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Abstract

This article investigates the economic impacts of Intellectual Property Rights of China on its

Competitiveness at Country-Level Perspective. A framework of unit root test, co-integration and

error correction model(ECM) using the Ordinary Least Squares (OLS) econometric technique is

conducted spanning the period 1988-2013.The study reveals that Intellectual Property rights

spurs economic growth and a key driver of competitiveness but has a significant negative long

run functional relationship with competitiveness. Therefore, policies that enhance law

enforcements ability and capacity to detect, investigate, and prosecute Intellectual Property

defaulters are essential and be used by policy makers as a proxy for effective, efficient and

better protection of Intellectual Property Rights in the Policy implication process in China. Future

research direction could be the nexus between the performance of competitiveness sector and

Economic growth in China.



Keywords: Intellectual Property Rights; Competitiveness; China, Global Competitive Index;
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INTRODUCTION

Intellectual Property Right has become a relevant aspect of monitoring and facilitating

sustainable economic growth and development of economies for global competitiveness. None

of the economies in the world, especially the developed economies like the USA, UK and that of

the emerging market economies such as the BRICS have fully developed intellectual property

protection and enforcement mechanisms. It has gained considerable attention to policy

makers/regulators, international development partners in order to fully understand the decision

of optimizing and providing socioeconomic growth and development. The relationship between

Intellectual Property Rights and competitiveness towards economic growth of any economy is

crucial in understanding the dynamics of modern systems of creativity, innovation, Research &amp;

Development. This research therefore does not neglect the implication of innovative practices of

a particular country that is faced with the population growth and low level of awareness within

the context of Intellectual Property Right. Intellectual Property (hereinafter, IP) according to the

World Intellectual Property Organization (WIPO), refers to the creation of the mindset together

with inventions, artistic works, signs, names, descriptions and designs used in commerce which

are featured to be public goods that are both non-rivalrous and non-excludable. This implies that

individual consumption of goods does not reduce the relieve use of it for consumption by others.

Moreover, no one can be efficiently exempted from the good. IP is intricately related to

competition towards trade, industrial growth and economic development. It plays a major role in

the simulation of industrial and commercial growth of companies and thus fosters economic

development. The increasing techniques of innovation explains the improve globalization and

national development of both developing and developed nations. These processes are

enhanced and stimulate the demand of innovation in various disciplines such as

pharmaceuticals and high-technology and thus necessitated the increasing awareness to

generate value for the sustained economic growth and development of economies. IP entails

two categories, namely;

I. Industrial property that includes inventions, trademarks, copy patents, geographic indications

of source and industrial designs.

II. Copyright that includes both music and artistic works such as architecture, sculptures,

photographs, drawings, paintings and designs, literary works such as plays, poems, novels

and films.

IP is property measured which includes substantial and insubstantial assets that fit into a

company's total asset and total resource base whilst Intellectual property Research and

development (R&amp;D) is an expense, since they are direct inputs for innovation. Intellectual

property rights (IPRs) are defined with diverse degrees of accuracy in diverse multilateral
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treaties. However, IPRs are permitted rights given to innovators of intellectual property; as a

result, they are provided to generate a ready private market for what would otherwise be a

public good with non-rivalries and non-excludable characteristics. Knowledge is personified in;

people, new technologies and institutions in ways that has been perceived as a key driving

indicator of economic growth and development. The main forms of IPRs are patents, copyrights,

trademarks and service-marks, plant breeders' rights (PBRs), Sui genesis rights, and trade

secrets.

