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EXECUTIVE SUMMARY

TheThaigovernrmat has pr omot e dCreativeEcanomyc apt cof t i b
to Thail andds dseen inlthe graé thet11" Nafional Heveélopment Plan
andin the nine governmergrograms fordeveloping creative industri¢bat are includedh
the secondstimulus package (Thai Kem Kan§trong Tha). The objective of this focus on
the creative economy is @stablish Thailand as the creative industrial hub of ASEAN and to
increasethe share of5DP contributed by creativityrom 126 to 20% by the end oR012.
Thail andbés emphasis on the creative economy
Kingdom, Singapore, China and India have launched policies to supmativity and
intellectual cagal.

In this report,the Fiscal Policy Research Institute (FPRHd the Kenan Institute Asia
(K.I.Asia) seek to provide a clearer understanding of the creative industries in Thailand and
their contribution both present and potentiab the overall ecaomy. Thereport quanties
that contribution through an analysis of the inputput (FO) tables for the selected
industries, outlinethe value chains for each of these industries, preddmparative data on
creative industries in other countries,esssthe impact of violations of intellectual property
rights and offes some initial recommendations for government pohogasuredo help the
government achieve its stated objective of developing a creative economy.

Sincethere is no single definitioof creative industries that is universally accepted,
we have applied the UKOG6s DCMS definition o
creativity, skill, and talent, with potential for wealth and job creation through the exploitation
of their intellecta | p r oWeehave ynéluded science and research and development
(R&D) in our definition of creative industries as there are major economic gains to be derived
from intellectual property stemming from scientific research and increased cooperation
betwe@ science and industry. Finallginceour analysiss based on ahO table the choices
of sectoravere madeonsistent with our definition, the clagesdtion of the sectors in theQ
table and the availability of data. Accordingly, the creative intkssselected for this study
are shown below.

It is understood, however, that thessdectedndustries account for onlg portion of
the impact of creativity on the economy. There is at least some contribution due to creativity
in almost every indusgr but the selected industries are of particular importasioee their
contribution can be quantified from theOl table and the results can be compared with
studies undertaken elsewhere using the same definition

Thail andds creat iesentsiudydustr
I-O Code Description of Industry
080 Wooden furniture and fixture
083 Printing and publishing
088 Drug and Medicine
132 Jewelry and related articles

168 Research




172 Motion picture production
173 Movie theatre
174 Radio, TV, and rekad services

- Information Technology
Source: NESDB

YThe research sector wildl be discussed
industries.

? There is no separation of Information Technology in the 180 se@dgble. However,
weincuded this sector to see its contrib

Statistical Office (NSO) survey data. However, the data seem to be underrepresentec

Activity 1: Measuring the economj
creative industries

In order to gauge theurrente conomi ¢ contri butions of Tha
we have updated thHeO table from the official NESDB table by using the RAS and Cross
Entropy methods to the year 2008. The estimat®ddble of 2008 analysis abled analysis
of three types of economic contributions to
impact, and tertiary impact.

1. Primary Impact

The primary impact involves the direct and quantifiable contributions of the selected
creative industes to the national economy. Thikludeshow much these creative industries
directly contribute to GDP, value addaddemployment. Together with a 2008 surveytlod
information and communication technology industras, analysis othe estimated 20080
data show that i n 2008, Thail and,B8 milianeat i v e
(about USD 32 billion)n sales and more than THB 325,274 milli@about USD 9.7 billion)
in value added (not including the value added from the IT industrysagaine addeddata is
not available). Thesmdustriesaccounted for 9.38 of total Gross Domestic Product (GDP)
with the value added amounting ®86% of GDP in 2008. Revenue fromhe jewelry
industryaccounted fo#.73% of GDP).

Direct Economic Conthiutions of Thai Creative Industries, 2008

Employm
Value Value Emplovme ent/ Value
Sales Sales/ GDP | Value added added/ added/ ploy Total added/ Exports
t nt
. GDP Sales employm | Worker
Creative industry -
- - (million -
I Il I
(m(;;g)ns (percent) (m(|)f|tc)>)ns (percent) | (percent) (;?%:?:gg)s (percent) ofsp) (m(;fgns
Wooden furniture and 55,911.0 0.50 29,906.9 0.27 53.5 67.50 0.19 0.44 54,609.70
fixtures
Printing and publishing 71,609.0 0.64 32,439.D 0.29 45.3 14.20 0.04 2.28 18,660.0
Drug and medicine 44,207.8 0.39 24,170.9 0.22 54.7 31.8 0.09 0.76 5,795.71
Jewelry and related 530,547.01 4.73 161,650.62 1.44 30.5 63.00 0.17 2.57 157,730.65
articles
Motion picture production] 13,911.0 0.12 5,397.74 0.05 38.8 10.0 0.03 0.54 0.12




Movie theatre 9,876.45 0.09 3,200.55 0.03 324 8.80 0.02 0.36 777.25

Radio, TV, and related 44,406.0 0.40 63,552.0 0.57 143.1 234.80 0.65 0.27 0.00

services

Information technology 297,518.2 2.65 NA NA NA 445.@ 1.23 NA 192,07900
Total 1,067,986.91 9.53 325,27400 2.86 41.57 875.9 242 0.75 429,65200

Source: Fiscal Policy Research Institute
Note: The value added per sales of Arative industries is 68.1 percent

In 2008, 875,500 workers (or 2.42% of Thaand 6s wor kf orce) were
selected creative industries. The IT industry had the highest employment, accounting for
1.23% of total employment. The jewelry and related articles industry had the largest value
added contribution to GDP of 0.97%héd creative industries, excluding the IT industry,
contributed average value added of THB 750,000 (USD 22,522.5) per worker. The jewelry
industry had relatively high value added per worker of approximately THB 2.57 million
(USD 77,177.2), while the printinand publishing industry had value added of THB 2.28
million (USD 68,468.5) per worker. This is well above the average value added per worker of
THB 309,230 (USD 9,286.2) and nearly triple the THB 786,850 (USD 23,629) value added
per worker in manufacturg.

In terms of international trade, exports of the selected creative industries totaled THB
429,653 million (USD12.9 billion) in 2008,34 % of total exportsand, according to UNTAD
statistics, has been growing steadily (5.1% per year from 2000 @R0the main exporting
sectors were the IT sector, with exports worth about THB 192,079.32 million (USD 5.77
billion), and the jewelry and related articles sector, with exports worth THB 157,730.65
million (USD 4.73 billion).

2. Secondary Impact

The secondry economic impact of Thai creative industrigshownin their indirect
contributions. This secondary impact is derived from the multiplier effect resulting from
expenditures in the creative industries. This occurs because the creative industries induce
production in other industries. An othedustry
industriesin the economyor eachunit of final demand in that industry. For example, one
additional baht of expenditure in the movie theatre industryimdlice other industries to
createTHB 2.14 worth of output an@iHB 1.50 worth of value added in the overall economy.

The movie theatre and radio, TV, and related servioesistries have particularly
high output and valuadded multiplierccompared to the avage output multiplierof 1.63
andthe averagealueadded multiplieiof 0.7Q0 Themovie theatrendustry showed an output
multiplier of 2.14while the radio, TV and related services industry had a multiplier of 1.84.
These high multipliers are due to thequirements of these industries for extensive
outsourcing and to significant interdustry dependenc&@he movie theatre; and radio, TV,
and related services industries also stimulate the highest level of additional value added,
given one unit increasea ifinal demand. Their respective valagded multipliers are at 1.50
and 0.92. This is due to the high value added generated within the industry, corresponding to
the high commercial and masgarket value associated with their products. In contrast, the
industries of wooden furniture and fixtures (with a multiplier of 0.38); and research (with a
multiplier of 0.46) had the lowestalueaddedmultipliers. For the research industry, one
possible explanation is that most of its prodactsnot yet beinge ®Id in the mass market.
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3. Tertiary Impact

The tertiary impactinvolves the direct, but neguantifiable contributions of the
selected crdeve indudries to the national economyhis includeshow much the creative
industriescontribute taindustrial invention, innovation and differentiation, leading ultimately
to greater economic competitiveness. We assess this impact based on theomtibzati
creative goods and services in other sectors

Our analysis of the estimatedDl 2008indicates that overall manufacturimgceives
1.01% of inputs from the creative industries. The petroleum refinery and gas separation plant
industry has the highest creativity utilization (1%¥p among major industries. The motor
vehicle; and special industrial machinery industries have the second and third highest
consumption (0.4% and 0.086), but these rates are lower than that of the overall afiidia.
The highest rate of creative utilization is shown in some smaller industries, especially the iron
ore (21.360); and natural chemical and fertilizer (9%pindustries. It should be noted that
creativity utilization islikely to be evenhigher for gveral industries once data from the
information and technology (ICT) and design industries are available and taken into account
as creative industries. This is due to the close interrelationship between the IT industry and
most other manufacturing industs and thevalueaddedchainupgrading potential of the
design industry.

As a whole, the service sector has a creativity utilization rate of 6.31, much higher
than the ratdor the manufacturing sector. The utilization rate of the service sector is,
however, more varied across sséctors. Creative inputs figure most strongly in the hospital
(29.630) and the education (9.9€) industries owing to their extensive usage of patent
protected drugs and medicines in the hospital industry and of printing &@tdhmg and
research ireducation. Some smaller industries atl@pendextensivelyon creative inputs,
particularly the library and museum industry (244
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The printing and publishing; motion picture production; radio, TV, and related
services indusies; and drug and medicimedustriescontribute thegreatestreative inputgo
other sectors of the economihese sectors are, therefore, particularly important in helping
local producers get a higher domestic and global market share from the higher
conpetitiveness derived from more creative inputs.

We have compiled available information on the size and the economic contributions
of creative industries for six countriesustralia, Singapore, the United States, China, India,

and the Philippinels This information indicateshat the rise of creative economies is a key
element of development toward developed country status and thus for any given year the
level of the economic contribution by creative economies in developed countries is higher
than that ofdeveloping countriesWe found that this is true foroth of the developed
countries studied, Australia and the United StaBeth economiebave greatecontributions

to GDP from thecreative industries than the developing countrigso in terms of bare of
employment in creative industries to total of employment in a country, both Australia at
3.70%in 19992000 and the United States at 8l 2005 have high figures and we believe

that more recent figuresféru s t r a | iwauddshow a nguahrgleer share

Chinabés creative indust was elatvdy lovoat 250 but i or
of GDP in 2006. However, thiappears to bgrowing rapidly. In terms of labor share,
Thail and®és ixdightly édigher thn tigati of 8ingapor® Years agoThe data
indicates that Th aard gnowidgdfastercharetizetrest\ofethe iecortbmys t r i €
althoughtheystill contribute relatively less than the creative indusiriedeveloped countries
and the number of jobs created by Thaithd s cr eati ve i ndustries 1is

I nternati onal trade statistics also show
goods reached nearly USD 13 billion in 2008, ranke$, With a world market share of
1.29%, trailing behind only th®@ ECD countries, India and China. The creative industries in
Thailand clearly have the potential to become an important growth engine for the Thai
exports.

Finally, we have compared our indirect contribution results with the calculations of
Toh Mun HengAndrian Choo, and Terence Ho (2003) for the UK and Singapore economies.
Despitesome differencesih he di s aggr e g a-O tablait isgpdssibletioariakea n d 6 s
a number of observationdn movie production, Thailand hasomparativelylow output
mu tipliers. Unlike the United Kingdom and S

slightly |l ess than the national average. Ho
higher valuemd ded mul ti pl i er t han Si ngfathpeounited s , b u
Kingdom. Both Thailand and Singapore have valdded multipliers for this industry that

are | ower than the national average, whi | e
averageThi s i ndicates that T Heasicleaiveddesms ofladdiag i v e

value than those of the UK.

In the publishing and printing sector, all three countries have output multipliers less
than their national averages. The United Kingdom had the highest multiplier, followed by
Thailand, and Sigapor e respectively. Nonet hel ess, S

There exists some incastency in year of study and definition of creative industries.
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sector hd the highestvalueaddedmultiplier, which is above the national average. Also,
Singapore hathe highest overall productivity.

Conclusionsfrom Activity 1

In conclusion,our analysis shows thain 2008 the selected creative industries
contributed more than a trillion baht (USD ¢
total GDP. The contributions of the jewelry (4.73% of GDP) and IT (2.65% of GDP)
industries wereparticularly high. Value added by these industries, even without the IT
industry, for which data was not available, was more than THB 325,274 million (USD 9.7
billion). While total employment in the selected creative industries was only about 2.4% of
the workforce, the value added per worker was high, indicating that creative industry jobs
were relatively higkpaying. The creative industries also contributed significantly to
Thailandds exports, earning nearly wo$sbhdd3 b
top 20 exporters of creative goods. It is also important that these creative exports are
growing steadily at more than 5% per year, indicating strong global demand for Thai creative
goods.

In addition, the creative industries stimulated growtlotimer parts of the economy,
with an average output multiplier greater than the average for the economy. The movie
theater industry was particularly impactful, with each baht of expenditure in this sector
generating 2.14 baht of output in the rest of tbenemy. Other industries also depended on
inputs from the creative industries, with particularly high impacts on industries such as iron
and fertilizer. The largest dependence on the creative industries, however, was seen in the
service sector which depegdl on the creative industries for more than 6% of its inputs.
Services such as education and hospitals, however, depended on the creative industries for up
to nearly 30% of their inputs. These figures certainly understate the case because utilization
datafor the IT industry was not available. Clearly, IT is a key input for almost all industry
sectors

It is clear that the economic contributions of the creative industries are considerable.
Compared to other countries studied, however, the multiplier etieetess than they should
be. This suggests that Thai |-develdpédsvaluercleiast i v e
than those of more developed economies, such as Singapore. Therefore, it is likely that
effective efforts to nurture those value chaswuld accelerate the development of the
creative industries and further enhance the contribution of creative industries to the overall
economy.Value added ratios that are not much higher than in the rest of the economy
indi cate that Tdustdes Hepend dn creatvityettat conves froin elsewhere
and that more support for R&D and creativity are needed to increase value added.

Activity 2: Assessing the losses due to IPR infringement

Since protection of intellectual property is one of the kagtors supporting the
growth of creative industries, it is important to assess the impact of IPR infringement on
those industries. In this report, we have selected four industry cases to show the severity of
the problem in terms of both the static andalyic effects. These industry cases cover the
movie, music, IT, and pharmaceutical industries.
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In order to correctly quantify the losses due to IPR infringement, we have employed
the microeconomic analysis framework of the market structures impactedPRy
infringement. Under this framework, the market can be technically disaggregated into two
interrelated submarkets: the primarybmarket, where genuine goods or percei@ed
genuine goods are sold, atiek secondarysubmarket, where infringing produdisat do not
attempt to deceive the consumers are tradée. effects of IPR infringement also differ
according to the type of infringement. In the case of copyright or patent piracy, the secondary
submarket can be divided into two sections: those who uat goods as substitutes for
authentic goods, and those who use pirate goods only if genuine goods are not readily
available. In the case of trademark counterfeit, there is always an attempt to deceive the
consumer, so there is no secondary submarkes. éffect of trademark infringement is
straightforward, as the fake goods compete with the authentic goods in the primary market.

We applied this framework of analysis to our industry cases by using the data from
the Department of Intellectual Propergypor t on Thail andds | mpl eme
Property Rights (March 200Bebruary 2009). It is found that major infringements in the film
or movie industry include optical disc piracy, and camcorder piracy. The damage caused by
mass unauthorized reqtuction and distribution of pirated optical discs or by offering pirated
digital materials for download from the Internet, is considerable. Major infringements in the
music industry also involve optical disc piracy and unauthorized reproduction and
distribution over the Internetin the IT industry, software piracy is the major type of
infringement. As for movies and music, producers of pirated software violate copyright and
distribute infringing materials via optical discs and the Internet. Copyriglmgeiments also
occur in the other forms of creative works, including cable TV piracy and book piracy. In the
pharmaceutical industry, the major infringement is the counterfeiting of drugs. Trademark
violations are typically involved in all of these infg@ments through the copying of labels
and unauthorized use of the copyright ownero

Additionally, the full report summarizes data on IPR infringements in each industry
compiled from secondary sources. Information on the piracy matdge movie and music
industries comes from the International Intellectual Property Alliance (IIPA), the piracy rate
in the IT industry (software) comes frohime Business Software Allian¢BSA), and the rate
of counterfeit pharmaceuticals comes from Wdtlealth Organization (WHO). We validated
the data for Thailand through interviews with the local firms and industry associations. This
data was used in conjunction with the industry data from Qe tébles in a set of
simulations.

Running a simulatiorbased on the assumption of zero IPR infringements in the
pharmaceutical sector indicates that completely effective IPR protection would generate
potential increased legal revenues of THB 6,631 million. Similarly, a simulation assuming
the elimination of cancorder, optical disk and Internet piracy would generate additional legal
income of THB 3,756 million for the movie sector. We estimate potential gains of THB
1,807 for the IT industry and THB 1,755 million for the music industry from the elimination
of copyright piracy. Therefore, the total direct static effect of failure to stop IPR infringement
for these four industries can be estimated at around THB 13,949 million. When we take the
multiplier effects on other industries into account, the total estdriats to the economy is
about THB 22,803 million.

Moreover, the existence of infringements also has dynamic effects on the rights
holders. Deceiving consumers into buying fake or substandard products has an especially
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severe impact on brand value andmf reputation with customers unhappy with the
substandard products switching to other brands or reducing purchases of that type of product
from any source.

Since consumers in the secondary submarket are well aware that the products they
consume are umighentic, they would still buy the pirated goods if available, but might buy
authentic goods had the pirated goods not been available. Piracy also adds a significant
degree of uncertainty to any marketing plan because it is difficult for rights holders to
anticipate the volume and pricing of competing pirated goods. This makes it difficult for
companies to properly anticipate demand for the legal product and therefore set accurate
production levels. In an economic downturn, these difficulties can tip coegpéowards
bankruptcy and destroy capital. There are, however, economic studies that suggest that lower
priced pirated products can help increase the sales of authentic products, Slive and Bernhardt
(1998) for example, by expanding public awareness am$ucoption of the products,
especially at the low cost end of the market.

The following analysis assesses some of the effects of piracy on particular aspects of
the creative industries.

1. Investment

In each of the creative industries, IPR infringemexitsct expected income and the
incentives to make new investment, or choices of investment. In the movie industry, movie
production compani esd r and evenage srevehue per mowaey i e
increasedduring 20032008 while the number of Thanovies produced per year during this
period was rather steady. Thus, it might appear that investment in movie production was not
significantly affected. However, since piracy clearly reduced expectations of income, it
appears to have impacted the investtmanade by movie production companies. Although
there is no industrwide statistic to show this, we have learned from the interviews with
movie makers that many companies have reduced the average cost of movie production in
order to reduce their risk ab$s due to piracy.

This is also the case in the music industry, where piracy has impacted the investment
decisions of major music labels, shifting investment to products that are more difficult to
pirate. t can be seefrom company figureshat the shre of revenue from selling records,
rights, and digital products fahe two biggest Thai music labeBMM Grammyand RS
Promotion,hasbeen decreasing. lits 2008 annual report, GMM Grammy acknowledged
that consumers have moved towandine digital producs. RS Promotion also stated in its
2008 annual report that there has been a shift from physical product sales to digital content
with CD, VCD and DVD sales decreasing by 2%.and online digital busness income
increasing by 42.9%rhe revenue frorthe live entertainmenrtiusiness of both firmgrew at
20% and 16%rom 2007 to 2008The perception in the industry is that revenue from the live
entertainment business is safer and more dependable because it cannot be pirated and that
digital downloading ofmusic from an authorized company website is somewhat easier to
protect from largescale piracy than the sales of optical discs.

In the IT industry, the impact of software piracy dioreign direct investmenin
Thailand from large software companiagears to be more psychological than to actual
losses from piracy ang not likely to change much in the near future. Foreign firms view
Thailand mainly as a market for their produetther than a production baaed thus they are
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looking for marketing andlistribution channelshat do not require much investmeihe

major factor in the reluctance to invest in software research and production in Thailand,
according to industry interviewsjs more due to the shortage of local IT talent and the
language batier rather than the existence of software piracy

Local Thaisoftwarefirms, howeverdo show some concern over piracy, but access to
cheap capital, training, IT infrastructure, tax incentives, and goverrdegknimarket
promotion tend to top of theirsli of desired government support in preference to action
against piracy. According to a survey conducted by the National Statistic Office (NSO), only
16% of software firms have sought help on piracy. As a result, it seems clear that piracy
alone does notrgatly impact the investment decisions efisting Thai software firms.
However, for new comers, the negative effect of piracy amplifies the risks in new products.

For foreign drug companies, investment in the Thai pharmaceutical industry has been
impaded by emotions aroused on both sides over the compulsory licensing scheme under
which the Thai Ministry of Public Health authorized the licensing of the production or import
of patented medicines by organizations other than the patent holder in anoeféaitice the
cost of some medicines. Despite those emotions, however, some positive developments seem
to be in the pipeline. There has been progress on an agreement between the Thai Commerce
Ministry, PhRMA and theBiotechnology Industry Orgamation (BIO) to increase the
availability of cheaper drugs in the country by encouraging cooperation on research and
innovation rather than imposing compulsory licensing.

2. Domestic legitimate market

As for the domestic legitimate market, IPR infringement in eadustry directly
affects the business models of each industry.

In the movie industryif is clearthat the movie VCD and DVD busineisanmost
severelyaffected bycopyright infringement due to widespread optical disc pirddye case
of Pongsaap Puicl Company Limited (Pongsaappr example, clearly demonstratég
negative impact of movie piracynalomestic business. Pongsaap, a major producer and
distributor of music and video CDs, DVDs and tapes has suffered a sharp decline in sales and
share pige since 2006 resulting in losses that continued through 2009. In the second quarter
of 2009, for example, the company repordddss ofTHB 47.74 million with the net loss
margin of37.14% of total revenuesThe company has blamed the competition froratpd
CDs and DVDs for its losses and has been forced to sharply cut its production costs and its
payments for copyrights.

Unlike the physical material distributions business, to which pirated products can
substitute for genuine products is much lowethie case of the theater business. The data for
Major Cineplex, the biggest theater chain company, shows steady increases in revenue and
growth despite the high degree of movie pirdtgppears that pirated movies do not directly
compete with the movieheater experience. However, in the long run, it is clear that piracy
diverts money away from overall movie industry, thereby undermining production
companiesd incentives to invest in the produ
the sales of mae tickets at theaters.

The data indicates that piracy also redubesfunds available fomovie production
and VCD and DVD distribution. Due tmmpetition fromcheaper pirated VCDs and DVDs,

X



production companies and other businesses in the vaaie stiiveto lower their cost of
production. For instance, VCD and DVD distributors may switch from hard plastic to soft
plastic envelopes to reduce their packaging céstsduction companies may spend less on
writers, actors and production and ppstduction technicians, thereby reducing the quality
and international competitiveness of Thai movies.

Piracy appears to havelayed an enormous role ainangingthe structure of thé hai
music businessimprovemerd in technology andhe development of me mediaplatforms
have driven a change in consumption behavior through new ways for consumers to be
reached by the industrydéds product s, bot h |
copyrights, and broadcasights have gone dowrsignificantly in recent years as more
consumers choose to consume illegal produiiie downtrend in sales of physical records
means many retailers have closed do@neexampleis the closing of CD Warehousence
one of t he c musioretailgsdla comtrasy leeliset entertainment business
appears to haveenefited from piracy as it increasth® public exposure of the artists, and
hencetheirpopularityFor Thai |l andbés bi ggestthesharsoftotall ab el
revenue from selling records, rightsgderoadcast had been roughly 50% of the total revenue
between 2002005, but this haddeclined toonly 35% in 2008.Income from live
entertainment showsyhich had been around 10% of total revenue, increased to 27.5% in
2008.

In the IT industry, he impct of piracyon thelegitimate domestic market is differe
for foreign and domestic software firms. Foreign firms appeade@ with piracy more
effectively than local Thai firms. Due ttheir larger market size, foreign firms have more
resourcs to re®lve piracy problem Theywork with organizations such abe Business
Software Alliance (BSA) anthe Software and Information Industry Association (SIIA) to
reinforce intellectual property protectiorFurthermore, foreign firms have introduced
innovative husiness models to negate piracy, suclstaffing away from licensing revenue,
deliveringsoftwareon-demandandproviding free copeswith limited features.

Leadinginternationalsoftware firms raise awarenesstbé adverse effects of piracy
that ncludefinancial losgs distractionfrom new product development, and hidden threats
from downloadingpirated software. Theseinternationalfirms invest in piracyprotection
technology and work with local government to crack dowpiracy. Our interviewssuggest,
however, thatThai software firms arestill operaing in an old paradigmi depending on
licensing fes. Local firms are likely to continue teufferdisproportionateevenue loss from
piracyunless the Thai government can provide improved IPRgtion and enforcement

SinceThail and®és mbuatny s gneulyt doncexrrled with production,
packaging and marketing, it is not involved in much R&D. Therefore, IPR violations do not
have a large direct effect on the domestic market stmectiHowever, it may induce
international R&D-based pharmaceutical companies aeoid or delaylaunching new
products inThailand.This reduces the opportunity for technology transfers and development
of the domestic industry.

3. Artistic creativity and innov ation
In terms of artistic creativity, IPR violations in the movie industry appear to have

' i mited i mmediate effects on creatorso i nce
system. InThailand, mosscriptwriters actors and directoe compereted omalump-sum
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basis. On such a basis, the compensdtortheir creative efforts does ndependfor any
particular movieon the revenue of #t movie In the longer run, however, movie company
losses due to piracy lead, as noted above, to reductioth® budgets available for movie
production, including the payments made to writers, actors and directors. The impact of
piracy on the number of movies made also affects the incentives for the creative artists
involved as limited growth in the numbermbvies made and limited profits from successful
movies means less competition by production houses to recruit and retain the best talent.

