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ABSTRACT

The harmfulness of counterfeiting to sales of genuine goods aside, this paper will focus on the
effect counterfeiting has on the brand value of the counterfeited brand. The empirical results
indicate that counterfeits allow the consumers to delink the brand from the product, making the
general anti-counterfeiting strategies pootly adjusted to this reality. The challenge for the brand
owner is to assert the brand related rights in a way that supports, and even enhance, the profit
potential of the brand. Hence, the brand owner must understand customers’ value expetiences
of the brand, consumption patterns and consumers’ purchase choice criteria regarding
counterfeit branded goods.

Based on my experience at Nokia Brand Protection, this paper will elaborate to what extent
counterfeit is harmful to the high end luxury brand Vertu of Nokia and the low end mobile
enhancements brand. Conclusively, the main purpose of this paper is to serve as a facilitator in
this process of insight, by presenting a thorough analysis of available consumption studies, and

providing a model for efficient targeting of anti-counterfeiting activities.

SWEDISH ABSTRACT

Bortsett fran skadan som tillfogas férsiljningen av dkta varor kommer denna uppsats att
fokusera pa den effekt som plagiering (counterfeiting) har pa virdet av ett plagierat varumirke
(brand). De empiriska resultaten indikerar att existensen av plagiat tilliter konsumenten att
separera varumirke fran produkt, och pé sé sitt géra dagens varumirkesskyddsstrategier
(anticounterfeiting strategies) illa anpassade till denna verklighet. Utmaningen f6r varumairkes
dgare dr att anvinda de varumadrkes relaterade juridiska réttigheterna pa ett sidant sitt som
stodjer, och till och med forstirker, varumirkets vinst potential. Varumirkes dgaren behéver
alltsd forsta konsumenters virde upplevelse av varumairket, deras konsumtions ménster, och
konsumenters kdpkriterier rérande plagierade produkter.

Baserat pd mina erfarenheter frain Nokias Varumirkesskyddsenhet (Brand Protection) kommer
denna uppsats utforska till vilken grad plagierade produkter dr skadliga f6r hog status mirket
Vertu och lig status produktkategorin mobil accessoarer. Sammanfattningsvis, 4r huvudsyftet
med denna uppsats att underlitta i denna omstillning av varumirkesstrategi, genom att
presentera en analys av tillgingliga konsumtionsstudier, samt att erbjuda en modell f6r effektivt

urval av varumirkesskydds aktiviteter (anticounterfeiting activities).
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LIST OF ABBREVIATIONS AND DEFINITIONS

For the benefit of the readers, 1 have included a short definition of some of the specific notions which we come
across in this paper.

“Backdoor production” products that are produced and branded without license. This offense also
includes patent infringement, as the producer’s manufacturing license is limited to the right to
produce a certain quantity of the licensor’s products, any additional production is considered as
infringement of the Licensor’s property rights.

“Brand’ is a mixture of attributes, tangible and intangible symbolized in a trademark, which, if
managed propetly creates value and influence.” In addition, the brand could represent many
things at the same time. The brand could be the symbol of a corporation, a country, a lifestyle, a
person, a product. The brand is more than the distinctive symbol used in marketing to attract
customers; it represents the customer promises of a certain value experience that the customer
is supposed to enjoy when consuming the brand. From a management point of view, the brand
is the ways of governing the relation with the company on the one hand and on the other hand
the audience, whether it might be the employee, investor, business partner, regulatory
authorities, competitors, or consumers.

“Brand Equity™ a set of assets, and liabilities, linked to a brand’s name and symbol that adds to,
ot subtracts from, the value provided by a product ot setvice to a firm and/or that firm’s
customers.’

“Counterfeiting” 1s used in this paper used in the broadest sense if not stated otherwise, and
encompasses trademark infringing goods, as well as copyright infringements, copying of
packaging, labeling, and any other distinctive features of the product. I have chosen to use the
notion “true counterfeits” as a more narrow definition, used in relation to product types that
involve a troublesome deviance in quality of performance of the product in question, e. g. low
quality counterfeits and non genuine products that potentially are safety hazardous. Hence, the
more narrow notion does not include backdoor production/overruns, inbox-stripping, outbox-
enhancements, and high quality counterfeits as they are assumed to not influence the value
expetience of the desired customer to a significant degree.