IPRs facilitate creativity and inventive hard work, but can also create market power and

minimize the spread of scientific advances, which can lead to higher prices for consumers. The

trade-off between competitive pricing (static efficiency) and incentives for innovation and growth

(dynamic efficiency) is examined by economic analyses of IPRs. Consistent with this aspect,

policymaking in this area involves harmonizing these contradictory interests. The protection of

intellectual property rights (IPRs) to mitigate the risk is the major challenge for most companies

to repress when thinking about doing business in China market. IP protection, through patents,

copyrights and trademarks is critical and daunting to ensuring that firms pursue innovation

through its potentials to produce and uphold uniqueness in the marketplace even for a partial

period of time. Intellectual property is of particular relevance to developing economies,

especially the emerging markets and is gradually becoming more outstanding in the human race

as a key commercial asset and a driving force for technological innovation and development. It

is a response to the national infrastructure required for socioeconomic growth, developing

national indigenous technological capacity, and for generating export opportunities in the course

of enhancement of enterprise competitiveness. Strong and effective intellectual property

protection is a decisive factor in promoting technology transfer and attracting foreign direct

investment in certain sectors of the economy. In developed countries, there is a good signal that

IP is, and has been, important for the approval of invention in some industrial sectors, even

though the evidence as to exactly how important it is in diverse sectors is mixed. For example,

evidence from the 1980s indicates that petroleum industries, chemical and the pharmaceutical

were most important in recognizing that the patent system was essential to innovation.

Currently, one would oblige to reckon some segments of information technology and

biotechnology. Copyright has also demonstrated vital for the publishing industries, music and

film. It is however seen that despite efforts made by developing economies and International

organizations towards adopting IPRs, they continue to face low level of acceptance by

Governments in adopting the legal right. In this aspect, a complex and emerging issues arise

and a proper designed of policies arrangement be put in place to facilitate the implementation of

such right in developing economies. Well thought-out as an unexploited resource, China has
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engrossed progressively more investments from abroad. Annual utilized foreign direct

investment (FDI) inflows into China were just above 600 million dollars in 1983(National Bureau

of Statistics of China). By 1990, that amount rose to almost 3.5 billion dollars, and in recent

years, FDI inflows have reached almost 70 billion dollars. In the past, China‟s inflexible

government policies made it difficult for private firms to obtain get funding from the government.

FDI has made it stress-free for private firms to achieve investment funds and thus has played a

key role in the current expansion of China. Therefore, these inflows have encouraged the

productivity of not less than fifty percent of China‟s annual GDP by private firms Poncet et.al

(2007).China is on the threshold of fitting a major technology and IP architect, actualizing white

horses of patents subject to have effect over Europe and the United States of America coast in

the next twenty years empowering China to overshadow important technology areas. This crop

up from the responsiveness inside China (largely missed by foreign observers) of the

indispensable significance of IP to natural resourcefulness jointly with economic growth and

innovativeness of the Chinese. By contrast, the value of intellectual property is being tested at

some deep political levels, particularly in Europe, putting in difficulty Europe‟s competitive base

in its international markets. In the mid-1980s, China popularized its first patent and other IP

laws, to become submissive with the international Berne and Paris IP treaties. In view of the fact

that it has passed further updating laws, its IP laws are of a high quality of global standards.

Lately, it made a further revision of its patent law after a draft international widely consultation.

The IP laws are civil law positioned (analogous to greater Europe) as averse to UK and USA

Common Law. The German Justice Ministry has played an influential role in sustaining advice

and support for this process over the last twenty years. Some of the analysis voiced by US

companies (for example, no “discovery” in litigation) would apply to any Civil Law system and

not just China. Countries to be competitive in the globalized economy, has to accommodate,

sustain and ascertain institutional and certified frameworks beneficial to the notion of knowledge

and its commercialization. Intellectual property rights play a basic role in this view.

Simultaneously, both the production activities of firms and innovation process itself are rapidly

globalizing. This step-up disagreement in terms of managing, protecting and enforcing

intellectual



property



rights



across



borders.



Economic



countries



in



renovation



face



complementary challenges to harmonize into incisive global production networks and to find

their own serration in the more and more global value chains. To be at the top, they need to

acclimatize technological innovations from abroad, as well as entrust high priority in promoting

their own innovative capacities and to move up the value chain over time. Recurrently, IP

regimes have a main role to play in this regard. The World Trade Organization in 1994,
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trumpeted aspects of Intellectual Property Right (IPR) and thoroughly connected it to trade and

economics. The accord also improved the global span of IP protection.

