 21(1), 37-48.

Davis, R. M. (1988). Uniting physicians against smoking: The need for a coordinated

national strategy. Journal of the American Medical Association, 259(10), 2900-2901.

Dawar, N., & Pillutia, M. M. (2000). Impact of product-harm crises on brand equity: The
moderating role of consumer expectations. Journal of Marketing Research, 37(2),

215-226.

Deutsch, M. & Gerard, H. B. (1955). A study of normative and informational social
influences upon individual judgment. Journal of Abnormal and Social Psychology,

51, 629-636.

Dillard, J. P., & Shen, L. (2005). On the nature of reactance and its role in persuasive

health communication. Communication Monographs, 2, 144-168.

Dodds, W. B., Monroe, K. B., & Grewal, D. (1991). Effects of price, brand, and store
information on buyers' product evaluations. Journal of Marketing Research, 28(3),

307-3109.

Eisend, M., & Schuchert-Guler, P. (2006). Explaining counterfeit purchases: A review

and preview. Academy of Marketing Science Review, 2006, 2, 1-10.

123



European Commission—Taxation and Customs Union. (2007). Report on Community

Customs Activities on Counterfeit and Piracy. Customs Union 1968-2008.

Fogarty, J. S. (1997). Reactance theory and patient noncompliance. Social Science &

Medicine, 45, 1277-1288.

Four African Countries United against Counterfeit Drugs. (2011, July 11). Africa
News.
Frazier, G. L. (1999). Organizing and managing channels of distribution. Journal of

the Academy of Marketing Science, 27(2), 226-240.

Gangsters move in on deadly counterfeit drug trade. (2002, April 2). The Straits

Times.

Givon, M., Mahajan, V., & Muller, E. (1995). Software piracy: Estimation of lost sales

and the impact on software diffusion. Journal of Marketing, 59(1), 29-37.

Green, R. T., & Smith, T. (2002). Executive insights: Countering brand counterfeiters.

Journal of International Marketing, 10(12), 89-106.

Grier, S., & Bryant, C. A. (2005). Social marketing in public health. Annual Review of

Public Health, 26, 319-339.

Grossman, G. M., & Shapiro, C. (1988a). Counterfeit-product trade. American Economic

Review, 78(1), 59-71.

124



Grossman, G. M., & Shapiro, C. (1988b). Foreign counterfeiting of status goods.

Quarterly Journal of Economics, 103(1), 79-100.

Grossman, G. M., & Edwin L. -. Lai (2004). International protection of intellectual

property. American Economic Review, 94(12), 1635-1653.

Hagedoorn, J., Cloodt, D., & Van Kranenburg, H. (2005). Intellectual property rights and
the governance of international R&D partnerships. Journal of International Business

Studies, 36(2), 175-187.

Han, C. M. (1989). Country image: Halo or summary construct? Journal of Marketing

Research, 26(2), 222-229.

Haubl, G. (1996). A cross-national investigation of the effects of country of origin and

brand name. International Marketing Review, 13(5), 76-88.

Heslop, L. A., Lu, I. R. R., & Cray, D. (2008). Modeling country image effects through

an international crisis. International Marketing Review, 25(4), 354-378.

Hoe, L., Hogg, G., & Hart, S. (2003). Fakin' it: Counterfeiting and consumer

contradictions. European Advances in Consumer Research, 60-66.

HP and African Social Enterprise Fight Counterfeit Drugs. (2010, December 23). Daily

Champion.

Hui, K.-L., & Png, 1. (2003). Piracy and the legitimate demand for recorded music.

Contributions to Economic Analysis & Policy, 2(Sept. 18), 1160.

125



Hung, C. L. (2003). The business of product counterfeiting in China and the post-WTO

membership environment. Asia Pacific Business Review, 10(09), 58-77.

Inside IT: The drugs don't work. (2011, September 8), The Guardian, pp. E12.

Johansson, J. K., & Nebenzahl, I. D. (1986). Multinational production: Effect on brand

value. Journal of International Business Studies, 17(3), 101-126.

Johansson, J. K., Ronkainen, I. A., & Czinkota, M. (1994). Negative country-of-origin
effects: The case of the new Russia. Journal of International Business Studies, 25(1),

157-176.

Joy, A. (2001). Gift giving in Hong Kong and the continuum of social ties. Journal of

Consumer Research, 28(2), 239-256.

Kaplan, L. B., Szybillo, G. J., & Jacoby, J. (1974). Components of perceived risk in
product purchase: A cross-validation. Journal of Applied Psychology, 59(3), 287-

291.