“Intellectual Capital™ value adding intellectual property. Put more elaborative, intellectual capital is
the refinement of intangibles, through the stages of intellectual assets, intellectual property and
finally, of intellectual capital. According to Professor Ulf Petrusson of CIP, Intellectual capital is
value adding, useful, intangible property, taking on a more functional view rather than the
traditional accounting based perceptions (Stewart, Sullivan, Edvinsson) of capital as “hidden
assets” of the firm’s balance sheets.

“Inbox: enhancements”: the enhancements that are included in the original product box of the
handset.

“Tnbox stripping”: This activity is when a person strips the inbox, the packaged product offering,
from inbox enhancements. These enhancements are then offered separately and the original
packaging is discarded and the handset is repackaged, under non complacent terms with the
contractual relationship with the right owner firm. This act includes copyright infringement,
breach against any repackaging license, trademark infringement, etc.

2 Quoted from the glossary site of Interbrand’s website Brandchannel, http://www.brandchannel.com/education_glossaty.asp

3 See Aaker; D. A., (1996), Building Strong Brands, The Free Press, New York.



“Incremental sales” Units of the product sold to distributors, retailers, or consumers through the
efforts of Brand Protection above the amount that would have been sold in the absence of the
Brand Protection team.

“Mobile Enbancements” or “Enhancements™ The Mobile enhancements Product portfolio includes
two groups of Accessories, Basic Accessories including batteries, jewelry, covers, connectivity
cables, carrying cases, memory cards, data cables, fixed car chargers and car holders and Headset
accessories including wired, wireless and loop sets. Then the third product category is
Peripherals including input/output devices, and the fourth product category includes car
phones, handset integration products, plug & play, and car kits.

“Outbox enbancements”: in contrast to the Inbox enhancements, an outbox enhancement is an
enhancement that is not included or offered in the handset box. Outbox enhancements ate
purchased individually from any handsets.

“Value™ in marketing terms is customer specific and subjective to each customer. It represents
the perceived benefits that customers believe they will receive from ownership or consumption
of a product or a service (or as we shall learn) or a brand.
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1. INTRODUCTION

This chapter outlines the background to this paper and presents the purpose behind the initiation of the Nokia
brand protection projects which I experienced as summer intern and later in the autumn as a Master Thesis
student.

Over the recent years, the tone of the public debate has hardened. It is marked by a speech
given Friday 29" of September titled A Time of Reckoning' before the U.S. Chamber of
Commerce, NBC Universal chairman and CEO Bob Wright said the threat piracy poses to the
country's economic security was neatly equivalent to the threat terrorism poses to the physical
security of the U.S. He further said that: ".A¢ risk is every sector of the economy where creativity,
innovation and invention drive the creation of economic value and high-wage jobs. .. If we do not step up our
¢fforts to protect the foundation of future economic growth, our nation and our children bave a bleak future. This
issue needs to be moved up on the agenda of every business leader, every trade organization and every congressional
office.”

Then, what is this economic terrorism? A layman’s definition of counterfert would be plagiarism ox
a fake, 1.e. an imitation usually made with the intent to deceive the customer of the content or
origin, by free riding on the original brand owner’s good reputation. According to the
Agreement on Trade-related Aspects on Intellectual Property Rights’ (the TRIPS Agreement),
counterfeiting and piracy is defined as follows:

> Counterfeit trade mark goods shall mean any goods, including the packaging,
bearing without anthorization a trade mark which is identical to the trade marfk
validly registered in respect of such goods, or which cannot be distinguished in its
essential aspects from such a trade mark, and thereby infringes the rights of the
holder of the trade mark in question under the law the country of importation.

Pirated copyright goods shall mean any goods which are copies made without the
consent of the right holder or person duly anthorized by the right holder in the
country of production and which are made directly or indirectly from an article where
the mafking of that copy wonld have constituted an infringement of a copyright or a
related right under the law of the country of importation.”

The word counterfeit is for the most part used to describe forged currency or documents, but
can also desctibe clothing, software, pharmaceuticals, watches, or any other manufactured item,
branded without proper license. What is more interesting is that a number of activities, such as
legitimate parallel trading and factory over-runs, have in the business arena been accepted to be
included in the concept of counterfeiting, as a result of a successful lobbying from trademark
owners.