Obsessed with the imperative role of IPR in improving the intensity of intellectual

property protection, promoting technological change and economic growth, becomes very

important. Nevertheless, China being an open economy, IPRs are an essential element

enabling Chinese industries to grow and compete globally, which in turn creates jobs, improves

the economy, and advances living standards. China has turned out to be one of the world„s

leading surplus countries, possessing one of the most substantial foreign exchange reserves in

the world. China is a current member of various multilateral intellectual property agreements,

jointly with the UPOV (Union for the Protection of New Varieties of Plants), Paris Convention,

the Patent Cooperation Treaty, Berne Convention, the Geneva Convention.

Even though the IPR development promotion would prop up the autonomous innovation

of the industry, emulating the advanced technology in other countries to dole out as the

modernization subjects of China is censored. IPR has become more significant than it was a

decade ago as the Chinese economy becomes increasingly driven by exports to other

countries.

In the modern age, Global competitiveness is directly linked to the level of technology in

goods and services. Studies point out that the higher the growth rate of exports, the higher the

level of technology involved in the production of goods and services. China began to build a

trade surplus with many nations based upon its low manufacturing costs in the 1990s. It has

been able to dictate in low-technology/labor-intensive industries and realizes that in order to

continue its growth path in exports, it must move up the ladder into a more technology-intensive

goods and services. To address this issue, China must acquire access to advanced technology.

Indeed, “China, like most nations, encourages exports because it sales contribute to a

favorable trade balance and can earn United States dollars or other forms of hard currency.”

While Chinese companies were content to serve as original equipment manufacturers (OEM) for

foreign firms a decade ago, they have now moved into high-end technology markets, such as

those for cars and regional jets, while seeking to maintain their competitive edge over low-cost

products. Thus, some commentators and pundits suggested that China„s export-driven

economic growth is likely to lead to greater future confrontations with the United States. As

Peter Navarro observed, “any comprehensive understanding of the imminent China Wars needs

commence with this observation: The economic growth of China is export driven; and the

capability of the Chinese to overcome one export market after another, repeatedly in blitz

fashion, stems from their expertise to set the so-called China Price.”
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The aim of the present study is to investigate empirically and analyze the correlation

existing between intellectual property rights and competitiveness towards the transformation of

Chinese economy in attaining the desired output of building an efficient, sustainable and

reasonably thriving society in all respects.

Specifically the study ensure to: (i) determine the empirical relationship on intellectual

property rights and the competitiveness: (ii) suggest strategic measures for improving

intellectual property rights measures in China.

Furthermore, based on the results of meticulous empirical studies about competitiveness

of the global financial markets and its attendant repercussions, it is essential for China to focus

on sound, appropriate and timely economic policy. The study contributes to the existing

literature in the following: firstly, it provides policies that can enhance the foundations in

facilitating solutions to promoting the level of acceptance of IPR in China and other developing

economies, especially in the emerging markets (BRICS), alerting International Development

Organizations that are assisting developing economies in considering viable strategies to adopt

IPR. Secondly, it contributes to the literature by providing an empirical analysis of the current

level of Intellectual Property Rights and innovation towards economic growth in China; this will

provide an understanding of academics, international organizations and policy makers in

stabilizing their economies. Thirdly, it provides a strategy for the development of policies and

regulatory on IP. The rest of the paper is structured as follows. Section two offers a transitory

institutional background followed in section three by literature review. Section four then explains

data collection and research methodology. In section five we present conceptual frameworkpresentation and analyses. Finally, in section six, we provide recommendations and

conclusions.