In the music industry, the compensation system is more varied and flexible, with
many artists compensated accordingsales. Therefore, music piracy directly reduces the
financial incentive of these creators. Howeveusio downloading and other forms of piracy
through the growing number of media platformgpear to soméenefit for the music
industry in the sense ththeyhaveincreased the level of consumption of musithis may be
helpful for artistssigned to smallelindependent labels that do not have as much money as
the major labelsto pay for radio broadcast or advertisem@nBecause music piracy
distributesmusic to a wider and more varied set of consumers, it can increase the audiences
for live and broadcast shows, from which many musical artists derive their main income.

In the long runhowever, piracy undermisehe incentive to create and invest imne
music as the occupatisf composer or creator of contents becomes less attractive, and the
producers (and inves®)rof the contents earn less income. Piracy pays the person who makes
and sells thepirated copies, not the creator of the contBimacy means tht creatorsare not
getting th& fair share of the revenue from the sales of recorded music.

In the software industrypiracy in Thailand affects both foreign and international
producersd creativity and i hhaland s tompamativelyAl t h o L
small, software piracy may affect the incentive of foreign producers to innovate new software
that is more beneficial or more suited for Thailand by, for example, being available in the
Thai language. Instead, the piracy problerreases the incentive of foreign producers to
innovate technology to protect against piracy rather than providing better performance for
users. This slows the pace of useful innovation in software development..

IPR infringement in the pharmaceuticatlustry has an obvious impact on innovation
sincethe pharmaceutical research and development process is complex, lengthy and risky
IPR violations can hinder the development graductive environment for pharmaceutical
innovation, diminish advances research and jeopardize technology transfell of which
harmthe domestic industry.

4. Social and cultural values

An important aspect of crea# works, such as movies, music, gamed literature is
that it represents and promotes key cultural valdethat society. Not only do foreigners
learn about Thailand through movies or music, but such works allow Thai people to absorb
di verse and complex aspects of Thailandés s
argued that Thai social and cultuvalues are more accessible to other countries because of
the greater ease of access due to pirated movies and illegal downloads. With Internet access,
this process of cultural and value exchange, once difficult, is now just a computer click away.
Any suchbenefit, however, is far outweighed by the impact of pirated movies in undermining
Thail andods soci al and cul tur al val ues and
investment in the production of higjuality Thai movies.
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5. Public safety

Available information indicates thatinacy is often a funding source for organized

international crim%. It is especiallyattractive for criminal networksbecausewhile the
profitability is high, the risk of prosecution is low and can sometimetuttker redued
through the bribery of the authorities responsible for enforig&Rjaws and regulatian The

proof of this is that the majority of the people in Thailand, including the police and other
responsible authorities, know where pirated or counterfeit copieeativeproducts can be
purchasd, but the counterfeits continue to be available.

The overall extent of organized crime involvement is difficult to docunteritfrom
whatinformation is availableit appearghat organized crimas heavily involved The Asian
At r i adsbasded grimarily ;m Hong Kong while also active in Taiwan and mainland
China, are known to be involved in heroin trafficking from Sotfast Asia to the United
States, prostitution, gambling, money laundering and alien smugdgliray also have been
reported to be connected to the selling of pirated D\ADsl producing counterfeit
pharmaceuticals

Moreover, with the availability gbiratedmovies, some minors are exposednovies
with inappropriatéy violent and sexuatontentsat a relatively young age. This may have
implications for the behavior of these young people, their development as adults, and,
possibly, ot h &aftware eicagyis alsb conrseetdd ¢éot cgmputer crinkey
issues includéhacking copyright infringementchild pornography and information theft.
Problems ofrivacymay arise whegonfidentialinformation is lost or intercepted illegally.

Finally, counterfeit drugs hawei r ect and dangerousThef fect s
regular use of substandard or counterfeit medictoaas lead totreatmentfailure or drug
resistancandthushasserious consequencts consumer health and safetlfor example, a
study conducted irSouthEast Asia in 2001 revead that 38% of 104samples ofanti
malarial drugs on sale in pharmacies did not contain any active ingredients and had resulted
in a number of preventable deatRetentially even more dangerous are the counterfeit drugs
thatinclude a small amount of active ingredient in order to make detection more difficult.

Drugs with insufficient active ingredients, however, accelerate the development of drug
resistant strains of disease. Already the ¥®@ambodia border area has seendheergence
of drug resistant malaria that could potentially develop into a global health threat.

Recommendati ons for devel opment
industries

Our analysis shows thgbvernment support for the creative industrgean important
policy directont hat can make a significant contri but
and the needed transition to a more advanced economy that can provide higher per capita
income and greater quality of life for the Thai peopteline with this polcy, government

% Information from OECD (2008), The Economic Impact of Counterfeiting and Piracy. OECD Publishing.
Chapter 3 and Chapter 5.
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should strongly support the creation of intellectual property. Creative industries depend on
IPR to gain the financial rewards of creativity and provide the investment capital necessary
for future development of IPThe government should uslee education system and public
service advertisements elp peopleunderstandhe importance of IPR the Thai economy

and therefore support enforcement of IP protection and reduce purchases of pirated or
counterfeit productsMore detailed policy remmmendations are provided for each of the
creative industries in the full report, but the general recommendations include the following:

1 Expand the elements supporting creativity already in the draft of tAeNafional
Development Plan

1 Develop creativendustries together with that of knowledgased industries because
knowledge and creativity are interrelated. The government should increase its support
for research and development, both through support for public sector education and
research instituteand through tax incentives for R&D in the private sector.

1 Private sector firms should implement longer term strategies for product innovation,
possibly involving collaboration with universities and research institutes.

1 Increase government efforts,cbuas those funded by the NESDB, the Ministry of
Commerce and the Ministry of Industry, to strengthen creative value chains through a
cluster approach.

1 Address weaknesses in the IPR systéhe patent registration processr example,
shouldbe suppord with improved processedigher fees for outside assessansl
moretrainedpersonnel to reduce the time needed to register a pi#&hshould be
protected through more effective enforcement including convictions that bring
sufficient fines to deter mcy.

1 Improve the ability of the education system to foster creativity sattheaducesnew
knowledge as well as creative peopl&is must include more effective and better

funded 1 mpl ementation of the Miniemry of
rotebased learning to more studexntered and projetiased or enquirpased
learning.

1 Include teaching on creativity and intellectual property in the education system.

1 Use pblic service announcements to create understanding among the public that
piracy of creative productsisaformofthefn d hurts Thai.l andbés de

1 Provide entrepreneurship skills to people in the creative industries. Software
engineers, doctors, researchers and artists need the business skills that will enable
them to loild profitable businesses on the basis of their creativity and technical skills.

1 Support #orts by Thai universities, the Officef Knowledge Managementand
Development (OKMD) and the National Science and Technology Development
Agency (NSTDA) to improe the process for technology licensengd expandR&D
efforts.
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Provide a higher level of support foreative SMEsand creative statip companies
through the Office of SME Promotion and the SME Bank as well as venture
capitalists and fAangel i nvestorso

| mpl ement t he ACr e ainiav systematicaintdgrateddand p ol i ¢
understandable manner. Interagency cooperation, especially where regulatory powers
overlap, is required.

Pursue pblic-private partnerships to support creative industries, suteathailand
Animation and Multimedia Awards, the Thailand Animation Film Festival and the
Intellectual Property Mart.

Strengtherorganizations set up specifically support the creative economy, such as
the National Innovation Agency, the Software IndygPromotion Agency (SIPA),
the Office of Knowledge Management and Development (OKMiD]the National
Science and Technology Development Agency (NSTDA)

Attract highlevel creative talent to live and work in Thailand. Such talent should
include software engineers, designers, filmakers, multmedia professionals,
authors, creative entrepreneurs and researcBarsiers to such talents should be
eliminated, especially the difficulties obtainingMinistry of Labor work permits.

Provideinternationalstandardtelecommunications infrastructute support ceativity

in the IT and entertainment industrieSovernment should make it a high priority to
remove the obstacles to implementation of ITC infrastructure such as Wimax and 3G
and make the National Tedommunications Commission more effective and efficient
to ensure that obstacles and delays do not delay the roll out of future technologies.
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1 Introduction

The concepts of t he Cé @rae a tvieV’ eren @we@ings me & 0 :
development paradigms that underscore the importance of creativity and intellectual capital
in economic devel opment . While the ACreati ve
the role of creativity in the economy, thed ea of ACreative I ndustr
industries that require high levels of creativity for success. These concepts span economics,
business, culture, and technology. This focus on creativity represents a shift from the
traditional classificatio; of manufacturing and services towards more multidisciplinary
groupings. Many countries, both developed and developing, are using these concepts to
promote the burgeoning creative industdeBor example, in the United Kingdom, the
Department of CultureMedia and Sport (DCMS) established the Creative Economy Program
(CEP) to develop and implement a Government strategy for its creative industries. Another
example is the Singaporean Ministry of Infor
Industries Development Strategy program that aims to develop the Creative Industries as a
key engine of economic growth.

The Thai government has promoted the conc
to Thailandés devel opmen t11" Nafitnal Devélopmest ®lam i n
and in the nine government programs for developing creative industries that are included in
the second stimulus package (Thai Kem Ka&grong Thal. The objective ofthe
g o v e r Ofones ort thescreative economy is to eksibThailand as the creative industrial
hub of ASEAN and to increase the share of GDP contributed by creativity from 12% to 20%
by the end of 2012 Promoting creative industries and supporting a more creative economy
ar e seen as t he fortsyte moveo beydnd dowl amch thidellevel e f
manufacturing and agriculture towards highalueadded activities Such highervalue
added businessill allow higher wagesvhile maintaining Thailand cosbmpetitivenesand
increasing its economic clout in tmegion According to the World Bank, moving up the

vaueadded | adder is criticakl nfcormeThaialpan d htaa
growth, depress income and affect quality of life. Prime Minister Abhisit Vejjajiva underlined
the importancof t hi s focus on the creativity in h

OKMD Sanook Kid Settaki)]j Sangsano on 12 July

AéThe future of Thail and éasldecoamacitythrgughd e p e n
minimizing the use of natural resourceB.hai | anddés future is about
the knowledge, talents, management as well as her creativity to add and modify what we
already have. Such is a process of dynami
economy. The most imgpant thing is that it is sustainable development. Development based
on this principle is a dynamic, strong, and

®Theterms6 Cr eat i ve | ndust r i easediferentdCreatiCerinelustrids efer tofhmsen o my 6
industries that are based on individual creativity, skill and talent, with the potential to create wealth and jobs
through developing intellectual property. Undee creative economy concept, a creative perspecan be

also applied to almost everything in the economy, such as the conventional manufacturing and conventional
service, town planning, and urban transport, etc. Still, the creative industries are at the heart of the creative
economy.

“In Section 2, wéhave reviewed the examples of creative industries in 6 countries: Australia, Singapore, US,
China, India, and Philippines.

5Thisfigure based on the different definition and source of data using in the present Report.
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Nine Programs and the Realization of Creative Economy

The Thai gover nment has anneative (Tladhndt he e
Commi tteeo chaired by the prime minister wif
policies based on the Creative Economy concept to support creative economic activities. The
government has a plan to develop the capability to prodicgie goods and services able to
compete in world markets. This plan relies
intelligence and continuous learning under the policy framework of the Creative Economy.

The Office of Knowledge Management and Depenent, under the direction of the
government, has begun to move forward on nine programs to support the vision of the
Creative Economy throughout 2010.

It is therefore important to have a clearer understanding of the creative industries in
Thailand andheir contribution both present and potential to the Creative Economy concept
and to the overall economy. This paper attempts to quantify that contribution through an
analysis of the inpubutput (I/O) tables for the selected industries, outline the \ataens
for each of these industries, provide comparative data on creative industries in other
countries, assess the impact of violations of intellectual property and offer some initial
recommendations for government policy improvement that will help dkergment achieve
its stated objective of developing a creative economy.

1.1 Definition of Creative Industries

While a number of countries are actively promoting their creative industries, there is
no single definition of creative industries that is unialysaccepted. UNCTAD (2008) has
summarized recent four models or definitions that attempt to provide a systematic
understanding of the structural characteristics of the creative industries as follows.

A Model 1: UK DCMS Model

This model is rooted in thenited Kingdom policy to make its economy more
creative in the | ate 1990s. In this mod:¢
requiring creativity, skill, and talent, with potential for wealth and job creation
through the exploitation of their intetlet ual pr opertyo.

A Model 2: Symbolic Texts Model

This model explains that cultural industries arise from the criticklral
industries tradition. The processes by which the culture of a society is formed and
transmitted are portrayed in the model via idustrial production, dissemination and
consumption of symbolic texts or messages, which are conveyed by means of media
such as film, broadcasting, and the press.

A Model 3; Concentric Circles Model

This model is based on the proposition that it eschltural values of cultural
goods that give these creative industries their most distinguishing characteristics. The
model asserts that creative ideas originate in the core creative arts in the form of
sound, text and image and that these ideas anckimtias diffuse outwards through a
series of | ayers or fAconcentric circleso,
content decreasing as one moves further outwards from the centre.
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A Model 4: WIPO copyright model

This model is based on industriésvolved directly or indirectly in the
creation, manufacture, production, broadcast and distribution of copyrighted works.
Furthermore, UNCTAD (2008) has also defined the creative industries, which is
called here as Model 5 as follows:

A Model 5: UNCTAD Model

In this model, creative industries are those involved in the creation, production
or distribution of goods and services that use creativity and intellectual capital as
primary inputs. The creative industries constitute a set of knowdeaiged activies,
focused on but not limited to arts, potentially generating revenues from trade and
intellectual property rights. They comprise tangible products and intangible
intellectual or artistic services with creative content, economic value and market
objectves. Theyrange from traditional arts and crafts, publishing, music, and visual
and performing arts to more technolagiensive and servieeriented activities such
as film, television and radio broadcasting, new media and dédmyeover, creative
industries are at the crossads of artisan, services and industrial sectors that now
constitute a dynamic new sector in world trade. UNCTAD calls the creative economy
filkn evolving concept based on <creative &
generationg b creati on and export earnings. o

Tablelbel ow | ists the industries considered
There are still ongoing debates about the scope of creative industries, and none of above
definitions is wrong. In this paper, we use the definition of Model 1: UK DCMS Model that
is used in the United Kingdom and Singaporedditionally, we have included science and
research and development (R&D) in our definition of creative industries as ahemajor
economic gains to be derived from intellectual property stemming from scientific research
and increased cooperation between science and industry.

® Toh Mun Heng, Andrian Choo, andTe nce Ho (2003), Economic Contributic
Industries, Economics Division, Ministry of Trade and Industry, Singapore.
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Table 1: Classification of the Creative Industries

1. UK DCMS 2. Symbolic texts | 3. Concentric 4. WIPO 5. UNCTAD Model
model model circles model copyright
Model
Advertising Core cultural Core creative Core copyright | Heritage
Architecture industries arts industries i Traditional
Art and antiques | Advertising Literature Advertising cultural expressions
market Film Music Collecting arts and crafts,
Crafts Internet Performing arts | societies festivals and
Design Music Visual arts Film and video | celebrations; and
Fashion Publishing Other core Music T Cultural sites:
Film and video Television and cultural Performing arts | archaeological sites,
Music radio industries Publishing museums, libraries,
Performing arts Video and Film Software exhibitions, etc.
Publishing computer games | Museums and | Television and | Arts
Software Peripheral libraries radio -Visual arts: painting,
Television and cultural industries | Wider cultural | Visual and sculpture,
radio Creative arts industries graphic art photography and
Video and Borderline Heritage Interdependent | antiques; and
computer games | cultural industries | services copyright I Performing arts:
Consumer Publishing industries live music, theatre,
electronics Sound recording Blank recording | dance, opera, circus,
Fashion Television and | material Puppetry, etc.
Software radio Consimer Media
Sport Video and electronics T Publishing and
computer gameg Musical printed media:
Related instruments books,
industries Paper press and other
Advertising Photocopiers, publications; and
Architecture photographic T Audiovisuals: film,
Design equipment television, radio
Fashion Partial and other
copyright broadcasting.
industries Functional creations
Architecture i Design:interior,
Clothing, graphic, fashion,
footwear jewellery, toys;
Design T New media:
Fashion software, video
Household games, and digitalize
goods creative content;
Toys i Creative services:

architectural,
advertising, cultural
and recreational,
creative research and
development (R&D),
digital and other
related creative
services.

4]
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1.2 Creative Industries in Thailand

Since our angkis will be based on an InpQutput table (/O table), the choices of

sectors must be consistent with both our selected definition in Section 1.1 as well as the
classification of the sectors in the I/O table and the availability of data. Accordingly, the
creative industries selected for this study are showrTable 2 and a more detailed
breakdown of these sectors is shown in the Appendix.

the creative industries of six example developed and developing countries. Section 3 presents

n

Table2: Thaland 6 s cr eat i v presennstudys t r i

[-O Code Description of Industry
080 Wooden furniture and fixture
083 Printing and publishing
088 Drug and Medicine
132 Jewelry and related articles
168 ResearcH
172 Motion picture production
173 Movie theatre
174 Radio, TV, and relted services

- Information Technology

Source: NESDB

YThe research sector wildl be discussed
industries.

? There is no separation of Information Technology in the 180 se@dable. However,
weind uded this sector to see its theNatonal

Statistical Office (NSO) survey datdowever, the data seem to be underrepresented.

The present report is divided into two parts according to the main activitielseayv

the study. Part I covers Activity 1: Me a
creative industries. The structure of this Part is as follows. The remainder of this Section
(Subsection 1. 2) provi des antrien 8eetiorvd reviewso f

analysis of the estimated 2008 version of the kpuiput table, including descriptions of the
data and methodologies used. The econamecnt r i but i ons of Thail and
are discussed in Section 4.

Part Il of this Report presents the findings from Activity 2: Assess the loss due to IPR

infringement in four industry cases. Section 5 provides the framework of analysteeand
monetary effects of IPR infringement. In the remainder of this part we present a more in
depth study of four industry cases to examine the broader effects of IPR infringement.
Information on the movie, music, Information Technology (IT), and pharmaeéut
industries are presented in Sections 6, 7, 8, 9 respectively. Section 10 then reviews
i mplications for Thailanddés devel opment and

5|
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1.2.1 Wooden Furniture and Fixture Industry (I -O code: 080)

1.2.1.1Market Structure and Value Chain

In 2008, the production of the wooden furniture and fixture industry was
approximately 10.06 million pieces, a decrease of 39.76% from the previous year. The recent
financial crisis in the United States led to global economic recessionsiamaking
purchasing power, especially in Thailandds |
Japan, and the United Kingdom. However, domestic sales of the wooden furniture and fixture
industry in 2008 reached approximately 3.35 million piecesparease of 39.58% from the
previous year due to growth in the highd market. Demand also increased because of a
series of housing and furniture fairs and the government stimulus package boosting the real
estate sector.

Table 3: Manufacturing andales of thewoodenfurniture andixture industry
Unit: million pieces

2006 2007 200&"
Manufacturing 18.46 16.70 10.06
Domestic ales 3.73 2.40 3.35

Source: IT center, Office of Industrial Economics
Note: Y estimated data

Expats of the wooden furniture and fixture industry in 2008 totaled 1,109.39 million
US dollars a decrease of 3.55% from the previous yapparently due to the economic
downturn inmajor export markets, such as the United Kingdom, Japan and the United State
The export of transformed wooden products grew at the rate of 4.32%. The determinant of
such growth is an expansion of the alternative markets such as Australia, ASEAN, South Asia
and, Middle East.

Table 4: Exports of thevood and furnitureindustry
Unit: Million USD

Industry 2006 2007 2008¢’
1. the wooden and fixture 1,198.69 1,150.16 1,109.39
2. the wooden product 364.86 379.58 357.44
3. the transformed wooden 697.32 807.37 971.41
Total 2,160.87 2,337.11 2,438.24

Sour@: Ministry of Commerce
Note:"* estimated data

In 2008, imports of wood and wooden products were worth 679.15 million USD, an
increase of 11.23% from the previous year. The major import was the wooden materials,
which are mostly the solid woodcluding logsand the wooden products. Logs were
imported from Myanmar and Malaysia, while the wooden products and the transformed
wooden products came from Malaysia, Laos andUthieed States
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Table 5: Imports of thewood andurniture Industry
Unit: Million USD

Industry 2006 2007 2008¢€’
1. logs 110.76 90.94 124.52
2. the transformed wooden product 374.97 356.27 370.15
3. fiber woods 96.34 113.39 126.42
4. other wooden product
45.13 49.99 58.06
Total
627.20 610.59 679.15
Saurce: Ministry of Commerce
Note:"* estimated data
Thail andés wooden furniture and fixture

exports and domestic consumption. Thailand has advantages due to easier availability of
tropical hardwoods and wood frorabber plantations as well as highbality skilled labor.
Growth of theThai real estate sectdras driven domestic demand. International demand for
Thai furniture has been driven by cost advantages coupled thwthability of Thai
manufacturers to meetternational product qualitytandards.

The Thai furniture industry includes both small, ctzdsed firms and large volume
producers. Mass producing furniture became a viable manufacturing strategy with the
development of flapack or readyo-assembledrniture. This innovation led firms to design,
manufacture, and ship products in large quantities. Firms which mass produce furniture tend
to supply products for the low to mediypnice markets. At the same time Thai solid wood
furniture manufacturers haveetained important niche market segments for -‘agd,
expensive and desigad products. The value chain of this industry can be described as in
Figurel below.

Manufacturers can be categorized into three ggpup

9 original equipment manufacturers (OEM), which produce using the
customersd6 designs and specifications

1 original design manufacturers (ODM), which have internal design capability
for sale under ahdhe customersod6 brand

1 original brand manufacturers (OBM), which have all the capabilities needed,
from design to manufacturing, for sale under their own brand.
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Figure 1: Thaiwoodenfurniture andixture industryvaluechain

Trademark
IPR Invention Patent Product Design Patent
Position .
_ Distribuiion Marketing
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adhesive, retail,
etc. Foreign retail
Q

Source: UNIDO (2003)

1.2.1.2IP system and the wooden furniture and fixture industry

In the above value chain, design is one of the most important functions needed to
upgrade products and increase valueedddviany innovative technologies are involved in
production. Both of these functions require creativity that is, in turn, related to the intellectual
property (IP) system. The protection of IP in the design process is typically sought through
the patent sstem.

A patent is a set of exclusive rights granted by a government to an inventor for a
limited period of time in exchange for a public disclosure of the invention concerned. Under
the WTO Agreement on Tradeelated Aspects of Intellectual Property Rghpatents
should be available in WTO member states for all inventions, in all fields of technology, and
protection available should be available for at least 20 years. The invention must be new and
useful or industrially applicable. The right grantedatgatentee in most countries is the
exclusive right to prevent others from making, using, selling, or distributing the patented
invention without permission. However, some other types of intellectual property rights are
referred to as patents in some jdrtsions, such as industrial design rights that are called
design patents in some places, including Thailand.

A design patent right is a type of intellectual property right that protects the visual
design of objects. A design patent protects such desggnents as a shape, configuration or
composition of pattern or color, or a combination of pattern and color in three dimensional
forms. A design patent can be a tvay threedimensional pattern used to make a product,

8



industrial commodity or handicrafAn invention patent generally involves the process of
production that can style elements, structure or mechanism of the product, and the
manufacturing processes involved. The scope of invention patents covers the improvement of
products as well as the ctieen of new products.

For original brand manufacturers (OBM), IP protection can also be extended to
trademarks. A trademark is a distinctive sign or indicator used by an individual, business
organization, or other legal entity to identify to consumeas the products or services with
the trademark originate from a unique source, and to distinguish its products or services from
those of other entities. A trademark is a type of intellectual property, and typically includes a
name, design, word, phrasegty symbol or image. The owner of a registered trademark may
sue for trademark infringement to prevent unauthorized use of that trademark. Registration is
not required, but an unregistered mark may be protectable only within the geographical area
where ithas been used or in geographical areas into which it may be reasonably expected to
expand. Businesses typically use their trademarks to add value to their products or services.

1.2.2 Printin g and Publishing Industry (I-O code: 083)
1.2.2.1Market Structure and Value Chain

The printing and publishing industry has developed steadily in support of economic
and social development with particularly important roles in the areas of education,
entertainment and information and knowledge dissemination. The main factor in the
industryés most recent growth was the opening
convenience stores. The value of trade book sales in 2007 was around 18 billion baht, of
which 88% was obtained from the sales of 110 large and mesized publishig houses.
The rest of trade sales were generated by 381 -smallpublishers who were registered
members of the Publishers and Booksellers Association of Thailand (PUBAT)

Table 6: Numbers opublisherscategorized byize

Unit: houses
Category 2003 2004 2005 2006 2007
Large Publishing House 20 25 30 36 40
Medium Publishing Houge 44 54 65 61 70
Small Publishing House 310 354 380 395 381
Total 374 433 A75 492 491

Source: PUBAT

Note:Y revenue more thafiHB 100 million
? revenue more thafHB 30 million
% revenue less thahHB 30 million

In 2007, about 955 new titles were launched per month. Surveys indicate that, on
average, Thais read only two books for pleasure and spend about 285 batlksopebgear.

Table 7: Amount ofmoneyspent onbooks (per head)

Unit: THB
Category 2003 2004 2005 2006 2007
Book expense/year 166.42 210.55 | 239.78 | 259.93 285.54

Source: PUBAT
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There was a steady increase in the number blighers and bookstores in Thailand
during 20032007. The overall growth rate of publishers was 31.2% and of bookstores was
182% over the five years. T Hlechainrstoresoird 20@7t i o n
contributed significantly to the dramaticrease in that year.