The author does not contest the harmfulness of counterfeit branded goods; on the contrary, 1
am of the opinion that free riding a legitimate trader’s good reputation is indeed a bad thing.
Counterfeiting does hit the brand ownert’s sales and the brand reputation, which in the long
perspective translates into decreased brand value. The indirectly damages to the brand owner
includes such as increased enforcement costs and erosion of customer goodwill. In the same
vein, the retailers in the counterfeit transaction chain will also suffer from the trade of

4Address by Bob Wright, Vice Chairman, GE, and Chairman and CEO, NBC Universal, Delivered to the attendees of the third
annual anti-counterfeiting and piracy summit: Threatening Health, Safety, and Jobs: The True Cost of Counterfeiting and Piracy, at the U.S.
Chamber of Commerce, Washington, D.C., September 29, 2006,

http:/ /www.iccwbo.otg/uploadedFiles/BASCAP /Pages/ timeofreckoning-bobwright.pdf

5 See Article 51, TRIPS Agreement.



counterfeit as they are likely to see more products returns and loss of goodwill. Society will take
a hit in form of loss of tax revenues and jobs, worsened competitiveness of the affected industry
etc. Moreover, the consumer’s experience and perceived value of the brand will also be affected;
in which way we do not know how, yet. The consumer is the final part of the counterfeit
transaction chain, participating either as a victim, unknowingly of the fake product, or as an
accomplice, making conscious choices to purchase known or suspected counterfeit branded
goods.

The harmfulness of counterfeiting to genuine goods in terms of decreasing sales aside, this
paper will make an effort to paint the picture using scales of grey, and refrain from merely a
black and white perspective. This paper will focus on the effect counterfeiting has on the brand
reputation of the counterfeited brand, notwithstanding the fact that high levels of sales
contribute to a high brand value. In particular, this paper will elaborate to what extent
counterfeit is harmful, the interesting point being the substitution degree of counterfeit branded
goods to genuine goods and in which ways the targeted customers’ value experiences are
affected. The substitution degree, i.e. to the extent that consumers’ would knowingly purchase a
range of counterfeit goods, is interesting as it mirrors the peoples’ value expectations and value
experiences of a certain offering,

“Who steals my purse steals trash; ...
But he that filches from me my good name

Robs me of that which ... makes me poor indeed.”
Tago in William Shakespeare’s Othello (111, iii)

The above cited work gives you as a reader a flavor of the duality of the branded product; on
the one hand there is a physical purse, and on the other there are a symbol of trust and respect.
What Iago gives expression to is that his name carries more importance and holds greater power
of communication than the physical product. In this scenario, the value comes from lago’s
name that symbolizes a certain set of moral values, which altogether reduces the material
product’s importance as a value proposition. The duality of the intangible asset of the brand
implies that for an effective control of the brand, a brand owner should also relate to the
consumers’ perception of the brand, which is also true in the brand control phase as it is more
efficient to limit the level of control to the amount that a particular set of circumstances
demands.

The criminalization of intellectual property rights infringement rests on the assumption that
harm to the private property represents harm to society at large.” This paper is to test this
assumption to see whether it stands for the intellectual property of the brand — the author’s
assumption is that it is not:

[Hypothesize 1]
There is a disparity between the harm to the intellectual property of the brand and

harm to the perceived image of the brand (i.e. society). In other words, the author
assumes that there is a duality of the intellectual property brand, in which case the
IPRs might be infringed but the brand itself miight not be as harmed.

Ergo, the challenge is for the brand owner to assert the brand related right in a way that
supports, and even enhance, the customers’ value experiences of the brand. Thus, the brand
owner must understand consumption patterns and consumers’ purchase choice criteria
regarding counterfeit branded goods. As a facilitator in this process of insight, this paper

6 See Firth, A., (1995), Application of criminal law to intellectnal property”, in Loveland, 1., ed., Frontiers of criminality, L.ondon, Sweet &
Maxwell.



presents a thorough analysis of available consumption studies, and a model for efficient
targeting of anti-counterfeiting activities is provided.



1.1 Background

I first got in contact with the issue of counterfeiting this past June 2006, when I was to live and
work for Nokia in Helsinki for a period of three months. My mission was to perform an
internship project for the Brand Protection team, within the Nokia IPR portfolio. This paper,
my Master Thesis project, is a continuation project of the study I performed for Nokia this past
summer. The internship project concerned the value creation of the brand protection function
within Nokia. The thesis is a continuation project, but with a new and exciting twist to it;
whereas the internship served as a comprehensive introduction to the complex subject of brand
protection, the thesis project has provided an opportunity for the participating actors to further
reflect and represents a more balanced approach to the threats and opportunities of counterfeit
and imitative products. In addition, the internship project was a commissioned project for
Nokia, whereas this paper is performed on a general level so to achieve greater representatives
and a wider circle of audience.