Kogut, B. (1991). Country capabilities and the permeability of borders. Strategic

Management Journal, 12, 33-48.

Kopp, S. W., & Suter, T. A. (2000). Trademark strategies online: Implications for
intellectual property protection. Journal of Public Policy & Marketing, 19(1), 119-

131.

126



Krippendorf, K. (2004). Content analysis: An introduction to its methodology. London:

Sage.

Lakshmi, R. (2010, September 11). India becomes a hub for fake medicines. The

Washington Post, pp. All.

Langenderfer, J., & Cook, D. L. (2001). Copyright policies and issues raised by A&M
Records v. Napster: "The Shot Heard 'Round the World," or "Not with a Bang but

a Whimper?" Journal of Public Policy & Marketing, 20(Fall), 280-288.

Laroche, M., Papadopoulos, N., Heslop, L. A., & Mourali, M. (2005). The influence of
country image structure on consumer evaluations of foreign products. International

Marketing Review, 22(1), 96-115.

Li, S., Srinivasan, K., & Sun, B. (2009). Internet auction features as quality signals.

Journal of Marketing, 73(01), 75-92.

Majid, K., Perry, V. G., & Johansson, J. K. (2010). Risky business—Reducing demand
for counterfeit goods. Paper presented at the 2010 American Marketing Association

Marketing and Public Policy Conference, Denver, Colorado (May 20-22).

Majid, K. A., & Rau, P. (2011). Slowing the diffusion of counterfeit goods—Evidence
from the pharmaceutical sector. In E. Howlett, J. Kozup, & J. Kees (Eds.),
Marketing and Public Policy Proceedings, American Marketing Association,

Washington, DC.

127



Maskus, K. E. (2000). Intellectual property rights in the global economy. Washington,

DC: Institute for International Economics.

Maziarz, J. (2008). Radio frequency identification technology: How Arizona can prevent
the sale of counterfeit prescription drugs. Arizona State Law Journal, 40 Ariz. St.

L.J. 1085, pp. 1-25.

Mittlestaedt, J. D., & Mittelstaedt, R. A. (1997). The protection of intellectual property:
Issues of origination and ownership. Journal of Public Policy & Marketing, 16(1),

14-25.

Miyazaki, A. D., Rodriguez, A. A., & Langenderfer, J. (2009). Price, scarcity, and
consumer willingness to purchase pirated media products. Journal of Public

Policy & Marketing, 28(Spring), 71-84.

Miyazaki, A. D., & Langenferder, J. (2011). Teenagers and digital product piracy: The
roles of price, ethics, and social influence. In E. Howlett, J. Kozup, & J. Kees

(Eds.), Marketing and Public Policy Proceedings, Washington, DC.

Muto, M., & Yamano, T. (2009). The impact of mobile phone coverage expansion on
market participation: Panel data evidence from Uganda. World Development,

37(12), 1887-1896.

Naim, M. (2005). Illicit: How smugglers, traffickers and copycats are hijacking the

global economy, New York: Doubleday.

128



Newton, P. N., McGready, R., Fernandez, F., Green, M. D., Sunjio, M., Bruneton, C.,
Phanouvong, S., et al. (2006). Manslaughter by fake Artesunate in Asia—Will Africa

be next? PLoS Medicine, 3(6), 197-207.

Nia, A., & Judith Lynne Zaichkowsky (2000). Do counterfeits devalue the ownership of

luxury brands? Journal of Product & Brand Management, 9(7), 485-502.

Nill, A., & Schultz, C. J. 11. (1996). The scourge of global counterfeiting. Business

Horizons, 39(6), 37.

North, D. C., & Thomas, R. P. (1973). The rise of the Western world—A new economic

history. Cambridge, MA: Cambridge University Press.

Olsen, J. E., & Granzin, K. L. (1992). Gaining retailers' assistance in fighting
counterfeiting: Conceptualization and empirical test of a helping model. Journal of

Retailing, 68(92), 90-106.

Olsen, J. E., & Granzin, K. L. (1999) Using channels constructs to explain dealers'
willingness to help manufacturers combat counterfeiting," Journal of Business

Research, 27(2), 147-170.

Oneto, S., & Sundie, J. M. (2006). Perceptions of counterfeit consumers. Advances in

Consumer Research, 33(1), 341-342.

Organization for Economic Co-operation and Development (OECD). (2007). The
economic impact of counterfeiting and piracy, Paris: Secretary General of the

OECD.