Table 8: Numbers opublishers andbookstores in Thailand

Category 2003 2004 2005 2006 2007
Publisher 374 433 475 492 491

Bookstores 678 759 848 955 1,913
Total 1,052 1.192 1,323 1,447 2,404

Source: PUBT

Table 9: Numbers ohewtitles launched in Thailand

Unit: titles
Category 2003 2004 2005 2006 2007
New titles/year 10,108 11,103 | 11,651 11,201 11,455
New titles/day 27.10 30.90 319 30.8 3190
New titles/publisher/year| 27.02 25.64 24.53 22.83 23.33

Source: PUBAT

Il n comparison with Thailandds GDP, the s
small, but it appears relatively immune to the ups and downs of the economy. The important
factors influencing the book businessn Thai |l and seem to be the
pol i cy, aut horsé creativity, efficient book

business. The value chain of the printing and publishing industry is shdviguire2 below.

Table 10: Book revenue and Gross Domestic Prod&DP)

Unit: THB
Category 2003 2004 2005 2006 2007
Book revenue 10,500 13,100 15,000 16,900 18,000
GDP 5,928,975| 6,503,488 7,107,962 7,716,225 8,485,200
Book revenue/GDP 0.17 0.20 0.21 0.22 0.21

Source: PUBAT
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Figure 2: Thai printing andpublishingindustryvaluechain
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Source: Fiscal Policy Research Institute

1.2.2.2IP system and the printing and publishing industry

In the publishing industry, especially the book industry, the business process is
closely related to copyright. Copyright is a form of intellectual property protection that gives
the author of an original wor&xclusive rights over that work for a particular time period,
including its publication, distribution and adaptation. After that period, the work enters the
public domain. Copyright applies to the expression of an idea or information that is
substantive ashdiscrete and accessible through a medium. Some jurisdictions also recognize
the "moral rights" of the creator of a work, such as the right to be credited for the work.
Copyright may provide protection to a wide range of creative, intellectual, scigmtific
artistic forms, or "works". Different jurisdictions have somewhat different rules, but
copyrighted works typically include novels, plays, poems, articles, theses, reports, musical
composition, audio recordings, dances, paintings, drawings, sculpiuogographs, and
software. Copyright has been standardized internationally, including in Thailand, to last 50
years after the authorsdéd deat h. I n some cour
formalities to establish copyright, but most, inchgliThailand, recognize copyright in any
completed work, without formal registration. Generally, copyright is enforced as a civil
matter, though some jurisdictions do apply criminal sanctions. However, in the case that the
work was created by several authothe protection continues to subsist until the 50 years
after the death of the last surviving-aothor. But if every c@uthor died before the
publication of the work, the copyright protection is provided for a period of fifty years after
the first pubication.

In Thailand, the provisions on infringement of copyright in the Copyright Act B.E.
2537, cover reproduction or adaptation, communication to the public, letting of the original or
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copies, rebroadcasting, selling, distributing and importing tlopyrighted work. However,
there are exceptions from copyright infringement. Copyigldted action that is not an
exploitation of the work and does not any render negative impact on the copyright owner is
not considered an infringement of copyright. Swions include personal use, use as
qguestions in an examination as well as for-footprofit research, teaching, studying,
commenting, criticizing and reporting as long as there is an acknowledgement of the
copyright ownership of the work.

In 2008, resarch showed that Thailand has become one of the few pirate book
exporters in the world. Shipments of highality, pirated versions of academic and
professional books from Thailand have been seized. Domestically, illegal photocopying,
along with unauthoried translations, adaptations and compilations has a significant role in
the educational market. The International Intellectual Property Alliance estimated that losses
due to book piracy in Thailand amounted to about 37 million USD in 2008, making Thailand
the eighth leading book copyright violator in the world. IIPA and the publishers have urged
government initiatives to achieve a reduction in the level of piracy, but would like to have
input prior to the launch of any initiatives, given the importanr@ss at stake for copyright
owners in general and publishers in particular.

1.2.3 Pharmaceutical Industry (I-O code 088)

1.2.3.1Market Structure and Value Chain

In 2008, the pharmaceutical industry manufactured 25,184.5 tons of product, a
decrease of 2.2% from thprevious year. Sales totaled 24,480.5 tons of products, a decrease
from the previous year of 1.1%. The costs of making pharmaceutical products increased
because of cost factors such as materials and transportation. Consequently, some
manufacturing moved tower cost countries, such as Indonesia.

Table 11: Manufacturing of thggharmaceutical products
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Unit: Tons
Type of Product 2006 2007 2008e

Pill 5,452.7 5,823.0 5,820.6
Potion 13,007.7 12,471.4 12,572.2
Capsule 570.5 652.9 746.8
Injection 409.5 431.6 506.3
Tincture 122.5 117.7 108.8
Cream 2,082.8 2,343.4 2,076.0
Powder 3,821.3 3,906.6 3,353.8
Total 25,467.0 25,746.6 25,184.5

Source: IT center, Office of Industrial Econims
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Table 12 Sales of thepharmaceutical products

Unit: Tons
Type of Product 2006 2007 2008Y
Pill 5,256.5 5,617.4 5,735.2
Potion 14,927.4 15,348.7 15,319.3
Capsule 668.9 771.2 782.4
Injection 310.2 309.4 347.9
Tincture 122.9 115.5 108.6
Cream 2,140.5 2,071.5 1,707.4
Powder 466.0 514.5 479.7
Total 23,892.4 24,748.2 24,480.5

Source: IT center, Office of Industrial Economics
Y Estimatecdata

Imports of pharmaceical products in 2008 reached 33,481 million baht, an increase
of 21.3% from the previous year. The major origins of Thai pharmaceutical imports were
France, the United States, Germany, Switzerland and, the United Kingdom. Together these
countries accoust for 45% of total imports. Most of the imported products were higher
patented pharmaceuticals that cannot be produced domestically. fayiblgrowth of
pharmaceutical imports was caused by a national health campaign and the growth of private
hosptals.

Exports of pharmaceutical products in 2008 were worth 5,446.8 million baht, up
12.1% from the previous year. The major export destinations for Thai pharmaceutical
exports were Vietnam, Myanmar, Cambodia, Malaysia, Hong Kong and Philippines. This
group of countries represented approximately 70% of total exports. The highest growth
export market was the Philippines because Thai entrepreneurs found it relatively easier to
register their pharmaceutical products there. However, Thai entrepreneurfsitiaeeto go
to upgrade product standards to the international level and to be able to compete with
producers in Malaysia and Singapore.

Table 13: Imports and Expors of the Pharmaceutical Produc
Unit: millions THB

2006 2007 2008"
Imports 26,239.7 27,604.5 33,481.0
Expors 4,340.7 4,860.1 5,446.8

Source: Customs
Note: " Estimated

Generally, drug manufacturers in Thailasah be classified into fogroups

1 Multi-national corporationfVINCs) thatproduce active ingrednts and create
pharmaceutical formulatien

1 Tharowned companieghat primarily focus on producing pharmaceutical
formulatiors and to alesser extent, omanufacturing active ingredients.

1 Government agencigshe Government Pharmaceutical Organizat{@iO)
and the Defense Pharmaceutical Factory (DP®hich primarily prepare
pharmaceutical formulations fahe public medical establishment. However,
the GPO still has the benefits of t
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pharmaceutical markeind cominues tohold anearmonopoly ovessuppliesto

the public sector. According to regulation, public hospitals are legally obliged
to purchase 8@ercentof their pharmaceuticals from the GPO and only 20
percenfrom the private organizations.

The pharmaagtical industry in Thailand is mostlyvolved in formulating active
ingredients and manufacturing generic products. The number of local manufacturing
companies is limited, thus Thailand relies on impoFfhe domestic pharmaceutical industry
doesnot undeatake much R&D, largely becaus@éeighboring countriessuch as Singapore
offerscompanies stronger incents/and better protection of intellectual property.

Figure 3: Thai Pharmaceutical Industry Structure and Value Chain

Thai Pharmaceutical Industry|
i
| |
Governmerllt enterpriseg Private er)terprises
| ' | | ' |
Government Defense Local Multi-national
Pharmaceutical Office Pharmaceutical Factory | companies companies
(GPO) (DPF)
PR CBD, Compulsory
Invention Patent licensing Trademark

Position

Marketing

Distribution

Chan

) Production )

>

and Sales /

Main players

f N é N
GPO, MNCs GPOMNCs MNCs
University (Boots, (Diethelm, (Diethelm,
, MNCs Takeda, ZuelligPhar Pharmalink,
Otsuka, ma, OLIC, OLIC,
US summit, Innovex /
Pacific ) L Quintiles) )

Source: Fiscal PolicResearch Institute ariceera Chakajnarodom (2006)
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1.2.3.2 IP System and the pharmaceutical industry

Thailand has signed the 1992 Convention on Biolodiarsity (CBD) under which
the country is obliged to give communities
plant species that are later exploited for commercial purposes. Thailand has been a CBD

party by ratification since January, 2504’ haland has a National Biodiversity Strategy and
produces the National Biodiversity Reports in accordance with the convention.

Thail and has also signed the World Trade
Related Aspect of Intellectual Property Rights, caniy known as TRIPS. The agreement is
supposed to protect the rights to pharmaceutical processes and products. However, one
provision in TRIPS, for the use of the patented products without authorization of the patent
holder, permits countries in a healtlisis situation to use compulsory licensing to prevent the
exclusive rights conferred by the patent from making the product too costly. As permitted by
TRIPS, recent Thai government policy has sought to lower the price of medicines through
compulsory licering, which allows the government to override a patent to meet public health
needs, especially of the underprivilieged who cannot afford expensive pharmaceuticals.
Implementation of compulsory licensing in Thailand has aroused considerable controversy,
withmaj or phar maceuti cal companies protesting

Table 14: Approved Registration of New Drug and New Generic Drug
Unit: Number of registratior

Year New Drug New Generic Drug Total
2001 29 5 34
2002 27 12 39
2003 32 8 40
2004 27 22 49
2005 24 12 36
2006 28 17 45

Source: The Impact of Th&lS FTA on Local Generic Drug Industry (2007)

From the number of the approved registrations of new drugs and new generic drugs, it
can be concludedhat the utilization of patents for pharmaceuticals is inefficient. The rate of the
new pharmaceutical innovations registered through the patent process is quite low. It is presumed
that the main determinants are the complications and inconvenience bathmfent system.

"http://www.cbd.int/countries/?country=th
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Table 15: Number of Drug Registration by Patented Status

Year | Patented | Classifieds Under No Total
Consideration Information
2001 1 2 0 31 34
2002 3 1 1 34 39
2003 2 4 1 33 40
2004 1 1 1 46 49
2005 0 0 0 36 36
2006 0 2 0 43 45

Source: The Impact of Th&lS FTA on Local Generic Drug Industry (2007)
Note:* Not under consideration yet.

However, when invention patents expire, trademarks come into play, providing value by
supporting a brand and protieg the brand owner. Because consumers tend drugs from a trusted
brand, trademarks can create enormous benefits to pharmaceutical companies who own those
medicines.

1.2.4 Jewelry and related Articles Industries (FO code: 132)

The jewelry industry has genéed significant income from exports because of the
Thai industryodés skills in jewelry design, g ¢
jewelry is abouB,270.07 million US$ or 277.874 billion b&hSome 80% of the companies
in the gem and jewelrindustry are the small and meditsized enterprises (SMEs). About
48,800 workers are employed in these companigsc cor di ng to Th@&i |l and ¢
table, Jewelry and Related Articles are definegrasious stones, diamonds, pearls, articles
of jewelry and parts thereof, articles of silver, articles of gold, articles of other precious
metals, limitation jewelry, synthetic precious stones, unwrought gold and other articles of
precious metal s. Gems constitutejeweltyand!l ar ge:
related articles sector (sEegure4). The value chain is shown kFigureb.

1.2.4.1Market Structure and Value Chain

Gems constitute the largest share of theoexpt s of Thai l andds | ewel
articles sector (sdeigure4). The value chain is shown Figure5.

8Information and communication technology centreuwsitbnesgpepationeott théinistry of Commerce.
°The Office of Industrial Economics
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Figure4: Thai | and 6 s ur&far pwelryt andSdlated article in 2007

Thailand's Export Structure
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1.67%
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75.97%
M synthetic precious stones
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Source: Department of Export Promotion.

Due the depletion of indigenous raw materials, most raw materials are now imported.
Therefore, Thailand has had to focus on its capiabilin gem cutting, jewelry setting and
jewelry design in order to maintain sales to both domestic and foreign markets. Currently, the
Thaidomestic mar ket account sgerh and jewebyuprpdiuttipgn 2 0 %
with the rest being exportetihe majorexportmarkets are Hong Kong, Australia, Switzerland,
the United States, and Belgium and the value of these markets has grown significantly over the
past three years as shownlable16.
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Figure 5: Thai Precious stones and Jewelry Industry Value Chain

Trademark

IPR Trade secret Patent

Position S
Selecting an Jewelry. Distributing )
. Manufacturing ) and Sales
Gem cutting
. ) ) ) é )
Precious stone Sawing, Design, Domestic
(i.e. Diamond, Bruting Logistic, market
color stones, (shape Quality, (20%),
pearl, precious roughly) foreign
metal) and cuttina market (80%)
\, J \ y

Source: Fiscal Policy Research Institute

Table 16: Exports value of gem and Jewetgtegorizing by countries

No. Country Value: Million USD
2006 2007 2008
1. Hong Kong 370.88 897.70 1,527.37
2. Australia 286.61 603.50 1,431.64
3. Switzerland 208.90 581.97 1,258.97
4. US.A 938.83 1,026.81 1,075.96
5. Belgium 270.25 269.73 316.96
6. Other 1592.82 2002.04 2659.17
Total 3,668.29 5,381.75 8,270.07

Source: Information and communication technology centre with corporation of the sustom
department, Ministry of Commerce
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Source: Department of Export Promotion.

Thailand has been famous for gem cutting for a long time and has become a global
center for trading gems and jewelry. The lack of research and denei{R&D) in the
industry, however, does not bode well for the future, especially since Thailand does not have
a competitive edge in wages for low and medskilled workers compared to neighboring
countries.

1.2.4.2IP System and the jewelry and related articlendustry

The gem and jewelry industry is considered particularly creative in that articles need
creativity in both the pattern of gem cutting and the ornament design. In this regard, IP rights
have become more important in supporting this industryomparison to masgroduced,
machinemade products, it is much more difficult to produce kggiality counterfeits of
jewelry due to demanding skill requirements. So, while good designs can still be copied, it is
somewhat easier to limit the number of captbat a counterfeiter can make. Also, trade
secrets play an important role in the gem selection and stone treatment processes.

1.2.5 Motion Picture Production and Movie Theatres(l-O codes: 172 and 173)

1.2.5.1Market Structure and Value Chain

Because there is aode relationship between the motion picture production industry
and the movie theatre business, this review considers both industries concurrently. We
describe the industry value chain and information such as the market share of Thai movies
and Hollywood novies, the number of movies in the theatres per year and the types of
movies shown.
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From Figure 7, it can be seen that the Thai movie industry has three main parts:
production, distribution and marketing, andbition. In the other words, the movie value
chain begins with a filascript and ends with the audience experience. More details are
shown below.

Figure 7: Value Chain of Thai Film Industries

Preroductjo Distributior Theater [ consumptip
— oy Channel Audiences
. o at home an
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Motion Picture
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Movie Theat

Source: Adapted Eliashberg et al. (2006)
Motion Picture Production

Figure 8: Motion Picture Production Industry Value Chain
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Generally, movie production requires time, talent, creativity and cooperation with
many partners in order to be successful. Although, there are several differences in detalils,
production also has three main parts:-reduction, production, andptproduction.

A Preproduction

This first part prepares for actual movie production. It begins with a movie
concept, usually embodied in a filseript, which then moves to budgeting and
financing, casting, finding locations and hiring the production ciidwe. key roles in
this first part are: scriptwriter, director, producer, financier, distributor, actors and
actresses.

A Production

In this part, the movie concept is converted to sound and images on film. Key
roles are director, producer, cinematodp@p actors, actresses, -sgdkers, special
effects experts, camera operators, lighting experts, costume designers, stunt persons
and many others who all must work cohesively together.

A Postproduction

Before the film will be shown in the theater, thetlpart of the process has to be
completed. Key roles are director, editor, special effects experts, composer, musician and
sound expert.

During 20027 2007, five companies took the major share of motion picture
production in Thailand: i) Sahamongkol Filmi) R.S. iii) GTH, iv) Five Star and V)
Pranakorn Film as shown beloWable17 demonstrates that the Thai motion picture industry
is an oligopoly.

Table 17: A Number of Thai filns in thetheatres during 20022007

Company 2002 2003 2004 2005 2006 2007
Sahamongkol film 7 14 12 14 18 15
R.S. 1 6 5 5 5 4
GTH 0 1 3 3 6 6
Five Star 6 5 1 3 2 2
Pranakorn Film 1 2 1 4 4 7
Total Big 5 15 28 26 27 36 34

(68.1%) | (58.20) | (57.7 | (71.00) | (81.8 (73.9
%) %) %)
Others 7 20 19 11 8 12
Total 22 48 45 38 44 46

Source: Entertain Magazine 2063007 and
http://www.pantip.com/cafe/chalermthai/release/rele23@8.html

The revenues of the five major production companies are shown Table 18
Sahamongkol Film generated the highest revenwih overTHB 500 million per year in

both 2005 and 2006.

21|




Table 18: Revenue from ticket sady company2003i 2007
Unit: Million THB

Company 2003 2004 2005 2006
Sahamongkol film 265.0 266.0 558.6 509.9
R.S. 133.5 106.5 137.9 195.1
GTH 137.6 225.8 132.0 287.0
Five Star 48.3 34.2 30.7 21.5
Pranakorn Film 22.0 12.0 174.7 63.3
Total Big 5 606.40 644.5 1,102.4| 1,161.5
(58.3%0) (57.7%) | (71.0%) | (81.8%)
Others 20 19 11 8
Total 48 45 38 44

Source: Entertain Magazine 2063007

Movie Theatre (Exhibitions)

With the development of entertainment technologies, are no longer limited to distribution to theaters.
The value chain of movie th&e industry is shown ifigure 9. Other distribution channels have
become popular including VCDs, DVDs (both sales and rental), cable TV antb-fmaeTV.
Meanwhile, the downloading of movies from the Interigethot available, but this channel also
appears to be growing. The point is that the various distribution and exhibition technologies each
bring with them new challenges to the protection of the intellectual property in movie production.

Figure 9: Movie theatreindustryvaluechain
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Table 19: Number of Branches and Theater for two nthgater chaicompanies

Company Name of Thear Chain No. Brancheg No. Thed&ers | Max No.
Seas
Major Cineplex Plc,| Major Cineplex, EGV, 34 235 58,850

Paragon Cineplex and
Esplanade Cineplex

S.F. Cinemacity | S.F. Cinema City, S.F. 11 90 NA
Co, Ltd. World Cinema and S.F.X.

Cinema
Total 46 325 NA

Sources: Annual Report No.86by year 2008
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Mo s t of Thail andés theaters belong to tw
public company and the second is S.F. Cinema City Company limited. In its annual report,
Major Cineplex reported a net profit in 2008 of 626.35 million baht.

The most popular movies distributed around the world have originated from
Hollywood. The relative market share of Thai and Hollywood films isFigure 10. It
confirms that most of the movies watched in Thailand still come from Hollywood and earn
62% of total revenue

Figure 10: Market share of films categoad by county in 2008
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There are few Thai movies that can be exhibitetbreign countries. Two exceptions
were the action fil ms, AOngbako and ATom Yu
46.647 million from distribution outside of Thailand.

Table 20: Revenue from world exhibition

Movieds N Revenue SD)
Ongbak 20,112,926
Tom Yum Kung 26.534,545
Total 46,647,471

Source: Box Office Mojo.
(http://www.boxofficemojo.com/movies/?id=ongbak.htm)

1.2.5.2IP System and the Motion Picture and Movie Theatretndustries

Most intellectual property piracy in the motion picture production and movie theater
industry comes in the process of distribution in which the piracy is in terms of copyright
violation. Table 21 belonv shows statistie on suppression of Intellectual Property Rights
violations.
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Table 21: Arrests for Intellectual Property Rights Violations

2001 2002 2003 | 2004 | 2005 | 2006 | 2007 Total
Number of arrests 2,515 | 3,363 | 4,142 | 5,179 | 5,647 | 6,459 | 4,614 | 31,919
under copyright
act B.E. 2537

Source:Department of Intellectual property

Much research has shown that piracy in the movie industry is due to ineffective law
enforcement. Statistics from the department of intell@ property show that arrests for IPR
violations had increased over the six years. However, it is hard to identity precisely what the causes of
increasing number of arrests are.

1.2.6 Radio and TV and Related Industries(I-O code: 174)10

1.2.6.1Market Structure and V alue Chain

Radi o

and

t el

evi si

on

constitute

a

| ar ge

size of these media industries can be determined by the size of advertisement budget spent for
each medium. It appears that total advertising spendin@06 and 2006 were 85,602 and
89,840 million baht respectively. Advertising on television made up the majority of all
advertising, as shown ifable22.

Table 22: Advertising Budget categaed by type of media for 2005 and 2006

Type of Media 2006 2005 Change
Million (perceny | Million (perceny (perceny
THB THB
1. TV 53,296 59.32 50.020 58.43 6.55
2. Newspaper 15,432 17.18 16,248 18.98 -5.02
3. Radio 6,588 7.33 6,329 7.47 3.07
4. Magazine 6,140 6.83 6,148 7.18 -0.13
5. Theatre 2,404 2.68 1,443 1.69 66.60
6. Other 5,980 6.66 6,794 6.25 11.75
Total 89,840 100.00 85,602 100.00 4.95

SourceNielsen Media Research (Thailand) Lfd.

Thevalue chain of theadio and television indury is shown irFigure11. Producers
create programs to be broadcast on radio or television. The audience watches the programs
along with advertisements and purchases advertised goods. The producers use thisoincom
pay the broadcaster or rights owner for the advertisement. The broadcaster then uses the
advertisement revenues to cover for the production expenses of the program.

10 This sector in the-D table includes music industry. We will discuss here the radio and TV and related
industries, and then music industry in Section 7.
" Nielsen Media Resech (Thailand) Ltd.,(2550)fAd v er t i si ng

24|

Valued for

Radi o

an



Figure 11: Radio, TV and Related Services Industries ¥allhain
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Source: Fiscal Policy Research Institute

The creative part of this industry has the task of creating and reajpzoggam

concepts and determines the content efgtogram for the producers. Types of programs are

categorized by style and contentslable23.

Table 23: Type of program categorized by style and content

News and Imaginative Media or Audience Advertising
Documentary Entertainment Program | Participation and Program
Progam Expert Program
- News, News Talk, Soap Opera - Phone in - Goods Advertising
News Critics
- Documentary Comedy - Discussion and - Services
Opinion Advertising
- Education Media Movie - Consumer - Services
Protection Advertising
- Conversation Cartoon - Campaign for Socia|
Work
- Description Game Show

Educational Entertainment

Music and Song

Sports

Source: Ubornrat (2547)

2 Ubornrat Siriyuwasak (2547). Mass Communication Media, Culture and Society, Chulalongkorn University

Press. (in Thai).
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owner 06s

1.

Presently, there are at least threeeg/pf radio business, classified by the channel

2.
3.

From the report of the government public relations department, it is found that there

participation

i n the producti on

The radio programs and all expenditures are produced and paid for by channel

owner.
Channel owner gives a full concession to firms for producingecios.

Channel owner gives a partial concession to jointly produce contents.

are three major companies renting FM as showiralrie 24.

Table 24: Major Companies classified by the chanr

FM owner 0s

par

ticipatic

Company Number of FM Channels
1. GMM Media Plc. 6
2. BEC World Plc. 4
3. R.S. Promotion 3

Source: TDRI (2002)

proc

The amplitude modulation (AM) channels are mostly rented by three major
companies as shown irable25.

Table25:Maj or

Companies cl assifi

participation in the proddion process

Company Number of AM Channels
1. R.K. Media Advertising Ltd. 12
2. Sila Marketing Ltd. 12
3. Fatima Broadcasting 8

International Ltd.

Source: TDRI (2002)

Freeto-air television in Thailand comprises six channels. During 2003 free

televison has been dominated by Channel 7 and Channel 3 with the two capturing almost
50% of total market share.
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Table 26: Market Share for Free TV during 2002006

Station 2005 2006
Channel 3 22% 21%
Channel 5 16% 16%
Channel 7 28% 28%
Modern Nine TV 14% 14%
Channel 11 3% 3%
TV 17% 18%

SourceNielsen Media Research (Thailand) Ltd.



1.2.6.2I P system andradio, TV, and relatedservicesindustries

New technologies are playing an important role in the radioTahohdustries.These
new technologies, such as the Internet, cable television and optical discs allow additional
impacts or externalities beyond the original radio or TV broadcast that pays for the
production. The positive impact comes with the producttmmpanies ability to earn
additional income from these new technology channels. The negative external impact comes
from illegal production and sales of discs or bootlegging signals from cable TV. Another type
of piracy is recording and distributing radi@ @V programs without permission of the
content owner.

The music industrguffers from the same problem. Sir€Bs and tapes remain a key
method of content distribution, the piracy problemghe music industrare similar to those
of CDsor DVDsin themovie industry.

1.2.7 Information Technology (IT) Industry

Generally, information technology (IT) is defined as the process, system or tools
related to maaging electronic data for analygis decision making. As computer technology
has developed, the defiltn of information technology has expanded along with the
capabilities of computer software and hardware. The National Statistical Office (NSO) under
the Ministry of Information and Communication Technology (MICT) has defined ICT
industry to cover hardwar software, IT services, and telecommunication services. As this
study will focus on IT industry only, we have defined IT industry to cover hardware,
software, and IT services only.