1.1.1 The internship: Developing a framework for attributing monetary value to the
Brand Protection function

The internship with Nokia Brand Protection circled around the performance of a valuation
study during the period of June-August 2006. The focus of that study has been to attribute a
monetary value to the combined activities of the Brand Protection team. In other words, I faced
the challenge to estimate the value contribution of the Brand Protection team, consisting in two
branches: the IPR branch, including the registration, opposition and clearance of Trademarks,
Designs, Domain names, and the Anti-counterfeiting branch.

My mission was to construct a framework which I could later perform a monetary valuation of
the value contribution of the Brand Protection team. My mandate was very wide in scope, a
responsibility which I took with excitement and an open mind. I choose to focus on making
their value contributing process visible and understandable to the internal organization at Brand
Protection. I believed that a first target would be to level the playing field and reach the same
speaking terms. In the same vein, I clarified the brand protection function’s role in the bigger
picture of how brand value is created and governed, by using a, to me, familiar concept of the
refinement process of Intellectual Capital. Since I now had come to understand what objects of
value that the team generated, the second phase consisted in getting familiarized with the
phenomenon of counterfeiting, the disposition of market channels, and internal company
politics such as disposition of power and reading up on the Nokia product portfolio. When 1
entered into the third phase of the study, now knowing my way around the characteristics of
counterfeiting, Nokia’s organization, product line, and disposition of revenues, time had come
to revise existent economical valuation methodologies in order to find a suitable framework. My
studies led me to believe that there were no complete valuation frameworks out there, which did
not leave me with another choice but to modify the flora of analyzed methods in order to
construct one myself.

The internship resulted in the Market defense valuation tool, which I hope is a suitable tool,
considering the importance of being able to value of the management function’s contribution to
the organization. To my great joy, Ms. Hellsby of KPMG:s IP division validated the model in
November, after thorough analysis. Further scenarios were included and facts were doubled
checked.

1.1.2 The thesis project: A balanced approach to counterfeiting

This paper is my contribution to the discussion of the harmfulness of counterfeiting and the #ue
value for the brand owning companies to fight this phenomenon for the benefit of their
customers. What I offer is a mere complement to the body of studies to this end. In line with



the purpose of complementing the predominant perception of counterfeiting, I have made
problem identification with the objective to illustrate the complexity of the issue, see below.
Through the process of the internship and the following reflections during the thesis project, I
have come to identify problems that restrain the brand owning companies from realizing the full
potential of the value creation of their brands.

First, the discussion of the economic impact of the prevalence of counterfeit-branded goods in
the international community is troublesomely one sided and unfortunately too generalized. The
discussions treat the counterfeit phenomena as something inherited in the market system and as
a symptom of market failure’. Moreover, the economic impact of the counterfeited goods is not
adjusted to the accurate substitution degree, or with respect to the particular brand positioning
of an affected brand.

Second, in the context of anti-counterfeiting strategy, the brand is not treated as the intellectual
assets as it is; the brand is dependent on the perceptions and relation of consumers. There is
little, if no, connection with the anticounterfeiting activities and the emotional relation to the
brand customers. It is the authot’s opinion that the targeting and the priorities of anti-
counterfeiting measures should reflect the impact counterfeited products have on the brand’s
target customer and not merely potential sales figures and hypothesized consumers. If the brand
owners would shift focus from sales to a consumer oriented standpoint, the difficult correlation
between anti-counterfeiting success and increased sales efficiency would in fact be overcome to
a satisfactory degree.

Third, talking about counterfeiting one cannot ignore the evident issue of economic disparities
that serves as a backdrop to counterfeiting in the low cost labor areas. The economies of today
rely heavily on the multinational interests where the information is a valuable commodity. It is a
fact that the fastest growing industries in the industrialized world are the ones that base their
global competitiveness on serious investments in information embodied in software,
pharmaceuticals, biotechnology, entertainment, electronics and communication technology. It
has been presented® that it is in the interests of the western wortld, which are the primary market
for the manufactured goods that it is in the best interests of the international community to ensure
the protection of strong intellectual property laws which have international scope and supported
by effective enforcement. Moreover, the business models of high tech manufacturers are based
on effective resource allocation, which is perceived requires by default, outsourcing of
production to low cost labor countries, predominately China. At the same time, new technology
brings means of ease of copying and lucrative opportunities of a global market to trade the
products in. Conclusively, the manufacturers expose themselves to an increased risk of
counterfeiting and piracy.

