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2005 Focus Report - The Global Beverage Industry Confronts Counterfeiting
Counterfeiting costs the global beverage industry millions of dollars each year and endangers the lives of consumers. A new report from Beverage Marketing Corporation (BMC) addresses the issue, places it in the larger context of counterfeiting and its impact on international commerce, and discusses responses to the practice by beverage companies, governments and international organizations. The Global Beverage Industry Confronts Counterfeiting, by BMC editorial director John Rodwan, also examines the effects of counterfeiting on corporate brand-building initiatives. 
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COUNTERFEITING AND GLOBAL BUSINESS

Overview

Counterfeiting is nothing new, but for multinational corporations as well as consumers, it is a growing problem.  As long as there are ways for unscrupulous operators to profit by counterfeiting successful products or brands and avoiding having to shoulder research and development, marketing, advertising, brand-building and other costs, they are likely to do so.  And as markets expand into previously untapped areas in the process generally known as globalization, the opportunities for deception grow.  Counterfeiting of all sorts of products, including beverages, computer software, medicines, and countless others, has increased rapidly in recent years.  “Counterfeiting has gone from a local nuisance to a global threat,” Hanns Glatz, who handles intellectual property issues for DaimlerChrysler, recently observed to Business Week magazine. 

The threat has wide-ranging implications.  It has significant ramifications for the companies whose products are being counterfeited.  Although estimates of the scope of counterfeiting vary, there is no doubt that a sizeable percentage of the merchandise entering global trade is counterfeit.  Moreover, increases in the quantities of counterfeit goods seized at borders indicate the practice is growing.  Consequently, companies are losing sales to fraudulent traders on the companies’ brand names. 

The companies are hardly the only ones affected.  Counterfeit goods are designed to resemble the products they imitate; they are not made to perform like the originals.  Thus, counterfeit goods are likely of lower quality, which means some counterfeit goods can be exceptionally dangerous.  While this may not be a great concern with widely copied goods such as T-shirts, sunglasses and handbags, it is of utmost importance when it comes to products like food and beverages, pharmaceuticals and automobile parts, among others.  Reports have been and continue to be made of deaths and injuries resulting from the use of counterfeit goods. 

Moreover, counterfeiting can cost economies jobs and tax revenues.  Like illegal drugs, an illicit industry thought to be of comparable size, counterfeit goods are often – but not always – sold on the black or “grey” market.  Thus, they can affect tax revenues.  Their proliferation may also prompt companies to decide against or reduce investments in research and development in countries that do not enforce intellectual property and anti-piracy legislation. 

Further still, counterfeiting by definition is criminal activity, and some of the more developed operations have ties to organized crime as well as global terrorism.  For example, Interpol reports that funds from pirated compact discs in some areas have financed the activities of terrorist groups in the Middle East, while North Korea has ties to fraudulent cigarette sales.  The first attack on the World Trade Center, in 1993, was…

CHINA’S COUNTERFEIT COMMERCE

When it comes to counterfeiting and piracy, China is the business community’s bête noire.  The country is widely believed to be the source of nearly two-thirds of the world’s counterfeit and pirated goods.  In 2004, approximately 63% of seized counterfeit goods in the U.S. originated in China, according to the Customs Service. 

A report in the 27 July 2005 Wall Street Journal sees China’s position as the leader in fraudulent commerce as linked to its transition from a command economy to a market economy.  “Until the end of the Cultural Revolution, most Chinese were bereft of all but the most basic and crudely crafted products,” write Geoffrey Flowler and Jonathan Cheng.  “The shift to a free market beginning 20 years ago brought a flood of new goods.  It also ushered in a Wild West atmosphere in which greedy companies and weak regulations have left shoppers awash in counterfeit, defective and sometimes fatally unsafe products.” 

Fakes produced in China include everything from computer software, clothing and compact discs to motorcycles, car parts, cigarettes and golf clubs.  For example, an estimated 92% of software used in China is pirated.  Each year, 190 billion counterfeit cigarettes are manufactured in China, many of which are shipped to European markets.  Factories there, according to Business Week, can copy a new model of golf club in less than a week and make a copy of a Honda motorcycle for less than half the cost of an original.  Counterfeiters have also become adept at duplicating various security devices – such as holograms and identification tags – that were designed to prevent copying. 

China is not merely the site of much counterfeiting; it is also its victim.  According to the International Chamber of Commerce’s Counterfeiting Intelligence Bureau, China suffered the most significant losses of life from fake goods in 2004, including numerous deaths from counterfeit milk powder and distilled spirits.  In 2001, 192,000 people died from fake drugs, according to a news report cited by Professor Michael Blakeney. 

In cases where Chinese consumers have died from counterfeit products, the government has responded, often with strong sentences for those found to be responsible.  However, when foreign brand owners were affected by counterfeiting, China has tended to be lenient.  Some observers believe this selectively lackadaisical approach could change as more China-based business feel the impact of counterfeiting. 

Companies and trade organizations around the world regularly urge national governments and international bodies to pressure China to comply with standards regarding intellectual property rights, including trademark and copyright, and to enforce rules regarding counterfeiting and piracy.  Some have called for action by the World Trade Organization.  