Table 27: IT Industry coverage in this study

Hardware Software IT Service
IT Hardware Packaged software A Hardware and system
A PC (Desktop/laptop) A Operating system consultancy
A Personal Digital including embedded) | A Training and education
Assistant (PDA) A Programming tools service
A Server/Workstation | A Utilities A Data processing
A Monitor A Applications A Database activities
A Printers A Others A Supporting services
A Data storages Outsourced software (such as maintenance)
A Other peripherals | development A Renting of computers
Telecommunication A Computer
equipment programming
A Data communicatior] A World wide web page
equipment design
A Telecommunication| A Others
infrastructure
equipment
A Mobile phone
Sour ce: Adapted from NSO6és 2008 Survey on



1.2.7.1Market Structure and Value Chain

In Thailand, the market structure of the IT industry is as showhainle 28. From

20052008, domestic consumption was less than exports.

In the domestic market, major

production is hardware, 89.66% of total markeueah 2008, followed by software, 4.84,

and I

T ser vi

ces,

5. 49%

respectivel vy.
therefore, is at present rather focused on hardware items. The main importers of Thai

hardware goods are the US, Laos, and Japaa figures below show that the great majority
of Thatproduced software is for the domestic marlkagure 12 exhibits a simplified value

chain of the industry.

Table 28 Market Structure of Thai IT Industry

Unit: Million THB

Domestic Market Exports

Total Hardware | Software serl\-/rices Total Hardware | Software IT services

2005 | sales| 93,411.38 | 72,847.06| 8,965.83 | 11,598.49 | 211,993.06| 195,352.22]  119.29|  16,521.55
Share| 100 77.99 9.60 12.42 100 92.15 0.06 7.79

2006 | sales | 108,666.32| 89,671.47 | 4,459.62 | 14,535.23 | 193,829.36| 192,962.73 544.07 322.56
Share| 100 82.52 4.10 13.38 100 99.55 0.28 0.17

2007 | sales| 96,266.77 | 74,825.93| 11,194.38| 10,246.46 | 216,845.40| 190,774.47| 146.35| 25,024.58
Share| 100 77.73 11.63 10.64 100 87.98 0.07 11.95

2008E]| sales | 105,438.91| 94,540.67 | 5,108.25 | 5,789.99 | 192,079.32| 191,872.43 175.73 31.16
Share| 100 89.66 4.84 5.49 100 99.89 0.09 0.02

Source: NSO (2008)
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Figure 12 Thai Information Technology (IT) Industry Value Chain
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Source: Fiscal Policy Research Institute

Table 29: Percentage oEnteprises by Industry

Industry Percentage
1. Computer Hardware 73.77
2. Computer Software 3.09
3. IT Services 23.14
Total 100

Source: NSO (2008)

Table 29 shows the percentage of enterprises categorizeddusiry. It shows that
most enterprises are in the computer hardware industry, while IT Services are in second place

and software enterprises are relatively few.
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1.2.7.2 IP System and Information Technology Industry

In Thailand, the IT industry has engagedvirious forms of IPRs, ranging from
copyright to patent. However, copyright is the most dominant form of IPR since Thai
companies have been more successful in developing intellectual property in the form of
software, rather than in hardware or industrialgesses. Most of the hardware manufactured
in Thailand uses patents based on intellectual property originating outside of Thailand.
Creativity and innovation in the IT industry, whether hardware or software, is undoubtedly
dependent on the ease and effettess of registering and protecting IPR. It follows therefore
that strengthening the IPR regime in Thailand would boost the IT industry.

A report issued by the Business Software AllidAae 2008 found that the economic
and cyber crime division of Roly&@hai Police had arrested a number of operators involved in
software piracy. Despite the arrests, losses due to piracy are estimated to be around 100
million baht per year. Some foreign copyright holders believe that the low level of fines for
copyright nfringement provide insufficient deterrent. The relatively small fines means that
copyright owners often find themselves forced to agree teofecburt settlements. This,
however, means that the pirates can quickly resume business and consider thensettiem
fines as a relatively minor cost of operation.

1.2.8 Research (1O code: 168)

Research industry is viewed as enabling factors for creative industrssthdtheart
of development obther industriegas well.

1.2.8.1Market Structure and Value Chain

Research and development expenditures of Thalfasteadily increased during 1999
i2003--0. 12% and O0.22% of GDP in 1999 and 200
research and development expenditures totaled THB 15,499.2 million, about 0.26% of GDP.

This R&D expenditure rate was lower than the target of 0.4% of GDP cited in'the 6
National Research Policy and Strategy (2002006). It is also lower than key regional
economic competitors such as South Korea (2.64%), Singapore (2.25%), Australia (1.7%),
China (1.44%) and Malaysia (0.69%). Thail and¢
into three types: public sector, private sector and others. The proportion of private to public

R&D expenditures was 0.8:1. The major obstacles to private sector imvestmR&D are

the high risk of R&D failure and ineffective tax benefits

Table300 Thai |l andbs R&D expen:
Unit: Million THB

Public sector 7,364.6
Private sector 5,927.5
Other 2,207.1
Total 15,499.2

Source: NRCTZ008)

13BSA is the Business Software Alliance. The informatibthe software piracy reported in
http://www.bsa.org/NewsandEvents
4 The National Research Council of Thailand (NRCT)
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R&D expenditures in 2003 also can also be separated into fundamental restauis)
applied research 46% and experiments- 35%. These percentages contrast with the desired

proportions set in thé"ational research policy and strategy @0@006), which were researéh
30 %, applied researchés20% and experiments 50%. Compared to other countries in Asia, the
expenditures on research and development in Thailand were quite low as séeatbleBi.

Table 31 Research and Development Expenditure to GDP

Unit; Percerage

2003 2004 2005 2006
China 1.1 1.2 1.3 1.4
Hong Kong 0.7 0.7 - -
Japan 3.2 3.2 3.3 3.4
Malaysia - 0.6 - -
South Korea 2.6 2.8 3 3.2
Singapore 2.1 2.2 2.4 24
Thailand 0.3 0.3 - -
Source UNESCO Institute for Statistics, UNESCO
Thailandds human resources 1 n

R&Dwhar e

typically have advanced degrees and author research ,pegsarch assistaniswho have

technical degrees and work with researchers, but do not typically author, @amkresearch
supporters who provide technical support servicdhailandis working to upgrade both the
quality and quantity oR&D human resource® meet the growing nee®&D human resources

grew considerably from 1999 to 2003 during which the ratios of R&D human resources to 10,000

people were 2.44 3.87 and 6.72 in 1999, 2001, and 2003 respedespte this growththe
ratio of researchers to 10,000 people arg 2.87 in 2003- lower than the desired rate in tH 6
National Research Policy and Strategies (202Q06) which was 3.5 to 10,000 people.

31|

COor



Figure 13: Thai Research Industry Value Chain
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1.2.8.2IP System and the research industry

In the research industry, almost every link in the value chain is related to intellectual
property. In the R&D process, patents are available f@ntions in all fields of technology,
while copyright is a form of intellectual property right for authors of original works, research
papers and reports in any field deserve copyrighade secrsttypically play an important
role in the early stages a&search before a copyrighted paper or a patentable invention has
been createdTrade secret owneuse contracts for employees that forbid release of
information and provide incentives for successful research. Tight security at research
installations is aother means for maintaining research secrBogh experimergand pilot
production involveinvention paterstand design patestFinally, in the marketing and sales
process, trademaskcome into playA trusted branavith a welkknown trademarkan create
enormous valuadded.

The number of patent registrations in Thailand fell from 2002, when there were 2,466
registrations, to only 1,322 registratidtis 2005, a decrease of 54%. Worse, the number of
patents registered by Thai nationals was only 505 ite38% of total registrations in 2005.

As for research publications, Thailand was ranked theut of 20 Asian countries
with 2,795° articles published in 2005. Although the number of research publications in
Thailand has increased steadily, it il &r behind Japan, China, South Korea, and Taiwan.

15 NRCT (2008)
¥ NRCT (2008)
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2 Literature Review

International trade in creative goods and services has expanded significantly in recent
years. According to the United Nations Commodity Trade Statistics Database (UN
Comtrade) the value of world exports of creative goods and services was USD 424.4 billion
in 2005, which was 3.4% of total world trade and nearly double the total trade value of USD
227.4 billion for such goods and services in 1996. From -2006, internationatrade in
creative goods and services grew at an average annual rate of &aeonfyean. This
increasing trend is indicative of the development of creative industries in various countries. In
this section, we present an overview of creative industr@s both developed countries
(including Australia, Singapore and thenitéd Statesand developing countries (including
China, India, and Philippines).

2.1 Creative Industries in Developed Countries

2.1.1 Australia

Australiads ¢ 1o7 pay bd dapssiid intontltae sltstens, enamely core
copyright industries, partial copyright industries, and copyright distribution industries. The
core copyright industries encompass those industries that create copyright works as their
primary products. The partial copyht industries are those in which only a portion of the
products is associated with the creation of copyright works, while the copyright distribution
industries distribute copyright materials to businesses and consumers.

In 199971 2000 Au st rgatlindustbes cootrdyted rUSD19.2 billion to the
industry gross product (1 GP) , equi valent t o
industries, partial industries, and distribution industries in the entire copyright industries are
about 51%, 25% and 24% respectively.

Figure 14: The Relative of the 3 copyright clusters (1992000)

Copyright Distribution Industries {24%%)

Core Copyright Industries (51%)

Partial Copyright Industries (25%)

Source: IBISWorld

7 By definition of WIPO
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The valuea d d e d contribution of Australiads (
dramatically in Australian econompver the period 199®7 to 19992000 the copyright
industries grew at an average annual growth rate of 5.7%. This growth significantly exceeded
the average annual growth rate of the total economy over the same period (4.85% per year).

Figure15:Copyri ght I ndustriesé Value Add

Contribution

to GDP
4%

3%

2%

1%+

0% : :
1980-81 1985-86 1992-23 1995-96 1999-00

Source: IBISWorld and Guldberg, H. H. (1994)

Il n August 2007, 3. 7 % (oo345000pedple)avere emplsyedw o r k f
in copyright industries. This isomparable to employment levels in other sectors such as
government administration and defense, and personal and other services. Employment in the
copyright industries was higher than the average growth of overall employment. It grew from
around 312,000 i1995 96 to nearly 345,000 in 1982000, representing an average annual
growth rate of 2.6, compared with the 2% average annual growth of overall employment.

There were about 155,000 creative businesses at the end of April 2006.

The software developmemand interactive content segment accounts for 31% of the
Creative Workforce, which is lower than its share of the number of creative businesses (40
percent). Architecture, design and visual arts represented 26% of the creative workforce and
35% of creatie businesses.

Writing, publishing and print media is the third largest segment in employment terms
with 18% of employment, a considerably highe
the basis of the number of businesses.

The advertising and marketjn segment accounts for 10% of both creative
employment and creative Businesses. The two smallest segments are film, television and
radio with 8% of employment and music and performing Arts with 7% share of the total
creative workforce.

18 Figures are based on employment at the time of the 2001 Australian Censussathiehriost recent data
availableas of August 2007.
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Australia continues to remain a net importer of copyright, with imports significantly
higher than gports. However considering the growth rate of exports and imports in, it is
shown that the growth rate of export continued to outstrip the growth rate of imports over the
period 1995061 19992000.

Table 32.Export and Import ofhe Copyright industries in 199861 19992000

Unit: Million USD

Year Export Import
Core | Partial | Distribute| Total Core Partial | Distribute Total
199596 582 293 4 879 2,048 629 13 2,690
199697 618 319 7 944 1,998 642 14 2,654
199798 659 321 10 990 2,421 680 17 3,118
199899 783 302 13 1,098 2,713 690 20 3,423
19992000 839 342 16 1,197 2,645 749 23 3,417
Growth rate
199596 /19992000 | 44.16 16.72 300.00 36.18 29.15 19.08 76.92 27.03
( perceny
Source: IBISWorld and Australia Bureau of Statistics
Australiabés economy is now built on

and food retailers. These industries are hegalependent on intellectual property for their

creat.

on

gr owt h

and

ongoing

sust ai

nabi

bank

ity

rights system necessary for intangible goods to be traded in the economy. Despite popularly
being recognized as benefg large companies, registered rights (patents, trademarks and
industrial designs) are heavily used by small and medium enterprises and individual
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innovators to protect their property rights. They use IP for protection of their ideas, but also
becauseibssi sts them in |icensing their ideas f
IP regime also plays a vital role in securing government, domestic, industrial and foreign
research and development funding. International surveys show that protectiois ohd#of

the primary factors when deciding where to locate research and development activities. And

the benefits of R&D underwrite both the manufacturing and services sectors. And last but not
least, the most importantly, the available data suggestshindlP system is well utilized by
innovators. A well utilized system suggests
fabric. Moreover the available data suggests thadependent industries contribute
significantly as a share of and to thesfralian economy.

2.1.2 Singapore

Il n Singapore, the ficreative clustero is
origin in individual creativity, skill and talent and which have a potential for wealth and job
creation through the generation and exploitatn o f intell ectual prop

fuelled by ideas at the intersection of the arts, business and technology. It leveragesthe multi
dimensional creativity of individuals artistic creativity, entrepreneurship and technological
innovationi to create new economic value which contributes to the economy directly and
indirectly. The economic impact of the fine
three levels: the primary, the secondary, and the tertiary economic impact.

The primary eonomic impact of the creative industries is reflected in their direct
contributions to GDP as well as employment, as showiabie33.

Table 33: Direct Economic Contributions of Creatitredustries in 200&/

Creative Industry Valueadded | Employment | VA/worker Export
(VA) (number) (SGD) (Million SGD)
(Million SGD)

IT and software services 1,137 14,290 79,661 312
Advertising 510 5,584 91,332 85
Broadcasting media 229 3,747 61,116 25*
Publishing industries 283 4,972 56,919 68
Interior, graphics and 187 4,863 38,865 NA.
fashion design
Architectural services 433 7,185 60,264 45
Art/Antique trade, crafts 36 1,945 18,509 0.5
Performing arts 71 2,003 35,447 NA.
Cinema services 53 938 56,503 NA.*
Photography 27 1,137 23,747 NA.
Industrial design 12 186 64,516 NA.
All creative industries 2,977 46,850 63,543 536
All distribution industries 2,022 31,868 59,264 3,129
Total 4,999 78,718 61,740 3,665

Source: Singapore Department of Sititis
YExports for cinema services are subsumed under f
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The secondary economic impact refers to sffa resulting from expenditures on
creative industries. This is because the creaingustries induce production in other
industries as they purchase goods and services for their own production. Such multiplier

effects can be traced through an inputput (1 O)

tabl e.

The industryods

valueadded (VA) multiplier mease the total production and vataeded in the economy

induced by one additional unit of final demand in the industry. For instance, one additional
dollar spent in the advertising industry will result in S$1.63 worth of production output and
S$0.48 of valeadded in the entire economy. Furthermore, it can be concluded that an

industryos

p r o ehddedtof theiedoryormyide outpit mduced by one unit of

final demand, and is computed as the ratio of the VA multiplier to the output multiplier.

Table 34: Secondary Economic Impact of Industries

Industry Output VA Overall
multiplier multiplier productivity

Publishing and printing 1.33 0.72 0.54
IT and software services 1.27 0.61 0.48
Broadcasting media and 1.68 0.62 0.37
Performirg arts

Cinema services 1.78 0.55 0.31
Architectural services 1.66 0.70 0.42
Advertising 1.63 0.48 0.30
Manufacturing average 1.41 0.49 0.35
Services average 1.49 0.75 0.50
National average 1.43 0.58 0.40

Source: Ministry of Trade anlddustry, Singapore-© table (1995)

The economic value of the creative industries could multiply when they are adopted
and commercialized by other services and manufacturing industries. A tertiary economic
impact could arise from considering creatindustries as upstream economic activities that
provide inputs to other industries in the economy. Hence they constitute a major source of
competitive advantage for the economy, especially in a knowdeased economy where
products and services are botholtedgeintensive and technologwytensive. The tertiary
economic impact can be assessed by the utilization of creative goods and services in other
sectors. A sector is known to possess economic competitiveness from the creative industries

if creative good and services are extensively used by the sector.

On average, each sector of the Singapore economy acquires 0.32% of its inputs from
each of the other 154 10 sectors in the economy. Compared to this average, the share of
creative products in the inputsad by major industries in their production is substantial.
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Table 35: Tertiary Economic Impact of Creative Industries

User Industry Creativity Utilization
(Input from local creative industries ay
percentf total inputs)
Overall manufacturing 0.79
Chemicals & chemical product 2.32
Electronics 0.63
Machinery & equipment 0.90
Transport equipment 1.22
Construction 9.96
Overall services 6.11
Wholesale & retail trade 6.42
Hotels & restaurants 2.91
Transport 1.57
Commnunications 6.88
Financial services 5.97
Business services 6.89
Tourism 2.42
Education 9.70
Healthcare 3.55

Source: Ministry of Trade and Industry, Singapef@ fable (1995)

2.1.3 United States

American copyright industries can be divided into fourug core, partial,
distribution, and copyrightelated. The core industries are those industries whose primary
purpose is to create, produce, distribute or exhibit copyright materials. These industries
include newspapers, books and periodicals, motiortung@s, recorded music, music
publishing, radio and television broadcasting, and business and entertainment software.
Partial copyright industries are industries where only some aspects or portions of the products
can be qualified for copyright protectiohhese industries range from fabric to jewelry and
from furniture to toys and games. The third group,-dedicated support industries, includes
industries that distribute both copyright and +ompyright protected materials to business
and consumers. Thesedustries include transportation services, telecommunications and
wholesale and retail trade. The fourth group involves interdependent industries that produce,
manufacture, and sell equipment, whose function is primarily to facilitate the creation,
prodwction, or use of works of copyrighted matter. They are manufacturers, wholesalers and
retailers of CD players, TV sets, VCRs, personal computers and usage dependent products
including blank recording material and certain categories of paper. The-addek of
copyright industries in the US economy in 2004 can be summarized as below.
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Figure 17: Copyright Industries in the US Economy in 2004
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It can be seae that the U.S. copyright industries have consistentlpextdrmed the
rest of the U.S. economy in terms of their real annual growth rates and their d¢ansha
the overall growth of the U.S. economy. These industries also command a large $h&e of
gross domestic product and they employ millions of U.S. workers.

Table 36: Contribution to U.S. economy (vahkaglded, growth, and employment)

2004 2005
Value-added (Billion USD)
Total U.S. GDP 11,734.30 12,487.10
Corecopyright industries 760.49 819.06
Core $are of U.S. GDP 6.48% 6.56%
Total copyright industries 1,300.77 1,388.13
Total shareof U.S. GDP 11.09% 11.12%
Contribution to r eal U.S.annual growth
Core copyright industries 13.75% 12.96%
Ratio: growh to share 2.12 2.00
Total copyright industries 25.36% 23.78%
Ratio: growth to share 2.29 2.14
Employment (Thousands)
Total U.S. employment 131,435.00 133,463.00
Core copyright industries 5,344.00 5,380.40
Core share of U.S. 4.07% 4.03%t
Totd copyright industries 11,206.60 11,325.70
Total share of U.S. 8.53% 8.49%

Source: IIPA (2006)
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In addition, the compensan paid to U.S. workers in the copyright industries
consistently and substantially exceeds the average compensation lduel gab. workers as
a whole. Finally, the copyright industries continue to play an increasingly prominent role in
the growth of U.S. exports.

Table 37. Compensation per employdd3D)

2004 2005
AverageU.S. compensation 48,136 49,828
Core copyright industries 66,997 69,839
Ratio: Core to U.S. 1.39 1.40
Total copyright industries 60,621 66,727
Ratio: Total to U.S. 1.26 1.26

Source: IIPA (2006)

Table 38: Foreign Sales and Export for Selectedustries
Unit: Billion USD

2004 2005
Selected core copyright industries 106.23 1110.82
Chemicals and related product 23.98 25.95
(not including medical and
pharmaceutical products)
Medical and pharmaceutical products 23.98 25.95
Motor vehicles, pds, and accessories 67.64 76.26
Aircraft and associated equipment 42.09 49.79
Primary and fabricated metal products 41.98 50.72
Food and live animals 45.48 48.29

Source: IIPA (2006)

The intellectual property (IP) generated by U.S. companies is@iti t o Amer i c
prosperity and | eader shi p -intensitehndustriges @riplayl eco
nearly 18 million workers, account for more than 50% of all U.S. exports, and represent 40%
of the countryds growth ( D¥.B.anteltectiualmptopertyfis Co mm
worth $5 - 5.5 trillion US dollars (U.S. Chamber of Commerce).

2.2 Creative Industries in Developing Countries

2.2.1 China

The Chinese government has focused on the new era of creative industries and the
devel op meknowledgdfasechsociety i n i ts devel opment pl a
number of creative clusters in China has explosively jumped from some 50 clusters to more
than 200 clusters in only three yedmss shown irFigure 18.

19 Xiaodong Fu and Hanlu Xu (2009), The origin of explosive development of creative industries in china,
presented in Regional studies association annual conference 2009.
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Figure 18: Accumulated number of Creative Cluster in 12 Cities in Cliina
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Source: Xiaodong Fu and Hanlu Xu (2009)

The rapid growth rate of creative industries is most marked in the coastal area,
especially Shanghai, and Beijin@ther parts of China are gradually developing creative
industries. As shows irfrigure 18, there are 219 creative industries clusters in China,
including 75 clusters in Shanghai and 21 clusters in Beijing. Theas account for 34.25%
and 9.59% of the total number of creative clusters respectively.

Surprisingly, the Chinese government has not officially provided a classification on
creative industries. Zhang (208%7had attempted to classify the creative indastclusters as
shown inTable39.

Table 39: Creative Clusters in China

1) Gardening, Display Arts &| 2) Legal Services 3) Publishing
Porcelain
4) Metal Arts 5) Consultancy & Surveying 6) Radio Broadcast
7) Lacquer Arts 8) Advertising 9) TV Broadcast
10)  Flower Painting Arts 11) IPR Services 12) Film
13) Natural Fiber Knitting 14)  Tourism Organization 15) Music & Video
Production
16) Embroidery 17)  Other Business Services 18)  Artistic Creation &
Performance
19) Carpets 20) Engineering Research & 21)  Arts & Performing
Develgoment Arts Sites
22) Jewellery & Related 23)  Agriculture Sciences & 24)  Archaeology Relics &
Development Protection
25)  Other arts & crafts 26) Medical Research & Experimen 27)  Museum
28) Telecommunication 29) Engineering Technology & 30) Community Cultural
Planning Activities
31) Internet Info Services 32)  Other Professional Services 33) Culture & Arts
Brokerage
34) Broadcasting & TV 35) Intermediary for Technology 36)  Other Culture and Artg
transfer
37) Satellite Transfer Services| 38)  Other Scientific Services 39) Sports Organization
40) Computer Systems 41)  Tourism Site & Management | 42)  Sports Sites
Services

D These cities are Beijing, Sharaj, Nanjing, Tianjin, Shijiazhuang, Qingdao, Guangzhou, Changsha,
Shenzhen, Chongging, Chengdu and Hangzhou.
ZZhang, J. (2007). Development of Creative I ndustries:
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43) Data Processing 44)  Haircutting & Beauty Saloon 45)  Other Sports
46)  Other Computing Servicesg 47)  Wedding Services 48) Indoor Entertainment
49)  Public Software 50) Photography & Film 51) Scheme Parks
Development
52)  Other Software 53)  Other Edication 54)  Leisure & Exercises
55) Business & Management | 56)  Newspaper 57)  Other Entertainment
Consultancy

Source: Zhang, J. (2007)

Zhen Yi (2008§ has estimated that in 2006 the economic contribution of creative
industries achieved 512 billion Yuan (£34 billiorf)value added and grew 17% from 2005
(Tuo, 20087. I nternationally, Chinabés export
9.6 billion USD (£4.8 billion) in 2006 (Hu, 2006 sited in Zhen Ye, 2608) the same year,

of

Chinads BOP f r @ mxpatuncréased byl 209 te 2.V bilkoe (£1.4 billion)
(ibid).

Despite rapid growth in creative sectors over the past few years, the share of creative
industries to Chi Poafdr SromGHatPof developadecounttieg sugh. as

Britain (10 percent).

Table40.Ef f ect of I ncluding Telecommuni «

Excluding | Including Increase after
Telecom. | Telecom. inclusion (%)

Total main business revenue from creatiy 12,830.80| 18,286.24 30

industries (100 Million RNB)

Total creative employmeriMillion 1,529.3 2,434.8 45t

persons)

Total profit for creative industries (100 1,946.22 | 3,476.75 45

Million RMB)

Total net asset for creative industries (14 11,778.49| 25,852.95 54

Million RMB)

Saurce: Zhen Ye. (2008)

Table 40 shows how the impact of creative industries changes when we change the
definition of creative industries. If we adopted the US definffiomhich includes the
telecommunicatiorsector, the effect of the inclusion dramatically alters the figures for
business revenue, employment, profit and net asset of creative industries. Still, it is debatable
whether the telecommunication should be included as a creative industry. Onlgfphes
telecommunication are relevant, for example, text and multimedia messages, ringtone, games,
digital contents, and software.

Nevertheless, the total net asset for creative industries (excluding
Telecommunication) is still highly valued, RMB 1,18Z9 Million or USD 172,505.409

2Zhen Ye. (2008) . tArGhedsn:a 6csl wsrteeartsi vaen d npdeursf or mances 0.
annual conference of the Chinese Economist Association.

BTou, Z, (Jan 2008).0The Speech from the Deputy
The Fifth New Year Forumf International Cultural Industries China 200Beijing: Peking University.

#Hu, J. (Jan 2008) fiThe Speech from the DirEetor
Fifth New Year Forum of International Cultural Industries China 2@&ijing: Peking University.

% UK definition does not count telecommunication as a creative industry.

42|

of

Direc



million. The value added shown in the above Table indicates the significance of the creative
industries in China

2.2.2 India

India also has realized that promotion of creative industries can be a key strategy to
alleviate povety (Sharada Ramanathan, 2088) The driving engines of India have been the
four metropolitan regions: Bombay (Mumbai), Delhi, Calcutta (Kolkatta) and Madras

(Cennai) . Bombay is the financi al capital 0
GDP. Nearly onet hi rd of the countryds foreign trad
proportion of Il ndi ads software exports orig

subsidiaries of IT multinationals such as Texas Instruments, Motorola and DELL, Phillips
Software, HP Global and othéfsBecause computer software and telecommunication are
related directly to the creative economy, it is clear that India has been successful in
supporting its creative industries.