Fourth, when protecting a brand, it has to be taken into account that whereas the legal
trademark right is created by an authority’s decision, brands are created in concert with
consumers and competitors over time. This implies that the brand is better defended not on a
case by case basis but from a long term strategy aligned with business model and consumer
perceptions. Hence, the mechanism of consumer perceptions is a dimension of the holistic

7 See Grossman, M., and Shapiro, C., (1986), Counterfeit-Product Trade, Working Paper no 1876, National Bureau of Economic
Research.

8 A rather strong expression of this standpoint is made by B.A. Lehman (1996) in Intellectual Property: America’s competitive advantage
in the 21st century, Columbia Journal of World Business, nr 6, at page 6. Mr. Lehman, Assistant Secretary of Commerce,

Commissioner of Patents and Trademarks and Chair pf the Information Task Force, argues that “In the next century, U.S. economic

growth and compelitiveness will be determined by the extent to which the United States creates, owns, preserves and protects its intellectnal property, and
the extent to which the federal government can foster economic growth by creating incentives for private sector investments in research and development,

promoting stronger intellectnal property protection abroad, reducing barriers to trade and serving U.S. business interests throughout the world.”




brand protection strategy that is missing, or in best cases, under represented. However, I have
reasons to believe that this limited perspective has its roots in the incomplete perception that
the brand owning companies have of themselves. My experience from Nokia is that generally,
the organization thought of itself to be a sales driven organization. I am sure that it is correct, as
the bottom line is the entrance fee in the game of business. My Brand Protection Director
expressed interesting concerns that their value contribution was over shined by the performance
of the sales organization. Her concerns are worth to be taken seriously, as it gives expression to
a bigger problem that that of identifying the added value of a business department; Nokia’s
(which I am sure they are far from alone to have this perception) self image as a delivered of
value is to some extent blurred by the sales perspective.

These issues, provide the brand owner with two major challenges; one, to get a thorough
understanding of how the consumer consumption of counterfeit branded goods influences the
petceived brand value, and secondly, to align their brand protection strategy to this new insight.

1.1.3 Initial discussions

The initial discussions with Nokia centered on how Nokia worked with the issues of efficient
protection of the brand and with whom they interacted within the Nokia organization in order
to jointly design and validate the Nokia brand. These discussions resulted in the chapter of the
intellectual capital of the brand protection team, how they create brand equity, which was
conceptualized in a model I named the Brand Equity Triangle. When I came to the Brand
Protection of Nokia this summer, I soon faced the mythical perception of the brand that was
dominant on the IPR department. There was a limited understanding of the brand building
process: How to build it? What it was worth in practice? It is true that almost everyone knew of
the agreeable valuation the Nokia brand have had from Interbrand rating being the 6™ most
valued brand in the world (i.e. 2005 $ 23 B and in 2006 $ 30 B). But few knew how the legal
creation and safe guarding of the brand brought value to Nokia. Even fewer knew how the fruit
of the Brand Protection team influence the ratings of the Interbrand model.

Moreover, the director of brand protection was concerned to find a measurement method
which in a non arbitrary way explained the correlation between an increase of sales and an
efficient brand protection effort, as opposed to previous attempt which did lead towards an
explanation where the increase of sales was due to more efficient sales methods.

The director also was clear to point out the importance of the valuation study respected the
uniqueness of the brand protection team, as it is a function which supports primarily the
business units; thus, the success of the anti counterfeiting measures are determined by the
effects that the business people consider in their decision making.

This contributed to the fact that the Brand Protection team had difficulties in conveying their
importance for Nokia’s business and thereby did not have the role their value contribution
actually earned them.

Furthermore, I felt that the understanding of the targeted brand customer was limited at the
anti-counterfeiting department. In the trademark planning process, there were an evident
understanding of the behavior and preferences of the targeted customers. From what 1
observed from my time at the Brand Protection team at Nokia, the Brand Management function
provided the IPR branch with support regarding the first two stages of brand building, i.e.
trademark planning process and the trademark implementation process. Conversely, it was not
in Brand management’s task to research consumer behavior of brand and product
counterfeiting, nor was it in their line of duties to provide support to the Anti-counterfeiting
team as to which brand infringement would be a priority from a brand image perspective.