129



Partnership at Drugree.Org (2009). Alliance for Safe Online Pharmacies research results,

Washington, DC.

Penz, E., & Stottinger, B. (2005). Forget the "real™ thing—take the copy! An explanatory
model for the volitional purchase of counterfeit products. Advances in Consumer

Research, 32(1), 568-575.

Penz, E., & Stottinger, B. (2008). Original brands and counterfeit brands—Do they have

anything in common? Journal of Consumer Behaviour, 7, 146-163.

Pharmaceutical Manufacturers Association of America. (2010). Verified Internet
Pharmacy Practice Sites (VIPPS) facts. Retrieved from

http://www.safemedicines.org/vipps.html

Pincus, S., & Waters, L. K. (1977). Informational social influence and product quality

judgments. Journal of Applied Psychology, 62(5), 615-619.

Rao, A. R., & Monroe, K. B. (1988). The moderating effect of prior knowledge on cue

utilization in product evaluations. Journal of Consumer Research, 15(2), 253-264.

Rao, A. R., & Monroe, K. B. (1989). The effect of price, brand name, and store name on
buyers' perceptions of product quality: An integrative review. Journal of Marketing

Research, 15(2), 253-264.

Reggi, V. (2007). Counterfeit medicines: An intent to deceive. International Journal of

Risk and Safety in Medecine, 19(1-2), 105-108.

130



Semetko, H. A., & Valkenburg, P. M. (2000). Framing European politics: A content

analysis of press and television news. Journal of Communication, 50(2), 93-109.

Staake, T., Thiesse, F., & Fleisch, E. (2005). Extending the EPC network—The potential
of anti-counterfeiting. ACM Symposium of Applied Computing, March 13-17, Santa

Fe, New Mexico.

Stearn, D. W. (2004). Deterring the importation of counterfeit pharmaceutical products.

Food and Drug Law Journal, 59(537), 1-36.

Still No Cure to Fake Drugs Menace. (2005, November 10). Africa News.

Swee, H. A, Peng, S. C., Lim, E. A. C., & Siok, K. T. (2001). Spot the difference:
Consumer response towards counterfeits. Journal of Consumer Marketing, 18(4),

219-235.

Technology, media & telecoms: A bitter pill. (2005, June 16). Legal Week.

The Partnership at Drugfree.org (2010). Alliance for Safe Online Pharmacies research

results. Research Report.

Thousands 'have taken fake drugs.' (2010, February 3). BBC News.

Tom, G., Garibaldi, B., Zeng, Y., & Pilcher, J. (1998). Consumer demand for counterfeit

goods. Psychology & Marketing, 15(5), 405-421.

131



Trusov, M., Bucklin, R. E., & Pauwels, K. (2009). Effects of word-of-mouth versus
traditional marketing: Findings from an Internet social networking site. Journal of

Marketing, 73(September), 1-24.

U.S. counterfeit drug market growing, and costing pharma industry billions. (2006, July

17). Pharma Marketletter.

Vigneron, F., & Johnson, L. W. (1999). A review and a conceptual framework of
prestige-seeking consumer behavior. Journal of the Academy of Marketing Science

Review, 1999(1), 11-28.

Walsh, J. A., & Warren, K. S. (1979). Selective primary health care—An interim strategy
for disease control in developing countries. New England Journal of Medicine,

301(November), 967-974.

Wansink, B., & Chandon, P. (2006). Can "low-fat" nutrition labels lead to obesity?

Journal of Marketing Research, 43(November), 605-617.

Witte, K., & Allen, M. (2000). A meta-analysis of fear appeals: Implications for effective

public health campaigns. Health Education and Behavior, 27(5), 591-615.

World Health Organization. (2010). Counterfeit medicines. Retrieved from

http://www.who.int/mediacentre/factsheets/fs275/en/index.html

Wilcox, K., Kim, H. M., & Sen, S. (2009). Why do consumers buy counterfeit luxury

brands? Journal of Marketing Research, 46(2), 247-259.

132



World Health Organization. (2010). Bulletin of the World Health Organization, 88(4),

241-320.

Zambia; Government pushes anti-counterfeit bill despite health danger. (2010, April 30).

Inter Press Service, p. Al2.

Zeithaml, V. A. (1988). Consumer perceptions of price, quality, and value: A means-end

model and synthesis of evidence. Journal of Marketing, 52(3), 2-22.

Zuesse, E. (1998). An hypothesis regarding pricing of black-market goods. Journal of

Economic Behavior & Organization, 34(3), 499-503.

133