Indian creative industries such as entertant, education, edutainment and
infotainment are all likely to growThe film industry alone has contributed 22% of the
entertainment revenues. Indian films, especially the mainstream Hindi film industry, or
"Bollywood", dominate other entertainment segisesuch as music and live entertainment as
well as television where popular films and filmased programs attract the highest number of
viewerg®, According to a recent study, the Indian entertainment industry is expected to more
than double in size ovehé next five year$ from the current level of $4.3 billion to $9.4
billion. Due to a change in behavior of the Indian consumers and an increase in the number of
advertising media, advertising spending in India is set to reach USD 3,832 million by 2008.

According to a study by Rakesh Basant (2004), the Indian government has
i mpl emented significant modi fications i n the
This has major implications for sectors such as the pharmaceutical, chemical, biotechnology
and information technology (IT) related sectors. The study found that large IT anrdngigh
niche area firms are pursuing-tRsed growth strategies. Seeking IP protection in Western
nations has led them to perceive restrictive IP regimes more positBiglyey data shows
that an average IT firm in India also perceives IP protection as an important mechanism, but
access to markets and relevant complementary assets continue to be seen as more important
for profitability.

According to the UNCTAD definitin, a creative economy can be categorized into 2 major
groups, i) creative goods ii) services including creative induétries The val ue of
exports and imports of services goods and creative services are shbaniedl.

®Sharada Ramanathan (2008) ACreaitThe I|EcdinoomyP earss me dteiv
in Ana Carl a Fons ec ativReEonemy:.ag 22Devel8pment Hrategy: @ view of i Cr e a
developing countrieso.

YRemeet a Garewai. (2005). fCr eiahe Devedoped anol theDeyeloping t he L
Cityo. *"IS6CamP Cénbress 2005.

% The confederation of Indian Indugt(CIl) URL: http://www.cii.in/

2 Creative goods is Audio and Crafts, Audiovisuals, Design, Mjusic (CDs, tapes), New Media, Publishing,

Visual Arts. Creative of services are calculated based on IMF Balance of PaytastES
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Table 41: The market values of Indian creative goods calculated by UNCTAD since 1€
2005
Unit: Million USD

1996| 1997| 1998| 1999| 2000| 2001| 2002| 2003| 2004 2005

Export f.0.b.| 2,382| 2,633| 2,932| 3,043| 3,591 3,358| 3,619| 5,365| 7,022| 8,155
in million of
usD

Import c.i.f. | 551 |702 |722 |783 |998 |1,085|1,340|1,130| 1,328 1,638
in million of
usD

Source: United Nations Conference on Trade and Development (UNCAW#D)www.unctad.org/creative
economy

2.2.3 Philippines

Recently,the Philippines government has concentrated on supporting the creative
industries. The government set the direction of the development of creative industries in 2006
because it realized that these industries will be a growth engine for Philippinesuitute®.
Moreover, the government sponsored varfious s
Philippines Creative Industry Forumo, APhili
AAngono Creative Hub, Creati vA. MhiElL i g mitree o1 al
and fiReach through Regi onrlaThesdefforts ladeorasategary Cr e a
mapping of Philippine Creative Industries as showRigure19.

Figure 19: Philippine Creative Industr?
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Source: Third Creative Industries Consultation Workshop by Cll (2008)

% The State of Philippine Competitiveness 2006: The Creative Induistiigsrplay of Art, Business and

Innovation. December 2006.

' RheaMatute (2008). fAThe Creative Economy: NulfGeatveng a PF
Industries Initiatives (CIl) workshop Forum.

% These cities are Beijing, Shanghai, Nanjing, Tianjin, Shijiazhuang, Qingdao, Guangzhou, Changsha,

Shenzhen, Chongging, Chengdu and Hangzhou.
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Figure 20: Philippine export performance of selected craft product, 1997 to 200
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Source: The lIstitute for Labor Studi€s

Figure 20 shows data on the economic contribution of the Philippine creative
industries. Total exports of craft products such as basketwork, holiday decors, fine jewelry,
costume jewel, decorative ceramics and furniture accounted for a total FOB value of $2.96
billion USD with the furniture sector contributing the bulk of exports.

Figure 21: Revenues from motion picture, radio, TV and other entertainméinitias

1999, 2001 and 2003
unit; Billion PHP

Revenues from Motion Picture, Radint€ktaanch€
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Source: The Institute for Labor Studi¢ise Phillipines’

Figure21 shows data on that total revenue from the motion picture, radio, television
and other entertainment activates was around 29.1 billion pesos or $@iifid2 USD in

¥AThe Philippine Creative | ndmenttGeneration PreNaved byuthei ng Pot er
Institute for Labor Studies as Think Paper for the Creative Industries Sectoral Workshop, Manila.
¥AThe Philippine Creative Industries: Nurturing Poter

Institute for Labor Stdies as Think Paper for the Creative Industries Sectoral Workshop, Manila.
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2003 while income for service related to libraries and archives, museums and other cultural
activities was around 271.4 million pesos or $5.84 million USD frigare22.

Figure 22: Revenues from library & archives, museums, and other cultural activitit
1999, 2001 and 2003 (unBillion PHP)

Revenues from &iBmatyves, Museums, and O
Activitie$999, 2001 & 200BofH)
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Source: The Institute for Labor Studigs

Employment in motion picture, radio, TV and other entertainment activities was an
annual average of 46,373 workers for the years 1999, 2001 and 2003.or about 21% of
average total employment in community, social and personal service establishnsfioisras
in Table42.

Table 422 Employment, Selected Industries in Community, Social and Per:
Services: 1999, 2001 and 2003

Industry 1999 2001 2003
Motion Pictures, 36,31 35,452 37,086
Radio, TV etc.

Source: The Institute for Labor Studid¢ise Phillipines

3 Methodology and Data

In this Section, we will present the methodology and data used to quantitatively
measure the economic contri but i measuremhentishai | a
based on the 2008 inpautput (FO) table of Thailand.

This description of methodology and data is organized into three parts. The first
explains the st Ouableand grovides an®examplel ohtime @@lBtable
of Thailand. Since the-D table of Thailand is generally published every five years and the
most updated one is for the year 2000, the second part reviews some commonly used
approaches for updating theOl table and presents a way to update it by using a RAS
appoach. Finally, the third part explains the data used in this study.

®AThe Philippine Creative Industries: Nurturing Poter
Institute for Labor Studies as Think Paper for the Creative Industriesr&éatorkshop, Manila.
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31Structur e

An inputoutput (FO) table focuses on the interrelationships among industries in an

o-OTablk ai |

andos I

economy with respect to the production and uses of their proandtthe products imported
from abroad (United Nations, 1999). It shows how the output of one industry is used as an
input to other individual industries and displays theseingustry linkages in the form of a

matrix. A given input is usually specifidd the column of an industry and its outputs are

specified in its corresponding row. This format, therefore, shows how each industry depends
on all others in the economy both as customer of their outputs and as supplier of their inputs.
Each column of ta I-O

row

competitive imports is used by many countries. It will provide basic information for@nhe |

reports

tabl e i
t he

ndi
monetary
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Figure 23 shows the structure of the 2008 imuuttput table of Thailand. The
ecoromy is typically viewed with each industrial sector registered across the top as a

consuming sector and down the side as a supplying sector. In this table, imports are treated as
noncompetitive imports rather than as competitive impSrtdhe method of no

table (United Nation, 1999). The main implication of the treatment ofcoompetitive
imports is to capture a degree of import contents of intermediate andiéimalnds. In this
approach, the intermediate and final demand flows [the square box (A) and (B)] refer only to
payments for domestic goods. Imports are viewed as another input that is not produced in the
economy. Instead of a column, imports thus appeaa e®w together with payments for
factors of production and indirect taxes.

Figure 23: Structure of 2008 inptutput table of Thailand

Input structure

Output distribution

Industrial sector
(1-180)

Final demand
(301-306)

Total

Industrial sector
(1-180)

Intermediate
consumption of

Final demand
for domestic

Total domestic

supply

domestic products products
(A) (B)
Non-competitive Intermediate Final demand
imports consumption of for non
norrcompetitive competitve
imports imports
(€) (D)
Value added Primary input
(Primary inputs) demand
(201-204) (E)
Total Total expenditure

SourceFiscal Policy Research Institute

% In the use table, imports are usually classified into two types: competitive arcompetitive imports.
Competitive imports include imported products that are also being produced by the domestic econemy. Non
competitive importsriclude products that are either not producible or not yet produced in the country.
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Based on the treatment of roompetitive imports, the values in the square box (A)
represent intermediat®nsumption only of domestic products, i.e., uses of domestic products
as inputs in the production process. The values in the box (B) characterize final demand only
for domestic products as well. The final demand has various elements, including household
and government consumption, gross capital formation and exports, and each element is
considered as a single column vector. For the values of intermediate and final consumption
of noncompetitive imports, they are shown separately from the consumptioonuéstic
products and represented in the box (C) and (D), respectively.

The values in the box (E) represent amounts of value added referred to as primary
inputs. Value added also has several elements including wage and salaries, operating surplus
and depeciation. Indirect taxes less subsidy are added in order to obtain total value added at
market prices (rather than at factor cost). Each element is considered as a single row vector.

In summary, Figure 23 shows that domestic and imported inputs are separately
consumed in the intermediate demand matrix and in final demand expenditure. The sum of
total consumption for a domestic product in each row is the domestic supply of a particular
product. Similarly, the surnof total consumption for imported products in the row of-non
competitive imports is the imported supply. The sum in each column is equal to the
expenditures for a particular product. This irputput structure is eventually shown to
obtain the balanceebween input and output, that is, between total expenditure and total
domestic supply

3.2 |-O Table Updating Methodologies and Data

In this study we mainly use anQ table to measure economic contributions of
Thail andds c¢creat i v eO tabledsuraldased every fiveTyhags oronfiofei c i a
depending on Thail and6és NE $Dable is forGhe year000. 1 v, t
In order to study the contribution of creative industries in Thailand more accurately, we have
updated the-D tableto year 2008. The methodology is as follows.

1) We compile the value added data, the demand side data, and the imports and

exports data for the year 2008 from NESDB to construct the value added bloc
(rows 201204) and demand sided bloc (columns-308).

2) For input structure (A) for the year 2008, we use the official input structure of the
official 1-O table year 2000 to be multiplied by row sums of the each sector. Now
we will get an unbalanced input structure matrix A. To balance or update the
coefficientsin the input structure matrix A, we employ two widelsed up
methodologie¥:

A RAS

RAS method is used when new information on the matrix row and column sums
becomes available as in our case where rows and columns with data for 2008 are
known. The newmatrix coefficients are estimated by using the iterative adjustment
procedure. This method is widely used to upda@ thbles and SAM. Despite its

37 See Folana, Ismael, Andre Lemelin, and John Cockburn (2002) for more technical discussions of balancing or
updating methodologies.
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simplicity, RAS method suffers from its main disadvantage: a lack of economic
foundation.

A The Cross Entrapy

The crossentropy method originated from information theory (Shannon,
1948). The estimation procedure is to minimize the Kulldamkler (1951) cross
entropy measure of the distance between the new and the prior estimated
probabilities. That is tdind a new input structure matrix A of 2008, closed to an
existing input structure matrix A of 2000 by minimizing the cresopy distance
between them, with respect to all constraints.

Table 43: Root Mean Square Errors (RMSE)mM RAS and CE method:

Method

RMSE of Coefficients RSME of Flows
RAS 3.495105055 452031946.6
Cross Entropy 3.495105175 452030604.7

Source: Fiscal Policy Research Institute

Table43 demonstrates the root are square errors (RMSE) of the balanced matrices
from RAS and CE methods compared to the initial input structure matrix of year 2000. Both
RMSE of coefficients and flows are almost identical between the balanced matrices from
RAS and CE methods. Our resulire consistent with other studies. Both methods can be
mathematically proved to be the saffidVe have chosen the input structure balanced matrix
from CE method as RMSE of flows is slightly smaller and we will focus more on flows at
this stage. We use anew input structure matrix and other blocs then balance again to
constitute the 2008-O table.Table 444 represents the miniature 200&® Imodel of the
Thailand.

3 McDougall, Robert A. (1999), Entrgprheory and RAS are Friends, Purdue Libraries.
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Table 44: 2008 input-output table of Thailand (THB thousand million)

Intermediate consumption of domestic product

Final demand

Gross
Private Gov fixed Change Total Total
Manu- Services Sum conr Con- capital in final domestic
Agriculture | facturing | and others (1-3) sumption | sumption | formation | stock | Exports | demand | supply
(4) +
(10)
1) 2 3) 4) (©) (6) (@) 8) ) (10) 11)
Agriculture 1 110.5 869.8 87.0| 1,067.3 350.3 1.5 0.0 19.8 56.7| 428.3| 1,495.6
Manufacturing 2 252.5 3,018.8 1,782.8| 5,054.2 2,1305 179.0 1,326.5| 811.7| 5,685.7| 10,133| 15,187.6
Services and others| 3 117.8 1,847.3 1,799.9| 3,765.1 2,705.6 943.1 1,160.1 87.3| 1,288.1| 6,184.2| 9,949.2
Sum (1-3) 4 480.8 5,735.9 3,669.8| 9,886.6 5,186.5| 1,123.6| 2,486.6| 918.7| 7,030.4| 16,745| 26,632.5
Non-competitive
imports 5 69.4 5,030.5 436.6| 5,536.6 527.0 0.6 641.2 - -1 1,168.9
Total demand
(4)+(5) 6 550.3| 10,766.4 4,106.4| 15,423.1
Wages and salaries| 7 241.3| 1,138.7 1,864.6| 3,244.6
Operating surplus 8 637.1| 2,016.4 2,771.5| 5,425.0
Depreciation 9 65.7 654.0 824.6| 1,544.4
Indirect taxes less
subsidy 10 1.3 612.1 382.0 995.4
Sum (710) 11 945.4 4,421.2 5,842.8| 11,209.3
Total expenditure
(6)+(11) 12 1,495.6| 15,187.6 9,949.2| 26,632.5

Source: PRI Estimdes
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4 Results andDiscussions

This Section aims to measure the economic contributions of Thai creative industries in a
manner that includes the direct contributions of the industries as well as their indirect contributions
to related and sygorting sectors (upstream and downstream sectors). The objective is to assess for
key stakeholders, particularly government policy makers, the extent to which Thailand has creative
industries with large economic contributions and whether Thailand coutddadle of creating
even more value if the IP systems were improved and IP is better protected.

AsinEconomic Contributi ons o f(Min&iryroigTeagecande 6 s Cr
Industry, Government of Singapore, 2005), this part will analyze tineapy, secondary and
tertiary economic impacts of Thai creative industries based on a similar framework. The
explanation of these three impacts is as follows:

1) The primary impacinvolves the direct and quantifiable contributions of the selected
creative ndustries to the national economy. This concerns how much these creative
industries directly contribute to GDP, value added, employment and so on.

2) The secondary impacs$ related to the indirect and quantifiable contributions of the
creative industries tahe national economy. This secondary impact is due to the
multiplier effect in the creative industries. It is the total effect on either output or
value added, given an increase in one unit of output of a particular industry.

3) The tertiary impactinvolves the direct, but nomuantifiable contributions of the
selected creative industries to the national economy. This concerns how much the
creative industries generate industrial invention, innovation and differentiation,
leading ultimately to greater econ@ntompetitiveness. We assess this impact based
on the wutilization of c¢creative goods and

These various economic impacts will be estimated by using the estimatesict80
input-output table of Thailand, 2008. Assdussed in Section 3.1, an injouitput table
represents the interrelationship among industrial sectors in an economy and provides a snapshot
of a countryos e conomi eutpstttabla ¢st au powerful tHad foc e , t
estimations of a particula i ndustryés direct contributions
(the primary impact) and of the utilization of creative products by industry (the tertiary impact).

A number of extensions of the inpotitput table also make it a useful tool for pplanalysis.

For example, one can use the Leontief inverse
full potential impact of a particular creative industry, including an induced production in other
industries (the secondary impact). The result§e primary, secondary and tertiary impacts of

Thai creative industries can be shown as follows:
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4.1 Primary Impact

The primary economic impact is traced through the estimated 2008aunfpuit table of
Thailand and a 2008 survey of information and comication technology industries. This
impact concerns the direct economic contributions of Thai creative industicasling their
contributions to sales, sales/GDP, value added, value added/GDP, employment,
employment/total employment, value added/ worlesd exportsThe data isshown inTable

45Error! Reference source not found.

Table 45; Direct Economic Contributions of Thai Creative Industriz08

Employ
Sales/ Value Value Emplovine ment/ Value
Sales ot Value added | added/ | added/ e Total added/ | Exports
Creative industry GDP Sales employ | Worker
ment
(thousands (Million (Million
(Million THB)) (percent) (Million THB) (percent) | (percent) of person) (percent) THB) THB)
Wooden furniture and 55,911.1 0.50 29,906.9 0.27 53.5 67.5 0.19 0.44 54,609.7
fixture
Printing and publishing 71,609.1 0.64 32,439.2 0.29 45.3 14.2 0.04 2.28 18,660.0
Drug and medicine 44,207.8 0.39 24,170.5 0.22 54.7 31.8 0.09 0.76 5,795.71
Jewelry and related 530,547.01 4.73 161,650.62 1.44 30.5 63.0 0.17 2.57 | 157,730.65
articles
Motion picture production| 13,911.0 0.12 5,397.74 0.05 38.8 10.0 0.03 0.54 0.12
Movie theatre 9,876.45 0.09 3,200.55 0.03 32.4 8.8 0.02 0.36 77725
Radio, TV, and related 44,406.0 0.40 63,552.0 0.57 143.1 234.6 0.65 0.27 0.00
services
Information technology 297,518.2 2.65 NA NA NA 445.6 1.23 NA 192,079.
(IM)
Total 1,067,986.91 9.53 325,274 2.86 41.57 875.5 2.42 0.75 429,652
Source: Fiscal Paliy Research Institute
Note: The value added per sales of moypative industries is 68.1 percent
Il n 2008, Thail andbés creative industries ¢

more than THB 325,274 million in value added (not including theevaldded from the IT
industry as this value added data is not available). These accounted for 9.53% and 2.86% of
Gross Domestic Product (GDP) in 2008, respectively. The jewelry and related articles industry
was the major constituent of both sales (4.73%DP) and value added% (1.44% of GDP).

Il n 2008, 875,500 workers (or 2.42% of Tha
creative industries. The IT industry was the industry with the highest employment, accounting
for 1.23% of total employment. The jewgland related articles industry had the largest value
added per GDP of 0.97%.

The creative industries, excluding the IT industry, contributed average value added of

THB 750,000 per worker. The jewelry industry had relatively high value added per vodrker
approximately THB 2.57 million, while the printing and publishing industry had value added of
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THB 2.28 million per worker. This is well above the average value added per worketBof
309,230 and nearly triple the THB 786,850 value added per workeanaofacturing.

In terms of international trade, exports of the selected creative industries totaled THB
429,653 million in 2008, 7.34% of total expomsd, according to UNTAD statistics, has been
growing steadily (at 5.1% per year from 2000 to®00he main exporting sectors were the IT
sector, with exports worth about THB 192,079.32 million, and the jewelry and related articles
sector, with exports worth THB 157,730.65 million.

4.2 Secondarylmpact

The secondary impact of creative industries iseotéd in their indirect contributions.
This impact is derived from the multiplier effect resulting from expenditures in the creative
industries. This occurs because the creative industries induce production in other industries. For
example, an increase the final demand for 1,000 baht will cause the industry of wooden
furniture and fixture to produce 1,000 baht worth of wooden furniture and fixture. Moreover,
1,000 baht worth of wooden furniture and fixture will require inputs from other industries (i.e.
from saw mills and wooden construction materials; paper and paper board product; and so on)
worth an additional baht 400 and for and addition baht 380 in value added to be created.

An industryés output/ val ue addedrodudtioh/t i pl i ¢
value added in the economy, given an increase in one unit of final demand in that industry. For
example, one additional baht of expenditure in the movie theatre industry will bringp2libit

worth of output and 1.50 worth of value addedhie overall economy.

Figure 24: Multipliers of Thai Creative Industries

National ave Ec e —— 16
Wooden furniture a 14¢
Printing and publ - 15¢€
Drug and medmlss
Jewelry and related 15¢
Resear 147
Motion picture pro 162
Movie theM 21¢
Radio, TV, and relateW 18¢

0.00 0.50 1.00 1.50 2.00 2.50

B VA multigedutput multi

Source: Calculation
1/ Here there is no multiplidor the IT industry as data are in other sectoth@l-O table.
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Compared to the national enage of output and value added multipliers at 1.63 and 0.70,
respectively, the industries of wooden furniture and fixture; printing and publishing; drugs and
medicine; jewelry and related articles; research; and motion picture production have lower output
multipliers as well as lower valeedded multipliers. On the other hand, the industries of movie
theatre; and radio, TV, and related services have higher output and value added multipliers.

The lowest and second lowest output multipliers belong toirthestries of wooden
furniture and fixture; and research at 1.40 and 1.47, respectively. This is because most of their
inputs are supplied from within these industries. In contrast, the highest and second highest
output multipliers belong to the industriekmovie theatre; and radio, TV, and related services
at 2.14 and 1.84, respectively, since these industries require the extensive outsourcing-and inter
industry dependence of production. The movie theatre industry depends intensively on the
industries ® motion picture production; other manufactured goods; and petroleum refinery and
gas separation plants, while the radio, TV, and related services industry depends intensively on
the post and telecommunication; motion picture production; and unclasediestries.

The movie theatre; and radio, TV, and related services industries also stimulate the
highest level of additional value added, given one unit increase in final demand. Their respective
value added multipliers are at 1.50 and 0.92. This igaltiee high value added generated within
the industry, corresponding to the high commercial and -masket value associated with their
products. In contrast, the industries of wooden furniture and fixtures (with a multiplier of 0.38);
and research (with multiplier of 0.46) had the lowest value added multipliers. For the research
industry, one possible explanation is that most of its products could not be sold in the mass
market.

4.3 Tertiary Impact

Creative industries create unique knowledge, intelleqioaperty, content, and design
that previously did not exist. They exclude, and contrast with, industries that derive value by
relocating ownership of prexisting knowhow, by making a commoditized goods and services,
and by maintaining or enhancing wladteady exists. The economic value of the creations from
the creative industries contributes to industrial invention, innovation and differentiation and
greater economic competitiveness when any industry has become increasingly automated and
processdriven.

We use a framework similar to that used Bc onomi ¢ Contri buti ons
Creative Industries(Ministry of Trade and Industry, Government of Singapore, 2003), to
investigate the tertiary economic impact through the utilization of creativéugi® in the
production of other sectors. The literature hypothesizes that a sector which uses creative goods
extensively will gain greater economic competitiveness. The utilization of creative goods and
services by major Thai industries is showfT able46.

In this table there are two different values of the utilization of each industry. This is
resulted fromtwo different definitions of local creative industries: those including and those
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excluding the drugrad medicine, and research industries. However, the next three paragraphs
will show only the results in the case of the local creative industries defined as those including
the drug and medicine, and research industries. Comparison of the two cased|lthemade.

Table 46 indicates that an overall manufacturing utilizes 1.01% of their inputs from the
creative industries. The petroleum refinery and gas separation plant industry has the highest
creativity utiization (1.26 percent) among major industries. The motor vehicle; and special
industrial machinery industries have the second and third highest consumption (0.42% and 0.08
percent), but these rates are lower than that of the overall utilization. Thethiafiecof creative
utilization is shown in some smaller industries, especially the iron ore (21.36 percent); and
natural chemical and fertilizer (9.10 percent) industries. It should be noted that creativity
utilization is expected to be higher for severalustries once data from the information and
technology (ICT) and design industries are available and taken into account as creative
industries. This is due to the close interrelationship between the IT industry and most other
manufacturing industries drthe value added chaupgrading potential of the design industry.

As a whole, the service sector has a creativity utilization rate of 6.31, much higher than
the rate of the manufacturing sector. The utilization rate of the service sector is, homareer,
varied across suectors in comparison to the manufacturing sector. Creative inputs figure most
strongly in the hospital (29.63 percent) and the education (9.40 percent) industries owing to their
extensive usage of pateptotected drugs and medicga the hospital industry and of printing
and publishing and research in education. Some smaller industries also extensively utilize
creative inputs, particularly the library and museum industry (24.84 percent).

Among all eight selected creative indiess; the printing and publishing; motion picture
production; radio, TV, and related services industries; and drug and medicine contribute the
major creative inputs across all sectors. They account, on average, 66,0640 %, 0.43 %,
and 0.30% of totahtermediate input consumption in all sectors, respectively. These sectors are,
therefore, particularly important in helping local producers get a higher domestic and global
market share from the higher competitiveness derived from more creative inputs.

Compared to the utilization rate of local creative industries defined as those excluding the
drug and medicine, and the research industry, the rate in the industries of office equipment and
machinery; motor vehicles; wearing apparel; road freight trahspducation; reaéstate and
hospitals are significantly lower. Particularly, the rate in the hospital industry substantially falls
from 29.63 to 0.84 due to a large proportion of the utilization of drug and medicine input.