INSTITUTIONAL BACKGROUND

Country Profile

China is located in Eastern Asia, with its capital city-Beijing and bordered by the East China

Sea, South China Sea, Korea Bay, and Yellow sea between Vietnam and North Korea. The

country has a total area of 9,596,960 square kilometers, divided into a land area of 9,326,410

square kilometers and water area of 270,550 square kilometers. It is smaller in area as

compared to the United States of America. China‟s total land boundaries is 22,457 kilometers

and bordered by Russia to the north east-4139 kilometers, Pakistan-49 kilometers, Nepal-1,389

kilometers, Mongolia-4,630 kilometers, Laos-475 kilometers, Kyrgyzstan-1,063 kilometers,

North Korea-1,352 kilometers, Kazakhstan-1,765 kilometers, India-2,659 kilometers, Myanmar2,129 kilometers, Bhutan-477 kilometers, Afghanistan-91 kilometers and extended to Russia,
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north west-401 kilometers, Tajkistan-477 kilometers, Vjetnam-1,297 kilometers, and regional

borders: Macau-3 kilometers and Hong Kong-33 kilometers. Its current population (2015) is

estimated over 1.4 billion based on United Nations projections with an average annual growth

rate of 0.49 percent in 2013, according to the World Bank.



Description of Intellectual Property Rights in China

China being among the most innovative investors adopted the western intellectual property

rights together with the confirmation of the Accordance on Trade Relations with America (the

“Trade Relations Agreement”) on July 7, 1979. The agreement reads: “each party shall pursue,

under its laws and with due respect to global practice, to pledge to legal or normal persons of

the other party fortification of patents and trademarks alike to the patent and trademark

protection harmoniously conferred by the other party.”In the ensuing year, 1980, China in the

long run entered as a representative of the World Intellectual Property Organization (WIPO) and

in the subsequent four years, 1984, she abruptly turns out to be an affiliate for the protection of

Industrial Property in the “Paris Convention”. This led to China‟s endorsement of basic IP laws

such as the Patent, copyright, unfair competition and the Trademark Act respectively. Before

then, the trade of fake consumer goods is as cost-effective as it is all-encompassing. Yiwu, a

city in China is well thought-out as the capital of counterfeit. According to experts, the probability

of selling fake consumer goods in Yiwu is at least 0.9 or 90 %. The experts further stressed that

Yu Bao Lu, a facility in Yiwu consists of 300 private showrooms, and the entire showrooms are

factories concentrating in counterfeit drugs. “Treasure Street” in Beijing, the capital of China

hosts an outdoor counterfeit market. Honkong‟s Commercial Trading Service Businessman,

Tony Gurka assert that: if a company is convinced that the products are genuine, then either

they are dreadful products or copied. Items that are prey of counterfeiting include Gillette‟s razor

blades, Dura cell batteries, Rolex watches, Head and Shoulder‟s Shampoo and Safeguard

soap. Factually, owner-creators were less protected by Property laws of China as compared to

western laws. Following the Paris Convention of Article 4, the Provisional Regulations

Governing Application for Priority Registration of Trademarks were enacted by the Chinese

government in China to permitting the right of priority to trademark applications surrendered to

the PRC by member countries nationals of the Paris Convention. The Trademark law of 1982

was based on a first-to-file basis. Under this law, registered, trademarks have a life span of ten

years after approval, with a regeneration option of ten years. United States (U.S.) laws, on the

other hand, discard a first-to-file system. The inventor‟s creation is protected as long as there is

evidence that he or she first completed an invention; regardless of the time, they file the

agreement. The Patent law like the Trademark law operates on a first-to-file basis. Article 9 of
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the Patent law reads: “wherever two or more file applications for patent for the indistinguishable

invention-creation, the patent right shall be certified to the interviewee whose submission was

streamed earliest.” Trademarks and patents that are well recognized are protected by the

Chinese laws whilst new or unknown trademarks are complex or unfeasible to protect.

Furthermore, the Chinese laws accepted exclusively socialist flavor most clearly seen within the

confines exerted by the government on the rights approved by the patent and trademark laws.

The patent law of 1984 established patent protection to “job-related invention-creation” to

encourage innovation and to stimulate the growth of science and technology, but it restricted

patent ownership in the work unit, the joint venture, or enterprise. These unique laws were

narrowly tailored and reinforced because they could be used only to “promote socialist legality

with Chinese characters.” The state-run Development Research Centre in 2002 values US$16

billion as the nation‟s counterfeiting industry.