55]



Table 46: The Utilization of Creative Products by Major Thai Industrie

Creativity utilization
(Inputs from local creative industries as percent of
User industry total inputs)

Local creative Local creative industries
industries including the excluding the drug and
drug and medicine, and| medicine, and research

research industries' industries®
Overall Manufacturing 1.01 0.80
Petrolegm refinery and gas 126 104
separation plant
Offlcg equipment and 0.08 0.04
machinery
Motor vehicles 0.42 0.22
Petrobum products 0.05 0.05
Wearing apparel 0.02 0.01
Special industrial machinery 0.19 0.19
Canning and preserving fish 0.004 0.004
and seafood
Electrlca! industrial machinery 0.08 0.08
and appliances
Construction 0.32 0.31
Overall Services 6.31 5.46
Wholesale trade 1.41 1.41
Retall trade 2.99 2.99
Restaurant and drinking place 0.15 0.14
Road freight transport 0.15 0.09
Education 9.40 8.85
Air transport 0.09 0.08
Banking service 1.72 1.66
Realestate 0.22 0.14
Post and telecommunication 0.45 0.43
Route and nomoute of road 0.43 0.42
passenger transport
Hotels and lodging places 0.67 0.67
Hospitals 29.63 0.84

SourceFiscal Policy Research Institute

4.4 Country comparisorns

Since there is still ongoing debate on the definition of mreatdustries, to our knowledge
a systematic comparison of creative industry economic contributions among countries does not yet
exist. One exception is the Creative Economy report for 2008 produced by UNCTAD. This report,
however, focuses only on intetimal trade, which will be discussed later.
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We have compiled available information on the size and the economic contributions of
creative industries for six countries from our case studies. It must be realized that there exists
some inconsistency in ge of study and definition of creative industries. Despite these
deficiencies, the compari sons we have produce
development path. Our key assumption is that the rise of creative economies is a key element of
dewelopment toward developed country status and thus for any given year the level of the
economic contribution by creative economies in developed countries is higher than that of
developing countrieslable47 concluces the key results of the country examples and our results
on Thailandds creative industries.

Table 47: Creative Industries Comparison among Selected Countries

Share of
Share of Creativg employment to | Definition of
Industries to total creative
Countried/ GDP employment industries Year
. 19906
Developed 1. Australia 3.30% 3.70% Model 4 2000
countries
2. The US 11.12% 8.49% Model 4 2005
1.China 2.50% NAZ dCh'r.“'?‘S 2006
efinition
2.Singapore 5.67% 2.2% Model 1 2000
Developing
countries . Model 1 +
3.1Thailand® 9.53% 2 A2% . 2008
Pharmaceutica
3.2 Thailand 9.13% 2.33% Model 1 2008

Source: Fiscal Policy Researltstitute

YWe do not include India and Philippines here because the data is not available.

?’N.A. is data not available

YWe separated Thailanddés results into 2 cases:
for the case of the same definition of Singapore

In understanding this ¢ it is important to take the differing periods for each of the
countries. Unfortunately, it was not possible to find studies using data from the same years for all
of the countries. The data for Australia and Singapore is particularly old. Despipeatbism, it
is possible to make a couple of comparis@wh of the developed countries studied, Australia
and the United States have greater creati ve
countries (ore recent figures fromustraliawould certanly be muchhighep) Si ngapor eds h
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per capita GDP could classify it as a developed country. Also in terms of share of employment in
creative industries to total of employment in a country, both Australia at 3.70% irR20999
and tle United States at 8%4% in 2005 have high figures.

Chinabs creative industriesodo contribution
in 2006. However, this is expected to grow rapidly. While almost 10 years ago, the share of
Singaporeds creatiofe GIDPdu wthn il @es twaes curé 2%t sh
industries to GDP of 9.536, and about 61% higher when the definitions are the same.
Nevertheless, we expected the number of Singapore is growing within these 10 years. In terms of
labor share, Thaltad 6 s current figures are slightly high
ago. This indicates that Thailandds <creative
follow those in developed countries and the number of jobs created by Théilan cr eat i v
industries is still quite low. The current international trade statistislne48 tells the positive
trend in international trade. Thailandds expo
2008, ranked 1% with a world market share of 1.29%, trailing behind only the OECD
countries, India and China. The creative industries in Thailand clearly have the potential to
become an important growth engine for Thai exports.

Table 48: Creative goods: Top 20 exporters worldwide, 1996 and2005

Market Growth

Rank Value Share Rate
2005 Exporter ( millions of USD)| Rank | (percent | (percen}
2005 1996 1996 2005 2005
1 China 61,360 18,428 3 17.6 18.3
2 Italy 28,008| 23,64 2 5.9 8.3
3 Hong Kong 27,677, 24,391 1 0.8 8.2
4 United States 25,544 17,529 4 3.6 7.6
5 Germany 24,763| 13,976 5 14.2 7.4
6 United Kingdom 19,030| 12,439 6 9.8 5.7
7 France 17,706| 12,368 7 8.6 5.3
8 Canada 11,377 9,312 8 1.7 3.4
9 | Belgiun? 9,343] - - - 2.8
10 Spain 9,138/ 5,988 9 8.1 2.7
11 India 8,155 2,382 16 21.1 2.4
12 Netherlands 7,250 5,235 10 9.7 2.2
13 Switzerland 6,053 4,501 11 9.1 1.8
14 Japan 5547 3,618 12 1.8 1.7
15 Turkey 5,081 1,763 20 18.3 1.5
16 Austria 4,883 2,355 17 11.1 15
17 | Thailard® 4,323 - - 5.1 1.3
18 Mexico 4,271 2,693 15 0.5 1.3
19 Poland 4,215| 1,602 21 18.2 1.3
20 Denmark 3,449 2,341 19 8.5 1
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Source: UNCTAD.

1/ These figures are based on the definition of Model 5 by UNCTAD.

2/ Belgium and Luxembourg reportadde figures jointly from 1996 to 2001 and separately after 2

3/Trade figures for creative goods from Thailand were available only after 1999.

In this studyas explained belowye measur@the contributions of creative industries to
the economyn two ways: direct effects and indirect effects through multipliers. In our country
examples, since onlhe Singapore study provides the indirect effect analysis, we will compare
those results to ours.

Table 49 : Comparisons of Mitipliers

Output Multipliers VA Multipliers Overall Productivity %/
UK Singapore Thai UK S 6 po| Thai UK S6 po| Thai
National
Average 1.80 1.43 1.63 0.86 0.58 0.70 0.48 0.41 0.43
Media
and /3
Performi 1.82 1.68 NA 0.88 0.62 NA 0.48 0.37 NA
ng Arts
Cinema
4Serviceé 1.82 1.78 1.62 0.88 0.55 0.61 0.48 0.31 0.38
ﬁgve”iS‘ 167 | 1.63 NA | 094 | 048 | NA | 056 | 029 | NA
Architect
ural 1.56 1.66 NA 0.95 0.70 NA 0.61 0.42 NA
Services
IT and
Software | 1.54 1.27 NA 0.88 0.61 NA 0.57 0.48 NA
Services
Publishi
ng and 1.70 1.33 1.56 0.83 0.72 0.62 0.49 0.54 0.40
Printing

Sources :Iscal Policy Research InstitutadToh Mun Heng, Andrian Choo, and Terence Ho (2003),
mul tipliers

1/

We

Singapore and the UK
2/ Overall Productivity is calculated by VA multiplier/ Output multiplier
3/ Data not available

4/ Cinema service is compared to Motion Picture Production in the case of Thailand

present

and

0 v e r aarelsimifartmirdlustrytini

Fortunately, the analysiin Toh Mun Heng, Andrian Choo, and Terence Ho (2003) also
provides a comparison between Singapore and the United Kingdom (UsingDthable of
1995) ,
table is differeh from others. Therefore, only the cinema services and publishing and printing

industries can be compared across the three countries.
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To begin with cinema services (motion picture production in the case of Thailand),
Thailand has the lowest output mpliers. Unlike the United Kingdom and Singapore cases,

Thail andds output mul tiplier I's slightly | es
cinema services industry has a higher value a
than tha of the United Kingdom. Both Thailand and Singapore have value added multipliers for
this industry that are | ower than the nati ons:e
UK national average. Lastly, the overall productivity of the UK cinenmeies industry is the

hi ghest at 0.48 and equal to the national av e

higher than that of Singapore in 1995.

Secondly, in the publishing and printing sector, all three countries have output multipliers
less than their national averages. The United Kingdom had the highest multiplier, followed by
Thail and, and Singapore respectively. Nonet he
has the highest value added multiplier, which is above the natios@ge: Also, Singapore has
the highest overall productivity.

In conclusion, our analysis shows that in 2008 the selected creative industries contributed
more than a trillion baht (USD 32 billion) to
contiibutions of the jewelry (4.73% of GDP) and IT (2.65% of GDP) industries were particularly
high. Value added by these industries, even without the IT industry, for which data was not
available, was more than THB 325,274 million (USD 9.7 billion). Whilel exaloyment in the
selected creative industries was only about 2.4% of the workforce, the value added per worker
was high, indicating that creative industry jobs were relatively -peghing. The creative
industries also contributed significantlyto Tkeihd 6 s exports, earning nea
placing Thailand among the worldds top 20 exp
these creative exports are growing steadily at more than 5% per year, indicating strong global
demand for Thiecreative goods.

In addition, the creative industries stimulated growth in other parts of the economy, with
an average output multiplier greater than the average for the economy. The movie theater
industry was particularly impactful, with each baht opemditure in this sector generating 2.14
baht of output in the rest of the economy. Other industries also depended on inputs from the
creative industries, with particularly high impacts on industries such as iron and fertilizer. The
largest dependence ohet creative industries, however, was seen in the service sector which
depended on the creative industries for more than 6% of its inputs. Services such as education
and hospitals, however, depended on the creative industries for up to nearly 30% optlsir i
These figures certainly understate the case because utilization data for the IT industry was not
available. Clearly, IT is a key input for almost all industry sectors

It is clear that the economic contributions of the creative industries are eaixde
Compared to other countries studied, however, the multiplier effects are less than they should be.
This suggests that Thai |l an ddévelopedrvalue tchamsetham n d u s
those of more developed economies, such as Singapdrerefdre, it is likely that effective
efforts to nurture those value chains could accelerate the development of the creative industries
and further enhance the contribution of creative industries to the overall economy.
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5 Losses due tdPiracy in the Creative Industries

In Activity 2 of this project, we will examine the losses due to piracthen creative
industries and their implicatofsor Thai |l andbés devel opment by
show the monetary cost of piracy in the sense thairegi® companies would have bertefit
had piracy not occurred. We have seledtmar industries that seem moseriously affected
piracy: Movie, Music, IT, and Pharmaceutical industriesdepth studies ofhese four key
creative industries shothatthe effects of piracyarenot be limited to monetary value.

5.1 Framework of analysis

In this Section, we preseah analysis of the effect of piracy on legitimate firms. The
analysis will begin from the micro level assessment of losses due to piracy awdnketer the
effects that are econonwide. The micro level analysis will be beneficial in that it will draw the
distinction between market structures of different products. This will help the estimation of
losses to be more accurate than generaltom@e assessmentvhich assumes the perfect
substitution between authentic and infringing sal&® have applied the conceptual analytical
framework used by the OECD in 2008 to our study cases, which are discussed below.

Market structure where genuine andcounterfeit/pirated goodscompete

Producers, both rights holders and counterfeiters or pirates, and consumers are the market
actors here. The rights holders can be divided into two main groups: holders of trademark, and
holders of copyrights and patentenerally the rights holders are the legitimate suppliers of
genuine products. While trademarks help the products or goods to be easily identified and
indicate their authenticity, copyrights and patents provide the rights holders with the sole right to
extract the benefit from the works, which can be creative works, such as music, movies, images
or literature, and technological and scientific inventions, which can be embodied in a product or
process.

Counterfeiters and pirates are those who violate l@utielal property rights without
permission. Trademark infringements are usually motivated solely by the opportunity to make
profits. Copyright and patent infringement, however, might also be done by individuals who seek
to save money on copyrigptotectedoroducts.

The consumers in the markets can be of three types. First, consumers who will buy only
legitimate products. Their reasons might be that they deem counterfeited products not safe for
their health or social webeing, or that they value thequluct because of its authenticity. The
second type is those who will buy a counterfeit or pirated product, even though they know it is
not authentic, under certain conditions. For example, if the price of the infringed product in the
market is much lowethan the original, these consumers may buy the infringed one even if it
often has lower quality. Finally, there are also consumers that are apathbBdR®& status of
the products. These consumers are more likely to buy copymigimging products.This is
because these infringements are highly legalistic and technical in nature.

61



From the characteristics of producers and consumers discussed above, in the case of
trademark, copyright, and patent infringements, we can technically disaggregatekaeinta
two interrelated submarkets.

1. Primary Submarket: this submarket is of genuine goods, or perce@ggdenuine
goods. The rights holders sell authentic goods, while counterfeiters sell goods that can
deceive consumers into believing that the garésauthentic.

2. Secondary Submarket:in this submarket, infringing products that do not attempt to
deceive the consumers are traded. Consumers in this submarket know they are buying
piratedproducts. This is because, unlike consumers in the primary suétwérk are
willing to buy only authentic products, these consismeew the piratedproducts as
acceptable substitutes for the authentic ones. Also, under certain conditions, such as
when the infringing products are offered at a much lower price, consumehe
primary submarket can become consumers in the secondary subriragket. 25
illustrates the effects of counterfeits or piracy in more detail.

Figure 25: Analytical framework ofdsses from piracy assessment
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Source: Adapted from OECD (2008)

In the above Figure, the horizontal axis is quantity, and the vertical axis is the price of a
product. In the primary submarket, the demand for authentic goods is depicted Dydin€he
legitimate producers set price@tand the quantity sold ig . The counterfeit products that can
deceive consumers in this submarket will directly affect the demands for authentic goods,
shifting the demands cun®,i; downward toD%yg. If the price does not change, the quantity of
the authentic goods sold will reducecfo
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In the case where consumers know the (pirated) goods are not legitimate, there will be no
incentive for consumers to buy an unauthentic product at priddowever,when the price of
infringing goods is lower, its demand will increase. The demand for infringing products is
depicted by the curv®® The increase in demands for infringing products can also be categorized
into two parts. The first is the demand of tlimsumers in the primary submarket who switched
to infringing products, as they view them as substitutes. This portion is depicted by thBturve
Secondly, the demand for infringing products rise because of their lower price. This demand
would not exist hd the infringing products been unavailable. For example, if the price of
infringing products is gd &he total quanty demanded for them will be dwhich as explained,
can be divided into two partdhe first part iy éand the rest is the demandéthvould not exist
had the infringing products not availabte 8 @ 6rhe former is directly the loss occurring to the
rights holders in the sense that the demand for authentlc products decreases, with the demand
curve shifting downward tBacwa. AS Wecan seeq 6 & o

Static and dynamic effects of piracy

Figure 26 illustrates the summary of the static effects of infringements in comparison
with their dynamic effects. As previously discussed, the sidgiaiders will lose their revenue
either from the deceiving products in the primary submark@tapnd the substitutes in the
secondary submarkeB). Therefore, static net loss equals sum of these loAsé).(Losses to
the rights holders can be both sal®lume reduction and price pressure.
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Figure 26: Static and dynamic effects of piracf/the right holders
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Moreover, the presee of infringements also has dynamic effects on the rights holders.
The effects of the deceptive products will also pose significant negative results for legitimate
business in the long run. Deceiving consumers into buying fake or substandard prodacts has
especially severe impact on brand value and firm reputation. One of the most obvious examples
is fake pharmaceutical products. In this case, consumers are unawareigsahdy have been
taking are notauthentic, and think that these drugs are fr@mitimate firms. When these
products are not effective or have dangerous effects, consumers will no longer trust the
pharmaceutical firms. Also, if the deceptive products are widespread (because of the asymmetric
information in the market) consumers waind to reduce their trust in the product that has been
copied or pirated. Even though the actual number of infringing products is low, the expectation
of consumers as to how much of the product in the marlestusterfeitcan be higher than the
actual fat, A becomingA 6However, this is not the case for the secondary submarket.

Since consumers in the secondary submarket are well aware that the products they
consume aréake, in the long run they still buy the piratpdoductsif available, and might toy
an authentic one had the pirag@eductsnot been available. However, they still have negative
effects as wel |l on the sales of the rights ho
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marketing plan more difficult if not impossible. It is abws that an unsuccessful marketing plan

wi || eventually affect the sales of the right
studies suggest that lowpriced pirated products can help increase the sales of the authentic
products in the longun, Slive and Bernhardt (1998) for example. Also, in Section 6.6.27fFage

we have given an example of studies that argue some types of piracy might help the development
of legitimate firms. For example pirated software iegpcould expand public awareness and
consumption of the software products. Another example is that the pirated CDs might help small
music | abels to promote their songs and incre
to earn revenue from levperformances. Froffigure26the ared) Gcan be bigger, smaller than,

or even equal to the original value, ai2a Another uncertainty is that when the value of the
primary submarket chang@&sdthere are podsilities that the are® &an be larger, smaller than

or equal to the original arda 6 For example, even if the primary submarket expands due to the
widespread availability of the infringed products, the additional numbers of sales might not be
offset wih the number of sales of unauthentic products. In other words, we cannot derive an
exact relationship betweeb @D) and( A0 } B0

Since the dynamic effects happen in the long run and are difficult to measure, this Section
will attempt to first gauge thstatic losses due to piracy in our industry cases: reomiesic,
information technology (IT), and pharmaceuticals. A moralépth study on the selected
industries willthenbe presented that includes both static and dynamic effects.

Applications to the industry cases

In order to accurately assess losses due to piracy, we must correctly identify the nature of
the infringements. Therefore, we first briefly review the current situation in Thailand. The latest
report of the Department of Intellectual Peopt y on Thail andds | mpl eme]
Property Rights (March 200Bebruary 2009) suggests that the number of domestic cases of IPR
violations has decreased over the past three years, but the average number of confiscated items
per case has beancreasing. The figures in the report suggest that, although the number of cases
may be decreasing, the scale of infringing operations has been incréasimgt clear why this
is the caseSeeTable50 below.

Table 50: The arrests and seizures of intellectual property infringir
items produced and sold Trhailand

Year Arrest Cases| Confiscated Average
items Confiscated items
per case
2008(Jan:Nov.) 5,328 3,197,865 600.12
2007 7,118 3,746,036 526.28
2006 9,575 2,823,588 294.89

Source: Department of Intellectual Property

Table51 indicates that fewer cases and items were seized by the customs officers in 2008
than domestic officersThe figures seem to have been increasing recently, although the average
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confiscated items per case has redu€hi might be becauskat the customs officers are stricter in
the recent year.

Table 51: The arrests and seizuresimtiellectual property
infringing items by the custontdficials at borders

Year Arrest | Confiscated| Average Confiscate
Cases items items per case
2008(Jan:Nov.) 521 1,299,024 2,493.33
2007 628 1,332,319 2,121.53
2006 222 826,607 3,723.45

Sour@: Department of Intellectual Property

It is reported that during JanuaryNovember 2008, 6,672 intellectual property rights
infringement cases were filed. Most cases involved the copyright infringements and trademark
counterfeiting activities (2,626nd 3,952 cases respectivelfable 52 shows the statistics for
2008. It was also reported that more than 1,000,000 pieces of counterfeit pharmaceuticals were
seized by the Food and Drug Administration in Janud§992 For more detailed data for
counterfeit pharmaceuticals, please see Section 9 below.

Table52 Royal Thai P o lIPRmfangesnerdstppréssion efiortsi2008 |

Types of cases Number of casey Items sized| Esimated Value (THB)
Copyrightinfringements 130 172,441 118,059,030
Trademarkinfringements 200 63,748 20,261,300
Others 22 68,758 20,200
Total 352 304,947 138,340,530

Source: Department of Intellectual Property

Major infringements in the film or mae industry include optical disc piracy, and
camcorder piracy. The damage caused by mass unauthorized reproduction and distribution of
pirated optical discs, which reportedre produced in neighboring countries, or over the
Internet, is considerable. Nat infringements in the music industry are also optical disc piracy
and unauthorized reproduction and distribution over the Intenéhe IT industry, software
piracy is the major type of infringement. These pirate software producers have violated
copyighted content. Other copyright infringements occur in the other forms of creative works
including cable TV piracy and book piracy. However, the major infringement in the
pharmaceutical industry is the counterfeiting of pharmaceuticals. Although trddecaar also
be copiedso thatthe label of the disc othe inlay is made to resemble the original as close as
possible and thereby deceive the public, this is quite small in number and therefore negligible in
our assessmenf losses
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Table 53: Themajorareathat IPR has been most violateddimdustry cases

The secondary submarket

Industry The primary submarket
(Trademark) Patents Copyrights
Movie Optical disc and Internet pirac
Music Optical disc and Intertgiracy
IT Software and Internet piracy

Pharmaceutical

Counterfeit drugs

Source: Fiscal Policy Research Institute

Table53 shows the major areas in which IPR has been most violated in four industries:
movies, music, IT, and pharmaceuticals. For the first three industries, we will focus on the
violation of copyrights. In other words, in Thailand the infringement of IPR in these industries is
assumed to occur only in the secondary submarket. For the gdertical industry, we will

focus on the infringement taking place in the primary submarket, the counterfeits.

5.2 Piracy Data and Rate of Substitution

Anot her i
counterfeit angiracy data. We have compiled the data below based on secondary sources as in

Table54. As these data are from the international institutes, we also need to validate the data

with the local firms or associations.
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Table 54: Counterfeitpiracy rates used in the present study

Industry 2008 2007 2006 2005 2004
Motion pictures’ NA NA NA 62% 60%
Music recordg’ 65% 50% 50% 45% 45%
Software" 76% 78% 80% 80% 78%
Pharmaceuticals NA 15% NA NA NA

Sources? [IPA (2009)? 1IPA (2009)*BSA (2008)” WHO (2007)

assessment

In our company interviews, most companies agreed with 2008 figures. For motion
pictures and pharmaceutical sectors, the interviewed firms expected the figures to remain

roughly unchanged from the last available data.

However, the data that seems to raise questions is the data on the rate of substitution
between authentic goods and pirated goods. As mentioned previously, an increase in demand for
pirated copies is notriited to consumers who prefer authentic goods. The lpweed pirated

data also create demand that would be zero had no cheaper pirated good been available. A survey



by the Research Center of Bangkok University shows that the reasons for buying cauaterfe
pirated products are: 1)ower price (48.6% ), 2) the convenience, easier to buy (26.4%), 3)
quality, when it is almost as good as the authentic goods (15.7%), however, 7.3% were not aware
that the product was not authentic. Although this survegsgsome idea of why people buy
pirate goods, there is no direct interpretation of the rate of substitution.

To our knowledge, there is no existing study in Thailand on the rate of substitution. The
figure that we have found in the existing literatura survey in England cited in OECD (2008).
The rate is 486, which will be applied to three industry cases directly related to infringements in
the secondary submarket: pirated movies, music, and software. Perfect substittibeofm)es
assumed in thease of pharmaceuticals where infringements occurred.

5.3 Simulation Results

In our simulation, we have specified the sales in the primary submarket to be consistent
with definition of the rate of counterfeit/piracy rable 54. Firstly, for the movie industry, we
have used the data from the estimateéd table of the year 2008. Secondly, for the music
industry, since the disaggregate@® Itable does not provide data for this industry specifically.
Therefore, we havesed the data from expert interviews instéadlong with IT, we use only
the software data from National Statistics Office. Finally, the data for the pharmaceutical
industry are from the estimatedl table of the year 2008.

Table55: Simulation results in case without any forms of IPR infringements

Unit: Million THB

Industry Sales of | Counterfeitf Sales ofthe | Piracy | Sales of Rate of Sales of the
the rate primary rate the substitutability| primary
primary submarket secondary,  between submarket
submarket market infringing
(legitimate| (percent) | if there is no | (percent) products and | If there is
sales) counterfeits authentic oneg no piracy
(percent)
Movie 13,911.00 0 13,911.00 60 8346.6 45| 17,666.97
Music 6,00000 0 6,00000 65 3900 45 7,755.00
IT 5,283.98 0 5,283.98 76| 4015.8248 45 7,091.10
Pharmaceuticg 44,207.80 15 50838.97 0 0 0 0

Source: Fiscal Policy Research Institute

Table 55 shows the results of the simulation. The moindustry had sales to the
legitimate market of around THB 13,911 million. Since we assume no trademark infringement,
the sales of secondary market (pirated goods) is THB 8,347 million. However, since the rate of
substitution between infringing produatdahauthentic product is just 4%, total sales into the
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primary submarket if there had been no piracy is estimated at THB 17,668 million. Notice that
this figure differs from the sum of sales of the primary and secondary submarket. This is because
a part d the demand in secondary market increases if and only if the fake goods are available.

Similarly, in the music and IT sectors we also assume a zero counterfeit rate. In other
words, there is no IPR infringement in the primary market. Thus the salée teditimate
market are THB 6,000 million for music and THB 5,284 million for IT (software). However, if
we assume there is no piracy in these markets, the legitimate sales would become THB 7,755
million and 7,091 in the music and IT (software) respebtivEherefore the losses due to piracy
are estimated at THB 1,755 million for the music industry and THB 1,807 million for the IT
(software) industry.

For the pharmaceutical industry, since the infringement is mostly done in the form of
trademark infringment, we can analyze straightforwardly (the-tmene) relationship between
the actual legitimate sales and the piracy rate. In this case, the legitimate sales if there were no
counterfeit drugs would be higher than actual legitimate sales b, 5 THB 50,839 million.
We can now compare the static effect of piracy. We define losses due to piracy as the difference
between legitimate sales and legitimate sales without IPR infringements or our simulation case.
Table56 below summarizes the static effects of IPR infringements in the four industry cases on
the economy.

Table 56: Thestaticeffects oflPR infringements in 4 industry
cases on the economy

Direct effects | Multipliers” | Multiplier
on economy effects
(Mil. THB) (Mil. THB)
Movie -3,755.97 1.62 -6,084.7
Music -1,755.00 1.63 -3,229.2
IT -1,807.12 1.84 -2,945.6
Pharmaceuticg -6,631.17 1.59 -10,543.6
Total -13,949.26 -22,803.0

Source: Fiscal Policy Research Institute
¥ Since the 0 table does not have IT as a sector, we do not have multiplit
here. Instead we use the average multipliers of all 180 sectors in the ecor

Counterfeit drugs affecthe pharmaceutical sector directly with losses of THB 6,631
million, while the effects of camcorder and optical disk and Internet piracy cost the movie sector
THB 3,756 million. The IT and Music sectors both have direct losses from copyright piracy of
THB 1,807 and THB 1,755 million respectively. Finally the total directicstaffect of IPR
infringement is around THB 13,949 million. When we take the multiplier effect into account, the
total loss to the economy is about THB 22,803 million.
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In this section we have discussed the simulation to show the direct static effteis of
infringement. However, the damage from IPR infringement is not limited to these direct effects.
Section 69 will discuss other effects which are difficult to measure. The effects of IPR
infringement on 1) investment, 2) domestic legitimate market,ardistic creativity and
innovation, 4) social and cultural values, and 5) public safety will be analyzed.

6 Industry case 1.The Thai Movie Industry

6.1 Industry Overview
Definition and Scope of Industry

The movie industry involves the production of matipictures primarily for display in
theaters. However, these movies may also be distributed on optical discs, downloaded from the
Internet or broadcast on television. The industry covers a wide range of activities both before and
after a movie is in the #aters. These activities range from creating a story, casting actors and
actresses, hiring production crews and setting the team, distributing the movies to audiences

through theaters and other mechani smgpartsel | i n
of the movie such as the name and |-relatednsed c
activities. Thailanddés movie industry value w

Table 57: The value of Thai movie industry
Unit: Million THB

Categories 2002 | 2003 | 2004 | 2005 | 2006 2007 2008

Thai Movies 650 920 840 1,100 | 1,112 | 1,654 | 1,170

Hollywood Movies | 2,100 | 2,200 | 2,400 | 1,880 | 1,772 | 1,857 | 1,849

Others 200 212 176 120 257 98 145

Total 2,950 | 3,332 | 3416 | 3,100 | 3,141 | 3,609 | 3,164
Source: R.S. Public CompO@3®08Li mi tedds Annual

Market Structure and Industry Value Chain

Figure 7,Figure 8and~igure 9 on page22, show the value <chain o
industry andrFigure 10 shows the market structure. According to its value chain, the structure of
the movie industry caists of three main components: production, distribution and marketing, and
consumption. The making of a movie begins with the story writing. A production company may
develop its own story or an independent writer may sell her or his story to the company.
Generally, the production company oversees the overall process of the movie production through
its executive producer, funds the production budget, controls other related expenditures, and
distributes the final product to theatres and other sources. e \Wial copyright of the movie is
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owned by the production company, the task of making the movie generally rests on a movie

shooting company, which is contracted by the production company. The-sh@agng company

selects the film director, team membergpes; and locations, performs coordinating tasks, and
shoots the movie. The compensation for the meki@oting company may be paid on either a

lump sum or an activity basis. This procedure is the dominant form of the movie production and
the production pocess usually takes several months to a year. After the production process ends
and before the movie can be released to the general audience, the movie has to go through a post
production process, which involves many complicated and sophisticated prgcéhedilm is

edited with added or substituted pictures and sound effects, and finally it is reviewed by the Film
Censorship Board. A film laboratory is then contracted to convert a negative film to a positive one

so that the film can be shown in theatrasd duplicates of the film can be made. Technicolor

(Thailand), Siam Film Development, and Kantana Laboratories are the only three companies in

Thailand which provide laboratory services to production companies.

Table 58 Five largest production companies and the number of produced movies dt

20032008
Companies 2003 2004 2005 2006 2007 2008
Sahamongkolfilm 14 12 14 18 12 15
RS Film 6 5 5 5 5 4
GMM Tai Hub 1 3 3 6 5 5
Five Star Production 5 5 1 3 4 2
Phranakornfilm 2 1 4 4 7 7
Other Companies 20 19 11 8 11 15
Total 48 45 38 44 44 48

Source: 1) 2003,2004,2005,2006, and 2007 Entertainment Magazine, Extra Edition

2)

GMM®6 s

2008,

2009

reports

on

anal ytical

In the movie industry, largscale and mall-scale companies can be determined by the

extent of the involvement of the production company in the value chain. -keatge companies
may handle most of the processes in the value chain themselves while smaller companies may

only be involved in th@rocess of making their movies and sell copyrights of the movies to other

VCD- AND DVD-distributing companies. GMM Tai Hub is an example of a l=cpe

company which is involved in the entire value chain from a story writing to the production of the

movie to the distribution of VCDs and DVDs.

involved in the industry through their foreign movies and their distributors.

company receiveBom theatres depends on their agreement. Howevegraky if the theatres
are located in Bangkok, the revenue from sales of theatrical tickets is split rather equally between
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Generally, foreign producers do not invest in the production of a Thai movie, but they are
As mentioned,
Columbia Tristar Buen¥ista HIm (Thailand),Fox Warner (Thailand), and United International
Picture (UIP) are the three largdsireignmovie distributors in Thailand. These distributors
oversee financial interests of the foreign production companies for the entire value chais. proces
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theaters and production companies, although a flat rate may apply if the theatres are located in
other provinces. After the filmehves the theatres, the copyright of the movie may be sold to
VCD- and DVDproducing companies, a Cable TV provider, or a Pwdatmess television

station.

Besides the distribution of Thai movies, there is a group of companies whose business
activity isto distribute foreign movies in Thailand. There are two types of distributors operating
in this foreign filmdistributing business: dependent and independent distributors.

A dependent distributor is a branch of foreign production company in Thailanohind
distributes movies of its production company. Today, there are only three American companies
di stributing
gr oup . GolumhiarTsistar Buena Vist&ilm (Thailand) distfbutes movies of Columbia
Pictures, TriStar Pictures, Sony Picture Studios, and Walt Disney Pictures. Second, Fox Warner
(Thailand) distributes movies of 20th Century Fox and Warner Brothers.
International Picture (UIP) is a distributor ofomies produced by MetrGoldwynMayer
(MGM), United Artists (UA), Paramount Pictures, DreamWorks, and The Working Title, an
English production company.

Ameri can

mo v i

€es

of

maj or produc

Third, United

Unlike dependent distributors, an independent distributor independently chooses its films
which are maly imported from the United States and other Asian countries such as Korea,
Japan, and Hong Kong. Examples of independent distributors in ThailandBars Bilm,

Sahamongkol Film International, M Picture, and Box Office Entertainment.

Table 59: Movie distributors and the number of distributed movies during 2006

Distributor 2004 2005 2006
Fox Warner 25 22 24
Columbia Tristar Buena Vista Film 25 22 18
UIP 16 15 19
Sahamongkolfilm 53 54 48
Box Office 8 30 27
M Picture 4 17 47
J-Bics - - 41
Other Distributors 61 19 31
Total 192 179 255

Source: Entertainment Extra Magazine 2Q0D7

Another source of revenue for the production company is the utilization of any part of the
-celated@divitiese sTBis ubeunsay imaudesthe name of the
movies, the licensed characters, or the songs for advertising and/or other commercial purposes.

film 1in
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Type of Products

Major Cineplex Group and SF Cinema City are the only two main companies in Thailand
in the movie theatre business. Together these two companies own 550 theatres in 67 locations
covering 12 provinces of Thailand. After the movie leaves the theatres, the movie will be
exhibited through other sources which include VCDs, DVDs, a cable televisipablicaccess
television. This latter source of exhibition is very important to Thai production firms since a
substantial part of their revenues comes from this source. Consequently, some production
companies do not sell their copyrigtit materiatto other distributing companies, but establish
their own department which is solely responsible for producing and distributing their movies in
the form of VCDs and DVDs to mowgelling and renting stores. Some of the companies in the
movie-distributing biness are PongsaapBits Film, United Home Entertainment, VCD
Entertainment, and VES Entertainment.

Table 60: Theater companies and the number of branches and theaters

Number of Number of
Company Theater Name branches theatre
. . Major Cineplex, EGV, Parago
*
Major Cineplex Cineplex, and Esplanade Cineplex 35 344
. . SF Cinema City, SF World Cinem
kk )
SF Cinema City and SEX Cinema 32 206
Source: Maj or Cinepl ex-)'Groupbs 2008 annual re

http://en.wikipedia.org/wiki/Listof cinemas_in_Thailand (7 December 2009)**

Type of IPR involved40

Table61 below exhibits the related intellectual property rights in the activities in movie
industry: Every activity in movie industry is proted by the copyrights, which enable the
producers and distributors to benefit from the created works. In addition to copyrights, the
distribution channel of physical materials such as VCDs and DVDs is also related to another
intellectual property: tradema The trademark will help consumers to differentiate works of
different producers or distributors.

40
The definitions of these types of IPR in Thailand are given in Appendix 2
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Table 61 Types of IR involved in movie industry

Copyrighs Patent Trademark| Trade | Geographical
secret | indicaions

Product | Invention Petty
design patent patent
patent

Movie ContentProduction

Distribution

Theates

Physicalcopies

XXX X[ X

Cable/public
televisiors

Source: Fiscal Policy Research Institute

6.2 Assessment of Impakcfrom Piracy
6.2.1 Piracy Analysis
Magnitude

Figure27b el ow shows Thail andds -2000vThepirgecyratea cy r &
in Thailand fluctuated within a range of-30% during 19982005. The rate was at ®in 1997
and 1998, and then increased to 55% in 1999, 60% in 2000, and 65% in 2001. The problem of
piracy in the movie industry was the most widespread in Thailand in 2002, with a rate of 70%.
With the exception of 2002, the rate was stable arour@b8®from 20062005.

Figure272.Thai | andds movie pirac
Piracy Rate
2005 ] 62%
] 60%
2003 60%
] 70%
2001 65%
] 60%
1999 | 5506 B Piracy Rate
] 50%
1997 50%
_—
1995 . , s 65%
0% 20% 40% 60% 80%

SourcellPA (2009)
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Becausamovie piracy is widespread in Thailand, pirated VCDs and DVDs can be bought
freely from small entrepreneurs in public places such ggsariment stores and pedestrian
walkways. The representative firms we have interviewed confirmed that every Thai movie,
whether famous or not, is copied immediately t e first time éxkibition in the cinema. This
suggests theeverity of thgproblem & camcorder piracy. Also, in some cases, piracy involves a
criminal organization. Consequently, the problem of movie piracy in Thailand is very complex
and the enforcement of existing lawoftenineffective.

Types of Infringement

Copyright infringenent in the movie industry is in the form of pirated movie DVDs and
VCDs and illegal downloads of movies. The pirated VCDs and DVDs are available for sales in
the public place such as some department stores and pedestrian paths in masychigas
alongSilom Road in Bangkok. The prices of pirated VCDs and DVDs are much lower than those
of legal VCDs and DVDs, and the differences can range from 50% to 70%.

Also, pirated movies can be downloadeaim the Internet with the aid of Petr-Peer
networks andther file sharing programdlovies can be downloaded through the Internet at no
cost, and this illegal method is becoming more popular among teenagers and young adults.
Moreover, trademark infringement in the form of using the label or trademark of movie
production houses on the cover of infringed products is also widespread.

6.2.2 Effects d piracy on the movie industry
6.2.2.1Effect on investment

The data on Thailandds theatrical movie in
being available only from@22008.Table62 shows the value of the Thai movie industry from
20022008. Despite enjoying moderate growth in the 2000s, the industry experienced turbulence
in 2005 and 2008. T h e vty has beencabout R.B5® billioa batité s mo v
from 2002 to the present. During this period, the movie industry experienced a drop in its value
in 2005 and 2008, with a drop from 3.41 billion in 2004 to 3.10 billion in 2005, and from 3.61
billion in 2007 to 3.6 billion in 2008.

Table 62: The value of Thai movie
Unit: Million THB

Categories 2002 2003 2004 2005 2006 2007 2008
Thai Movies 650 920 840 1,100 1,112 1,654 1,170
Hollywood Movies 2,100 2,200 2,400 1,880 1,772 1,857 1,849
Others 200 212 176 120 257 98 145

Total 2,950 3,332 3416 3,100 3,141 3,609 3,164

Source: R. S. Public Company Limitedés 2003,

Generally, the revenue from sales of theatrical tickets is split rather edpedleen
theaters and production companies, and is the main source of income for both theaters and
production companie#\s a result, the impadf movie piracy on the theatrical business and on
the production companies are very similbable 63 shows the number of Thai movies shown in
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theaters during 2002008.Figure28 compares the number of theatrical movies to the piracy rate
during 20032005. From the graph, the apgite movement between the number of theatrical
movies and the piracy rate can be observed most clearly in 2005. However, this does not in and
of itself provide sufficient evidence of causality that the piracy rate actually affects the number
of theatrichmovies. It must be recognized that other factors may have concurrently influenced
this apparent amection

Table 63 The number of Thai movies shown in theaters during 208

Companies 2003 2004 2005 2006 2007 2008
Sahamongkolfilm 14 12 14 18 12 15
RS Film 6 5 5 5 5 4
GMM Tai Hub 1 3 3 6 5 5
Five Star Production 5 5 1 3 4 2
Phranakornfilm 2 1 4 4 7 7
Other Companies 20 19 11 8 11 15

Total 48 45 38 44 44 48

Source: 1) 2003,2004,2005,2006, and 2007 Entertainkhagazine, Extra Edition
reports

2) GMMos
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2) lIPA (2009)*

Table64s hows production compani eso0 Tabe®6®r nues
shows product i on venoespeamoviedsiring 28@068. udng tismperiod,
the total revenue of all the companies decreased in 2004 and 2008. The decrease in total revenue
in 2008 may have resulted from a very large increase in total revenue in 2007. In 2007, the total
reverue increased from 1.16 billion in 2006 to 1.69 billion baht. Generally, the total revenue is
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about 1 billion baht each year. In terms of average revenue per moveewt® drops ithe
average revenue per movie in 2004, 2006, and Zf8re29c o mp ar e s
total revenue and the movie piracy rate during 2P035. From the graph, noorrelation

between total revenue and piracy rate is exhibited.. Thus, the investment in movie production
mightnot be significantly affected.

producti on

Nevertheless, thanks to the fact thabvie companiehiave to spread the ridkecause
each individual movie will not make a profit, the number of movies is still stable as shown in
Table 63. However, piracy has reduced the expected income, and thereby the absolute
investment of movie production companies. Although there is no statistic to show this, we have
learned from interviews with movie makers that some companies have relecadetage cost
of movie production in order to reduce the risk of loss. This could hurt the quality of Thai
movies in general and tends to limit the type of movies made to the most profitable genres.

Table 64: Production compange 6

revenues

frorkOBBheat e

Production Company| 2002 2003 2004 2005 2006 | 2007* | 2008*
Sahamongkolfilm - 265.00 | 266.00 | 558.60 | 509.90 | 390.55 | 392.50
RS Film - 133.50 | 106.50 | 137.90 | 195.10| 231.32 | 79.72
GMM Tai Hub - 137.60 | 225.80 | 132.M | 287.00| 257.34 | 247.74
Five Star Production - 48.30 34.20 30.70 21.50 | 80.98 85.56
Phranakornfilm - 22.00 12.00 174.70 | 63.30 | 119.71 | 128.26
Other Companies - 304.40 | 153.10 | 68.50 84.70 | 615.94 | 206.67
Total 627.3 | 910.80 | 797.60 | 1102.40| 1161.50| 1695.84| 1140.%6
Source: 1) The 2002, 2003,2004,2005,2006, and 2007 Entertainment Magazine, Extra Edition

2) GMMés 2008, 2009 reports on analytical me e
Table65Pr oducti on compani es6 average r e0032008 e
Companies 2002 2003 2004 2005 2006 2007* 2008*
Sahamongkolfilm - 18.93 22.17 39.90 28.33 |21.70 32.71
RS Film - 22.25 21.30 27.58 39.02 |46.26 15.94
GMM Tai Hub - 137.60 | 75.27 44.00 47.83 |42.89 49.55
Five Star Production| - 9.66 6.84 30.70 7.17 26.99 21.39
Phranakornfilm - 11.00 12.00 43.68 15.83 | 29.93 18.32
Other Companies - 15.22 8.06 6.23 10.59 |76.99 18.79
Average Revenue | 28.51 18.98 17.72 29.01 26.40 | 38.54 25.92

Source: 1) Calculated from the 2003,2004,2005,2006, and 2007dimtent Magazine, Extra Edition

2)
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6.2.2.2Effect on legitimate domestic market

Figure29:Pr oduct i on

compani eso
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Source: 1) 2003, 2004, 2005, a2@06 Entertainment Magazine, Extra Edition*

2) lIPA**

The effects of movie piracy on the legitimate domestic market are focused on the

distribution channelsThe distributors of physical copies, suels VCDs and DVDs, have been

directly affected. The exhibition channels, like theatrical businesses seem to be less affected.

The most affectal: legitimate optical discs business

Selling movie VCDs and DVDs represents a part of business in the mduigtriy that
appears to be negatively affected by piracy. Legitimate movie VCDs and DVDs do not
necessarily provide the movie audience with benefits which are ciifdyent from those of
illegitimate VCDs and DVDSThe quality of theatre exhibition lafnovies, by providing a larger
screen or premium sound, is far greater than that of a pirated movie VCDs or DVDs. Legitimate
movie VCDs or DVDs, in contrast, do not enjoy a comparable edge over the pirated ones. While
the quality of legitimate movie VCDs @VDs is not, in generakignificantly, different from

that of pirated VCDs or DVDs, their prices are. While a legitimate movie VCD or DVD allows
consumers to watch the same movie several times over, this unique aspect is also offered by a

pirated movie \LD and DVD. It comes as no surprise therefore that the cd3engfsaap Public
Company Limited (Pongsaap) reveals the presence of the negative impact of movie piracy on
ness.

Thail andds domest

DVD business, and its case is a good example of how piracy adversely affects this business.
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Piracy may also force companies to cut the budgets available for movie production and
VCD and DVD distribution. Also, while production companies may retalfected by the
piracy in term of the companiesd revenue, mo \
cheaper pirated VCDs and DVDproduction companies and other businesses in the value chain
try to strive to lower their cost of production. Haostance, VCD and DVD distributors may
switch from hard plastic to soft plastic envelopes to reduce their packaging costs. In the process,
consumers that are apathetic to IPR status may well benefit from the lower prices of VCDs and
DVDs.

Figure30 shows the accumulated number of VCD/DVD players in Thailand during- 2000
2008.

Figure 31 shows the estimated price of a DVD player and the estimated price of a VCD player
during 20002008. It can be seen that there have been strong increases in the number of VCD
and DVD players, which are complementary products to movie VCDs and DVDs . The number
of VCDs and DVDs players together increased from 0.65 million players in 2000r®than

16.5 million in 2008. The estimated price of a DVD player decreased significantly from 16,643
baht in 2000 to 1,662 baht in 2008. Also, the estimated price of a VCD player significantly
decreased from 4,545 baht in 2000 to 1,000 baht in 2004tivety, all these circumstances
should have enhanced the growth of sales of movie VCDs and DVDs. However, the case of
Pongsaap demonstrates the opposite, largely due to the impact of piracy.

Figure 30: The accumulated number ¥CD/DVD players in Thailand
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Source: GFK Marketing Service Thailand
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Figure 31: Estimated price of a DVD player and estimated price of a VCD player in Tha
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Figure 32 s hows Pongsaapos tot al reve00& , pr o
Pongsaapds revenue began decl i ni nTgblebérsho®sO0 05 an
P o n g s easpnd ©r the decrease in its revenue from its wholesale business as well as its
renting and sales of copyrigitt produdt. Beginning in 2006, Pongsaap was hardly able to sell
its VCDs and DVDs to other distributors in the market. Another importantigpmted out by
Table 66 is that the VCD and DVDrenting business also experienced continued turbulence
from 2005 onward. Revenue from the renting and sales of copyrights for renting business
decreased from 14#3 million baht in 2005 to 47.6 million baht in 2006. In 2008, Pongsaap
received only about 10.7 million baht in revenue from the renting and sales of copyrights for
renting business. This demonstrates that the V&ml DVDrenting business, which shaul
have also benefited from an increase in the number of VCD and DVD players, does not benefit.

The phenomenon of losses of Pongsaap appears cninigve as one would have
expected the company to benefit fran increase in the number of VCDs and M¥/players.
The | i kely explanation for Pongsaapod6s | osses
DVDs players, as complementary products to movie VCDs and DVDs, encouraged the growth of
pirated movie VCDs and DVDs rather than the sales of legitird&Bs and DVDs or the
renting business.
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Figure32Pongsaap6s value of copyrights, re
profits (losses)
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Source: Pongsaapés 2004, 2005, 2006, 2007, and

Table66:Pongsaapds revenue struct
Unit: Millions THB

Revenue Structure 2002 2003 2004 2005 2006 2007 2008

E'forgﬁcf:te”a'”me”t 829.00 | 1,361.52| 1,458.19| 1.616.84| 1,073.28| 659.35| 609.87

- Wholesale 286.00| 680.64 | 684.@2 | 901.94 | 369.5 | 103.62| 117.32

- Retalil 543.00| 680.89 | 773.57 | 7149 | 703.78 | 555.73 | 492.55

Renting, Sales of
Copyrights for renting, 80.00 89.9 81.36 | 144.13 47.6 23.24 | 10.7

and other services

Others 2.00 4.68 7.47 5.03 40.91 | 29.06 | 48.13

Total 912.M | 1,456.1|1,547.02| 1,766.00| 1,161.79| 711.65| 668.7

Source: Pongsaabdés 2004, 2005, 2006, 2007, and 20

Theatrical business the survival?

Public opinion on how piracy affects the movie industry has been divided. However,
contrary toconventional belief, the impact of piracy on the theatrical movie industry has been
perceived positively among schol ars. APIi racy
Wook Ji (2007) is one of the academic papers which suggest the net pogiaat ahpiracy on
the industry. Sung Wook Ji hypothesizes that piracy has both positive and negative impacts on
the legitimate sales of movie products. On the one hand, piracy decreases legitimate sales,
because illegitimate and cheaper options are noviladla to the public. As a result, the
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legitimate sales of movie tickets decrease, because fewer people go to see movies at theaters. On
the other hand, piracy also enhances positive network externalities and diffusion of information,
thereby increasing ghnumber of consumers and the value of legitimate sales of movie tickets.
Sung Wook Ji used a set of theatrical movie and piracy rate data for 20 countries from 1999 to
2004 including those for Thailand. He concluded that tleattical movie industry malyenefit

in the short termfrom the greater impact of positive network externalities and diffusion of
information.

Sung Wo o k Ji expl ained t his p fofermow@hme n o n

communicationAflO He expl ained that bestaake ickdecmiensi s | i
on how they want to spend their time and what movies they want to watch. In order to maximize

the benefits from their time spent and watch the movies that they enjoy the most, they use the
information from the people who have alrgaken the movies they are considering watching.

These people who diffuse information to other people may have either watched the movie legally

or illegally. Consequently, if the information passing to those who are considering watching a
movie is posite , t he ef-6fmont bf cdwomudi cati ono i ncrease
moviebs tickets. Ot her explanations for posit
lllegally copying movie files is thus timeonsuming and difficult. 2) Theuglity of a theatrical

movie and that of a pirated movie VCD or DVD is significantly different; a theater offers
consumers premium sound and a large screen. 3) Watching movies-sotisugning. VCDs

and DVDs may allow consumers to watch the same movieraletimes. However, consumers
generally prefer watching several movies rather than the same movie several times. As a result,
the advantage of owning a VCD or DVD, which allows consumers to watch the movie several
times, is not significant.

Table672.The | i st of countries includ
1. Argentina 2. India 3. Mexico 4. South Korea
5. Chile 6. Indonesia 7. Philippines 8. Taiwan
9. China 10.Israel 11.Poland 12.Thailand
13.Columbia 14.Italy 15.Romania 16. Turkey
17.Hungary 18.Malaysia 19.Russia 20.Venezuela

Source: Sung Wook Ji (2007)

The explanation under this theory, however, is quite weak as it ignores the possible adverse effectsfof word
mouth communication.
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Figure33 Pr oducti on companiesd6 total av e
i ndustryds piracy rate
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Source: 1) 2003, 2004, 2005, and 2006 Entertainment Magazine, Extra Edition*
2) International Intellectual Property Alliance**

Figure34s hows Maj or Cineplex6s revenue and coOs
revenue from ticket sales and all other sources of revenue such as stemfeas and sales of
food and drinks. Major Cineplex is the largest company specializing in the theatrical business in
Thail and. Hence, Maj or Cineplexdés data shoul
of piracy on companies in the theat c a | busi ness. Maj or Cinepl ex
business increased continuously from 0.83 billion Baht in 2001 to 2.81 billion baht in 2007. The
revenue then dropped to 2.45 billion baht in 2008. However, during the past decade, Major
Cineplex @erated profitably every year, even in 2008, reflecting the growth trend of the
theatrical business in Thailanbable68 also shows that Major Cineplex increased its investment
in the industry during 2062008 byincreasing the number of movie theaters, movie screens, and
seats. From 2004 to 2008 the number of seats increased from 56,064 to 84,450 seats,
representing a growth rate of 50.63% over 4 yefigure 35 shows norelationship between
Maj or Cineplexds revenue ane&€00b6he rate of movi
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Table68 The number of Major Cinepl
Branches 2004 2005 2006 2007 2008
Branch under Major Cineplex 135 162 173 206 235
J P (34,200)| (39,900)| (43,000)| (50,700)| (58,850)
99 96 87 82 81
Branch under EGV (21,864)| (19,600)| (19,000)| (18,400)| (18,200)
Paragon Cineplex - - 16 16 16
g P i i (4,500 | (4,600) | (4,600)
. - - 12 12 12
Esplanade Cineplex - - (2,700) | (2,800) | (2,800)
Total 234 258 288 316 344
(56,064)| (59,500)| (69,200)| (76,500)| (84,450)
Souc e : Maj or Cineplexb6s 2004, 2005, 2006, 2




Figure35Maj or Ci nepl ex6s revenue and
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In summary, according to the available 36211ait seems that those in the movie VCD and
DVD business are the business group most affected by piracy. This is because it is competing
directly with the widespread optical disc piracy. Unlilkethe physical mat&l distribution
business, thability of pirated products to substitute for the experience provided by the theatre
business is very lowThe data for Major Cineplex, the biggest theater chain company, shows
steady increases in revenue and growth dedipitdnigh degree of movie piracy. It appears that
pirated movies do not directly compete with the movie theater experience. However, in the long
run, it is clear that piracy diverts money away from overall movie industry, thereby undermining
productoncompni es6 incentives to invest in the pro
reducing the sales of movie tickets at theaters.