The copyright agreement is the author‟s lifespan plus 50 years, nonetheless, for the

works created by a company or organization, photographic and cinematographic works, the

duration is 50 years for next publication. The PRC adopted and promulgated the Copyright Law

in 1990 and adopted the Implementing Rules in 1991 and revised in 2002. These have given

extraneous copyright holders security for their rights and comforts in the PRC.

The Role of the Chinese Government in sustaining Intellectual Property Rights

The WTO incorporated China as one of its members in December 2001. Just proceeding to

entry into WTO, it took radical steps towards making the fake trade a historic entity so as to

mitigate and eradicate the risk of default in adhering to trade compliance. It is as a result of this

that it passed a lot of new patent, trademark and copyright laws. These laws produced a lead up

restriction source of exploit for victims as they are normally obligatory constitutional costs or

intellectual property violations, provided for greater legal review and strengthen China‟s

intellectual property that would be recognized and secured. Since then, PRC has articulated and

continues to make headway in reviewing, modernizing and adopting new laws in the

implementation of intellectual property rights to end the flow of counterfeit products keeping risk

at a lower ebb to fulfill the WTO Agreement on Intellectual Property Rights on Trade Related

Aspects (TRIPS) and safeguard its own local markets, PRC continues modifying its legal

framework system that will endow with a conducive atmosphere for the socio-economic growth

and development of the country. The PRC Supreme Court is the country‟s premier court and

has remarkably embarked to lecturing and training on WTO courses, rules, statutory and

prudential requirements. Furthermore, Researchers and Senior Legal Officers like judges have

been sent overseas to capacitate themselves in Patent laws and practices in developed
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countries like the U.S. and the United Kingdom. Laws and regulations are being modified, wiped

out, or restored by new legislation if they do not contest to WTO standards. Much attention has

been focused on intellectual rights as the fight against violation continues to wage on. An

established patent by-laws titled “Opinions Concerning the Determination of Patent

Infringement” was released by the Beijing High People‟s Court in 2001. Wang Zhengqing, who

was the court vice-president reaffirmed that the one hundred and twenty nine entries

established as new rules would encompass patent protection to the entire the fields. A reviewed

set of strategies that incorporated the court‟s know-how on deciding intellectual property matters

over the previous era was bestowed in late 2013 by the Beijing High People‟s Court. In the

subsequent year, Guangzhou, Shanghai and Beijing courts were approved as specialized

courts by the National People‟s Congress Standing Committee for IPRs. (World Trade

Organization Website: www.wto.org.).

According to Wang Zhenqing (2006), the Supreme People‟s Court IP division deputy

presiding judge, the new courts are imperative insurgency of the country‟s jurisdictional system

and will stimulate the growth of China‟s evolving industries, (World Trade Organization Website:

www.wto.org.). On November 6, 2014, Beijing opened its doors and established its first

specialized courts encompassing two hundred cases and over twenty-five judges. The

Intellectual Property Court of Guangzhou has ten judges and the hearing cases started on

January 4, 2015 and presently. Moreover, on January 4 2015, the Shanghai Intellectual

Property Court with fourteen judges, which has been the most recently, established specialized

courts started hearing cases. The new-fangled courts give ruling on local and government cases

connected to copyrights, trademarks, patents, technology secrets and computer software as

indicated by the Supreme People‟s Court. To circumvent contradictory rulings and boost gaining

expertise in this vital field, the trial and transitional courts in Guangzhou, Beijing and Shanghai

will steadily surrender rule of intellectual property rights cases to the new courts (Global Times,

published 2014-11-4)

LITERATURE REVIEW

Competitiveness

Competitiveness is a concept of static and dynamic components. It can be referred to as the

ability and performance of a set of institutions, factors and policies that agree on the level of

production to sell and supply commodities of a country in a given market with prosperity on its

agenda. Even though the output of a country determines its capability to endure a pronounced

level of income, it is correspondingly amongst the vital determinants of its returns to investment,

which is a fundamental factor in explaining the growth potential of an economy (Wikipedia).
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