The data indicates that piracy also reduces the funds available for movie production and
VCD and DVD distribution. Alsowhile production companies may not be greatly affected by
piracy in term of the companiesd revenue, ma
industry psychologically. Due to cheaper pirated VCDs and DVDs, the production companies
and other business in the value chain strive to lower their cost of production. For instance,
VCD and DVD distributors may switch from hard plastic to soft plastic envelopes to reduce their
packaging costs. Production companies may spend less on writers, actors actiooraohd
postproduction technicians, thereby reducing the quality and competitiveness of Thai movie
production.

2 . : .
Using the data of occapcy rate of each theater, for example, is more appropriate for assessing the effects on
theatrical business. However, such data are not available.
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6.2.2.3Effect on Artistic Creativity

In order to investigate how piracy affects artistic creativity in the movie industry, two
factors areassunedto influence creativity: compensation and artistic expression. The intuitive

rationale behind this assumption 1is based ol
profession. | f the writerds goal whshmay mpens
lower her or his income, may affect the writer psychologically and, consequently, lead to his

deteriorating creativity. On the other hand,

statements, or exhibit artistic abilities, how thepisa af f ect s t he writerados
on the extent to which the piracy opens the door of opportunity to achieving such goal

General ly, a movie writer 6s-sumdasseampaeiti on c
of-revenue basis, or a combinatiof both. In Thailand, script writers are mostly compensated
on the lumpsum basisFigure33above reveals production compa
movie and the movie industeryedst hpatr agryo duacttei.on
average revenue per movie had a positiveetationwith the piracy rate during 2062005. If
the writero6s <comperofsraetvieonnuei sbhasn st hea hpemwaeriter
increased during 2082005. At thesame time, the piracy rate increased in 2005 as well. The
reverse also held true during 202Q03. The compensation decreased in 2003 from 2002 as well
as the piracy rate. And the compensation and the piracy rate remained relatively stable during
2003204 . Whil e this may not provide strong evi dt¢
compensation during 2062005, it indicates that based on the peradrevenue basis, the
piracy rate did not decrease or at least did not have a significantly negae ef f ect on t |
immediate compensation. Hence, based on the percentage basis and the available information,
the conventional perception that piracy negatively affects creativity is arguable.

A script writeros t ot donthe cevepue nfgshe tmoviesthad o e s
the writer wrote, but the number of movies in theaters and the financial position of the
production companies contracting him or her. Unlike in the music industry, script writers are
usually unknown to the general audien giving them less bargaining power. In the music
industry, famous content creators, such as song writers, singers and composers, are usually
known to the public. Thus, these creators have more bargaining power than those in movie
industry. Table63 above shows the number of Thai movies in theaters during-2008. It
can be seen there that the number of Thai movies in theaters stayed relatively stable at around
44-48 movies during 2063008. The only year wh a relative low number of movies was in
2003, with 38 Thai movies shown in theaters. On the {aom basis, given that the number of
writers in the industry was relatively stable during the period, the compensation given to movie
writers was relativelytable during 2002008, except for that of 20053-igure 28 above shows
the number of Thai movies and the movie indu
piracy rate increased from 60 to 62% from 2002@05, the number of Thai movies decreased
from 45 to 38 during the same interval. However, tliselationis not strong. If the piracy rate
did cause the number of Thai movies to decre
compensation and tsumay well have negatively affected creativity. This suggests a possibility
that, if piracy is very widespread to the point where production companies decide to lower their
investment in the production of movies, creativity will be adversely affectedie t® limited
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piracy rate data, it is not clear if the drop in the number of Thai movies in 2005 was caused by
piracy. However, fronTable63above, it can be seen that the number of movies was relatively
stable diring 20032008. Hence, given that the number of writers in the industry was also
relative stable, writersé creativity was indi

Movies also allow writers to express ideas, put forth statements, and exhibit insgc, arti
abilities. Under this assumpti on(assynmingtheyy wou
have no financial motivations) With pirated movie products and the existence of the Internet,
more groups of people gain access to aneecessiblenovies. In the short run, this could mean
that Thai moviesbecome moreavailable to people in other countriasd to those with low
purchasing power. In the long run, however, piracy threatens the ability of Thai producers to
raise the quality and quatytiof Thai movies.

6.2.2.4 Effect on Social and Cultural Values

An important aspect of creative works, such as movies, music, games and literature is
that it represents and promotes key cultural values of that society. Not only do foreigners learn
about Thailad through movies or music, but such works allow Thai people to absorb diverse
and complex aspects of Thailandbs soci al and
central plain of Thailand can learn about the northern culture or learn howehavé
appropriately while travelling to the southern region through movies. Young Thais can learn
about their ancestors and Thai society in the past through movies. In this aspect, movies are a
vehicle for cultural exchange which helps preserve and ppomot hai | andés soci al
values

Piracy may not affect Thailandbés social an
argued that Thai social and cultural values are more accessible to other countries because of the
greater ease of accedge to pirated movies and illegal downloads. With Internet access, this
process of cultural and value exchange, once difficult, is now just a computer click away. And,
with the availability of programs such as péepeer networks, movies from differecountries
are transferred, and different cultures and values move across borders in a matter of seconds.
Piracy may well under mine Thailandds soci al
overexposed to foreign movies. But the other side of the isdihat seeing different cultures
might help Thai people realize more clearly what values they have. And, with the availability of
pirated movie VCDs and DVDS and illegal movie downloads, the rate of exposure is
accelerated. Overall, however, it is clélaat the negative effects of piracy, especially the effect
of reducing production budgets available for quality movie making, far outweigh possible
positive effects.

6.2.2.5Effect on Public Safety
Criminal organization

Piracy is often a funding source forganized international crime. Organized crime has
been defined internationally (by the United Nations, 2006) as a group of three or more persons
who work together over a period of time to commit one or more serious crimes in order to obtain
a financial or ther material benefit. Counterfeiting and piracy however, are illegal activities but
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are not, in most instances, considered serious crimes. They are attractive areas for criminal
networks because, while the profitability is high, the risk of prosecutiolowsand can
sometimes be further reduced through the bribery of the authorities responsible for enforcing IPR
laws and regulations. The proof of this fact is that the majority of the people in Thailand,

including the police and other responsible authesjtknow where pirated or counterfeit copies
of creative products can be purchased, but the counterfeits continue to be available.

i nvol

The overall extent of organized crime involvement is difficult to document,fitmurh
availableinformation, it appears thatrganized crime is heavily involved and that the groups
wor |
based primarily in Hong Kong while also active in Taiwan and mainland China, are known to be

involved inheroin trafficking from Souttitast Asia to the United States, prostitution, gambling,
money laundering and alien smuggling. They also have been reported to be connected to the
selling of pirated DVDs in London. Examples of links of organized crime to edeiting and
piracy are shown below.

ved are based

i n many areas of

Table 69: Examples of interrteond organized crimes

t he

Groups Activity
Asian triads Sale of pirated DVDs in London
Irish groups Childrenos toys,

and veterinary drugs Northern Ireland

Israeli group with Russian origins

Sale of counterfeit products in Japan

Italian and Eastern European gangs

Importation of pirated CDs into Italy

Russian mafia

Sales of pirated CDs in London

Source: OECD (2008)

In Thailand, a blek list containing the names of the dominant figures in pirated products

has been created. The names of 41 security officials (police and soldiers) involved were also

released into the public, showing direct connections between corrupted law enforcditialg of

and piracy.

Censorship and Thai society

Film Censorship Board clagies movies into seven categories which are limited to audiences in
certain age grouplable 70 shows the seven classifications for censorship and their description.

According to the 1930 Film Act, companies operating a movie theater business are
required to submit all films that they plan to show to the Film Censorship Board for review. The

The classification of Nor2Q(Rate 6) is ofnterest in terms of how piracy undermines public and
social safety. Movies classified as Rate 6 are restricted for people under 20 years of age because

of their sexually or violently inappropriate contents.

Foreign movies classified as Rate 6 are

listed n Table71 and, under the 2008 Film Act, no one younger than 20 years of age is allowed

t o
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However, due to the easy availlgy of pirated movie VCDs and DVDs and illegal
downloads, the enforcement of the 2008 Film Act is rendimeftective. Minors under 20 years
of age can get access to movies classified as Rate 6 and Rate 7. With the availability of movie
piracy, some rmors are exposed to sexually and violently inappropriate contents at a relatively
young age. This may have implications for the behavior of these young people, their
devel opment as adult s, and, possi bl y,ohast her
negative effects on creativity as well and has been criticized as an ineffective measure.

Table 70: Movie classification for censorship

Classification Description
Sor (Rate 1) educational films people are encouragedde
Thor (Rate 2) films suitable for the general audience

Nor 13+ (Rate 3) | Advisory: films suitable for those over 13
Nor 15+ (Rate 4) | Advisory: films suitable for those over 15
Nor 18+ (Rate 5) | Advisory: films suitable for those over 18
Nor 20 (Rate6) | films restricted for persons under 20, age limits enforced by cinema

Rate 7 films banned from being screened in the Kingdom.
Sourcehttp://www.majorcineplex.com/thanovieratings.php

Table 71: Movies classified ablor 20

Movie Country of Origin

My Wife Got Married Korea
Portrait of A Beauty Korea

ER REY America
The Last House America
Ang Kapit Ni Mrs. Montero Philippines
Miss March America
The Hills Run Red America
The Forbidden Legend Sex & Chopsticks |, I Hong Kong
Sundome Japan

Source: Theffice of the FilmCensorshifBoard

Movie piracy, while illegal and unfair, has both positive and negative impacts on the
movie industry. While it unermines the legal VCDs and DVDs business, it enhances diffusion
of information and helps people decide on the choice of movies they would enjoy spending their
l imited time the most, thereby increasing pro
piracy may encourage some movie writers through wider distribution, the major impact is to
undermine financial returns and therefore limit the incentive for quality and creativity. To a
limited extent easier availability of Thai movies helps spread Thaalsand cultural values
internationally but, at the same time, undermines those values domestically. It weakens Thai
laws and exposes minors to sexually and violently inappropriate contents. The effect of piracy
has two facets. With the Internet ark tdifficulty of controlling the sale of pirated movie
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products, the elimination of piracy in the movie industry is nearly impossible. Therefore policy
should focus on the enforcement of the existing laws to limit the piracy rate to the minimum
possible. A lower rate of piracy would enhance the growthtleé movie industry, reduce the
losses in the VCD and DVD business, encourage creativity, limit the exposure of the Thai
society to foreign influences, preserve Thai social and cultural values, and prenerd from

being exposed to inappropriate contents.

7 Industry case 2: Music

7.1 Industry Overview
Definition and Scope of Industry

The music industry creates and sells compositioesprdings and performancesof
music The industry encompasses the activity of manysionelated businesses and
organizations ranging from a composer writing lyrics of a song, a publishing company collecting
fees from an advertising company that uses it
backstage crew. The Thai music ketris estimated to be worth THB 6,000 million in 2008 with
Thai music owning roughly 80% of the market share and international music owning the
remaining 20%. Thai music itself can be classified into modern Thai and folk. The local music
market is mostlytied to only a few major record labels such as GMM Grammy, RS Ltd
Promotion, Small Room etc. Other than creating economic value, the music industry also plays
an important role in creating social value as the industry helps to endorse traditional Tinai cult
through its various products.

Based on the I FPlI&s Recorded Music Sales vy
value was about USD 65.4 million in 2007, which is approximately THB 2,258 million using the
2007 average exchange rate. Recordadiensales suffered a decline of 17.9% in annual growth,
4. 45% more than the top sixb6s average of 12.
recorded music per person in 2007 was only USD 1 compared to an average of USD 30 per
person in the top six nsui ¢ countries. Thi s shows t hat T
underdeveloped that while almost everyone in Thailand consumes music of some sort, the
population is only paying just a little over 30 baht on average to the creators of that music.
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Table 72 2007 global recorded music sales of Thailand compared to 6 major countrie:

L . Value of GDP
Music Videos Retail Value Annual Growth Purchase Per
VHS Local per Capita
Singles CDs DVDs Cassettes UsD Currency Local Person Population | in 2008
Country (Mmil.) (Mmil.) (Mil) (mil) (mil) (mil) Units Currency (USD) (Mil) (USD)
U.S.A 3.3 511.1 26.6 0.9 7,985.6 7,985.6 16.1% -19.9% 26.3 303.8 47,440
491,553. -
Japan 57.6 176.5 17.1 0.2 4,174.0 1 10.4% -6.0% 32.8 127.3 34,116
U.K 11.3 139 5.2 - 2,696.4 1,348.2 17.0% -18.2% 44.3 60.9 36,358
Germany 10.6 111.3 9.1 - 2,142.2 1,563.8 -3.7% -3.7% 26.0 82.4 35,539
France 7.9 62.6 4.9 - 1,471.0 1,073.9 19.5% -19.2% 22.9 64.1 34,205
Australia 2.6 33.8 4.5 0.001 564.8 677.7 10.4% -12.7% 27.4 20.6 36,918
Thailand 6.2 8.1 - 65.4 2,258.0 17.9% -17.3% 1.0 65.5 8,239
Global
Retail 25,258.
Value 40
Source: | FPI 6s (ROOE MF@®®8 music sal es

Market Structure and Industry value chain

The value chain of the musiedustry can be divided into four parts, and the structure of
the industry is as shown iRigure 36 below. In summary, the main activities of the Thai
companies in the music industry involve putting the humanurese together to create music

contents,

using various media to promote the contents, and then selling the contents through

various channels. For international record labels, the business either involves importing copies to
be sold in Thailand (EMI, Warnévlusic and Universal Music Group) or producing a master
copy and having the subsidiary in Thailand produce copies locally to be sold (Sony BMG Music,

Thailand).

1.
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The value chain in detail is described below

Resource recruitmentThe process is the congjriogether of the human resourées

such as, the artists, producers, managers, and content makers. This involves searching

for new talent, selecting and creating artists. There are many ways possiicle as,

listening to demonstrations, auditions, amdting various competitions. The obvious
exampl es of searching for artists by ho
competition and the fATrue Academy Fantasi

Production- This is the part where the content is created. Once the resources have
come to@ther, either with or without the record label, the producer (and possibly the

record label) makes the decision on the genre and which artists to use, the composer
creates the | yrics and tune, and the ma:
process ofcreating the master from the lyrics and tunes involves sound arrangers,
musicians, singers, and sound engineers. The composers in Thailand canr be sub
divided into two groups, those that earn monthly income from their employers (the



record labels), and tse that are freelancers. The majority of composers in Thailand

belong to the latter category.

In the music industry, largecale and sma#cale companies can be determined by the
extent of the involvement of the company in the value chain. kscgle ompanies may handle
all the processes in the value chain themselves while smaller companies operate only in parts of

the chain. For exampl e,

GMM Gr ammy ,

Thai

|l and?d

of the value chain while a much smaller comparay only put the resources together to produce
a master copy, hire other companies to look after the copyrights, promote and sell the content
then share the revenues according to the contracts signed. The cost structure of creating a single

album is show in Table733 below.

Table 73: Cost structure of creating an album

Process Percentage of Total Cost
Producing Master 10
Promotion 60-70
Distribution 20-30
Source: interview witlproducers
Foreign producersd invol vement

usual

y sta

either produce a master copy and have the subsidiary in Thailand promote the artist and produce
copies locally to be sold (Sony BMG Music) or sell tlgdts managed by a publishing company

to a local record label or company (known as sales representatives), then have that company do
the rest of the processes in the value chain. Thai record labels also operate this process when
exporting the products. Sansales representatives choose to import copies and not produce them
locally, which would mean a higher cost of production per unit.

3. Promotion- The success or failure of an album is largely determined by the record
| abel s6 abil it youghwvaricue media and thex o cell the conteintl r
through various products. The promotion process concerns the publicizing of the

artists and their songs. It can be divided into two parts: attw4ne and belowthe-
line promotion. Aboveheline promotion includes using the mediad such as

television, printed media, radio, and websiiesn which there are often some
expenses involved if the media used is not a subsidiary of the record label- Below
theline promotion involves all other promotiénsuch asgetting the artists involved

in different campaigns, concerts, and other events. Trademarks can be involved where
logos of companies are used to promote the products. For large record labels, the

promotion process is often over half of the total coshefrecord.

4. SaleofcontertThe | ast part of the
contents created in the previous parts through various products.
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Figure36:Val ue chain of Thail andos
Copyrights
Intellectual
Property Rights Trademark
Position Resource ) :
Recruitment ) Production ) Promation ) Yale of Co
H F
Hurnan Resource Local and Foreign Media Distributor
-hrtists Record Label -Radio -Whaolesale & Retail
-Producers -hrtist & Repertoire -Television Online Fetail
-Content makets -Lirtists -Printed Media
amagers Corapossts “Wehsites —\
— Showhiz Business
\—J -Cuncert and Dther
events
. Cm Ground Proroter
Publishing Business Fwents
-Back Catalog -Concerts Presenters
Carnpaigns
_— ; ;
\ J Mobile Ringtones &
Bongs Downloads

Source: Fiscal Policy Research Institute

Type of Products

The products of the industry include physféaind digital copies of the album through
wholesale; physical retail and online retail; show business such as performing in concerts and
other# ent s; and selling the fAartistso by using
Songs can also be sold through mobile downloads. Buyers of the content in this part can be
divided into two subgroups: busingssconsumer (B2C) and businessbusiness (B2B). B2C
invol ves al l the products described above exc
the signing of sponsorship deals for the artists where artists will perform in a concert hosted by
the sponsor and not the competitoradvertise the products through commercial advertisement
in various media

Type of IPR involved
Table 74 below exhibits the related intellectual property rights in the activities in the

musicindustry: Every acvity in the music industry is protected by copyrights, which enable the
creators and distributors to benefit from their creations. The creator(s) of the content owns the

3 Physical products include box sets and any other merchandise related to the artists.
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copyrights to the songs. The copyrights to a song cover three parts: the lyriceldly, and

the composition. The owner of the copyrights have the rights to copy, modify, broadcast, sell,
and give control over of the rights to a second party. It is often the case that record labels
purchase the total rights to the song, although, dBpgron the contracts, the composer may

have some ownership. The copyrights which are owned by the record labels are then managed by
the publishing company, which may or may not be a subsidiary of the record label, depending on
the size of the company. A today, there are approximately 1 million songs in Thailand that

are protected by copyrights. Roughly 200,000 of these are Thai songs and the remainder is
international . They are managed by the 20 reg
busiress.** As in the movie industry, in addition to copyrights, the distribution channel of
physical materials such as CDs, VCDs and DVDs is also related to another intellectual property:
trademark. The trademark will help consumers to differentiate works#fefemt producers or
distributors.

Table 74: Type of IRR involved in music industry

Copyrights Patent Trademark| Trade | Geographical
secret indications

Product | Invention Petty
design patent patent
patent

Music ConéentProduction

Show business

Distribution

Digital copies

Physicalcopies

XXX X[ XX

Mobile applications

Source: Fiscal Policy Research Institute

7.2 Assessment of Impact from Piracy
7.2.1 Piracy analysis
Magnitude
The International Intellectual Property Alliance (IIPA) has estimated the 2008 music
piracy rate in Thailand to be 85, with an increasing trend from 2004 to 200@ble 75 below

shows the piracy rate inthemasi i ndustry and the revenue stru
music company, which is responsible for more than 60% of the music sales in the Thai market.

“Figuresofwli eshg®@Kon copyrights, Legal ly -Gpprationeoft i ng Busi n
Thailand Copyrights Collection, Song Copyrights, and GMM Music Publishing International.
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Table 75: Piracy rate and GMM Grammy Revenue structure
Units: inMillion THB, if not otherwise specifiec

Year 2004 2005 2006 2007 2008
Piracy rate 45% 45% 50% 50% 65%
GMM Grammy Revenue from

Recordings 2484 2074 1965 1932 -
GMM Grammy Revenue from

E-Business 255 334.5 367.1 418.7 -
GMM Gram my Revenue from Show

Business 619.7 | 482.709| 1305.8 1768 -

Source: IIPA and GMM Grammy 2008 Annual Report
Types of Infringement

Types of infringement include pirated CDs, illegal internet downloads, and file sharing
which violates the copyrights. Sometimes there is trademark iefriegt when the logos of
companies are used on the counterfeit products. The physical digital copies of albums are the
most negatively affected products by piracy in the music industry.

7.2.2 Effects of gracy on music industry

7.2.2.1Effect on Investmentand legitimate domestic market

The growth of piracy in the music industry has been very rapid in recent years, with the
growth in media channels and technology being one of the most influential factors. Along with
the trend in the global music industry, piracy afedirectly both domestic and foreign
producersd income and income structure in Tha
copies such as CD, VCD, and DVD has been decreasing. The response of the music labels to the
increasing piracy has been to fiscon the products that are more difficult to pirate. In order to
clarify this point, the income structures of
GMM Grammy and RS Promotion (and the only two with information available in detail),
betweer?0062008 is shown and details are discussed below.
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Table 76: Income structure of two biggest music labels in Thailand

2006 2007 2008
miion | | miion | 7000 | Million | %
THB THB THB
revenue revenue revenue
Records, Rights, and Digital
GMM Music Products 2,701.9 |42.1 2,700.9 37.1 2,732.4 | 35.0
Grammy | Show Business 1,305.8 20.4 1,768 24.3 2,129.7 27.5
Media 1,750.7 34.6 2,059.3 28.3 2,373.4 30.4
Total Revenue 6143.5 100.0 7286.2 100.0 7806.1 100.0
Records, Rights, and Digita
RS Music Products 1,136.8 36.2 908.3 36.1 757.9 32.0
Promotion Shoyv Business 561.3 17.9 509.4 20.2 591.7 25.0
Media 1,126.3 35.9 685.2 27.2 644.6 27.2
Total Revenue 3,140.2 100.0 2,515.8 100.0 2,371.4 100.0
Source:GMI Gr ammy and RS Promotionédés annual report. Not all C

From Table 76 above, it can be seen that the total revenue of GMM Grammy has been
i ncreasing, whiJeme HRsSbhedn dezlimogtoveotimedpast twoeyears. The share
of revenue from selling records, rights, and digital products in total revenue for both companies
has been decreasing, possibly due to the effect of piracy on sales. In its 2008 annual report,
GMM Grammy acknowledged that consumers have moved toward digital products. RS
Promotion also stated in its 2008 annual report that there has been a shift from physical product
sales to digital content with CD, VCD and DVD sales decreasing by 27.9% and laligitzess
income increasing by 42.9%. The revenue from show business of both firms grew at 20% and
16% from 2007 to 2008, while the revenue from media grew for GMM Grammy but declined for
RS Promotion

Piracy, more than likely, has played an enormolesirothese changes in the structure of
the Thai music business. Improvement in technology and increases in media platforms have
driven a change in consumption behavior; there is an increasing number of ways for consumers
to be reached diucts, bdihdegallyhadduilledgalty.yThessalgs of records, rights,
and broadcast have gone down significantly in recent years as more and more consumers choose

to consume il l egal products (I FPI &s =estimate
previousy). The downtrend in sales of physical records means many retailers have closed down.
One example is the closing of CD Warehouse,

business, an area which has benefited from piracy as it increases public expdkarartists,

and hence popularity, has been growing rapidble 76 shows that, where the share of total
revenue from selling records, rights, and broadcast betweerZ20®3had been roughly 50% of

the totalrevenue, it declined to 35% in 2008. Meanwhile, the same share for show business,
which had been around 10% of total revenue, increased to 27.5% in 2008.
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As can be seen from the bar charFigure 37 andFigure 38 below, although the GMM
Grammyds revenue i s2005andRA0R0OQraceragerayenyetbéing 6,228 0 3
million baht and 7,168 million baht, respectively), the returns on investment of producing a
record (excluding other related revenue) have worsened as the sales of products have been
decreasing while the cost of production and selling have been increasing (from-3a02603
average of 3,557 million baht to an average of 3,954 million baht in-200%).

Figure37.2.GMM Gr ammy d6s r e®@nue from :
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SourceGMM Gr ammyo6s annual reports.

97|



Figure 38 GMM Gr ammy 6s aver ag e-2005ande2002@07 b e t
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7.2.2.2Effect on Artistic Creativity

Music downloading and other forms of piracy through the growing number of media
platforms have undeniably benefited the music industry in the sense that they have increased the
level of public exposure, hentecreasing the total consumption of music. This is especially so
as regards those signed to smaller independent labels that do not have as much money as the
major labels, to pay for radio broadcast or advertisements. Their music videos are of lower
gualityand are usually not shown on televisidfore public exposure increases the popularity of
the artists which can lead to more income through shows. As some of these artists do not earn
much income through the sale of albums in the first place, their inemukl not be affected
significantly.

In the long run however, piracy undermines the incentive to create and invest in new
music as the occupations of composer or creator of contents become less attractive, and the
producers of the contents earn lessome while still having to bear the legitimate costs of
production. Piracy pays the person who makes pirated copies, not the creator of the content.
Piracy means the creators are not getting their fair share of the revenue from the sales of
recorded musiclt is often the case that the owner of the copyrights and the songwriter get
relatively less pay for the songs being used in shows compared to the income from a good selling
album. An example of this would be a composer who nowadays needs to write aasridhy
successful songs to earn him the same amount of revenue he would have earned from writing just
three successful songs 10 years ago.
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