I have tried my best at incorporating these concerns in the process of designing the framework
for which the brand owner can apply to make her anti-counterfeiting strategies incorporated to
the insights of studies of consumer consumption of counterfeit branded goods.



1.2 Purpose and Methodology

The main purpose of this paper is to shed some light on the phenomenon of counterfeiting and
imitative products with regards to the effects it has on consumers, brand value and
consequently, its’ implications on the anti-counterfeiting strategy of the brand owner. It is the
authot’s objective to give substance to the hypothesis that there is a disparity between the harm
to the private property of the brand and harm to the perceived image of the brand (i.e. society).

This study is limited to consumer electronics, the high end luxury Vertu brand and its’ CDM
business model and the low end accessory brand Nokia and its’ volume based OEM business
model. HMustrative examples will be taken from the fast moving consumer goods (“FCMG”),
which leaves out pharmaceuticals, auto parts, etc. This study will be directed to brand owners,
but will consider the important aspects of consumer behavior, strategic brand management
(including legal issues). The legal relevance of this paper consists in the importance for the legal
practitioner to truly understand the consequences of her legal decisions and of the interrelations
of consumer behavior and the value contribution of an intellectual property.

Hence, this paper will make an effort to unveil the true value of fighting counterfeiting by
presenting a balanced picture of the demand-side of this phenomena and second, present a
management targeting tool (#he Consumer centered anti-counterfeiting targeting tool) to aid brand owners
to value and select their anti-counterfeiting activities from a consumer conscious, strategic point
of view. This management model will be based on an analysis of conscious consumer
consumption of counterfeit branded goods, put forward by theoretical studies and supported by
several empirical studies, chiefly Block, Bush & Campbell 1993; Cordell, Wongtada &
Dieschnick 1996; Gentry et al. 2000. As will be presented in this paper, the conclusions of these
analyses of consumer consumption of counterfeit branded goods will constitute the bedrock of
the next part; i.e. how consumer behavior and responses to the presence of counterfeits in the
market influences the consumers’ perception of the brand’s social value and brand loyalty. This
part of the paper will be supported by empirical observations of consumer perceptions of a few
chosen brands in the fast moving consumer goods industry (FMCG), which have useful traits of
being victims or winners due to effects similar to those of counterfeiting.

All in all, the paper will conclude by drawing together the créme de la créme of previous parts by
presenting a discussion regarding how this may or may not affect the brand owning companies’
brand protection strategies.

The development of this targeting tool is based on the assumption that the brand control stage
of a brand owning company is not carried out in harmony and with respect to lessons from
consumer purchase choice criteria and brand theory. This paper argues that it is not enough to
have two thirds of the brand building process (the planning and implementation part) aligned
with marketing theory. It is true; even so for legal remedies to have the desired effect, they
must be linked and founded in consensus with the stakeholders. The brand owner has to
develop an understanding of consumer behavior in relation to the final stage of brand building;
how to control the brand in the market, i.e. learn to foresee how ones’ brand is perceived and
affected by consumers in a counterfeit culture as ours.

The method I have used to perform this analysis is based on my experiences when I was as a
summer intern 2006 at the Brand Protection team in the IPR department of Nokia Corporation.
During this summer I worked closely with brand protection strategies and the coordination of
the global anti-counterfeiting strategy of Nokia, though from a European-Middle East- Africa
perspective. In order to accomplish my purpose, I have dedicated a substantial part of this paper
to presenting the undetlying marketing theories of consumer behavior and effective brand
building, and to get these theories in the context of counterfeiting I have used complementary
articles, taking on a qualitative analysis. Since the purpose of this report is to study the effects on
the perceived image of the brand subjected to counterfeiting and its’ implications on anti-



counterfeiting strategy, I have put emphasize on marketing research regarding consumer
purchase choice patterns. Additionally, I have studied brand protection strategy in general and
have used my experiences and impressions from my experiences with the brand protection team
at Nokia Corporation to design the management tool provided in this paper.

1.2.1 Research questions

As the purpose of this paper is to give a balanced view of counterfeiting and its’ effects on
consumer perceptions and the brand owners’ business, I need to further elaborate on five
question areas. It is my firm belief that by exploring the answers and reasons for these questions
will help the brand owner to understand the "real" cost of counterfeiting to the brand owner’s
business.

Question area 1:

How does the brand contribute valne to the company, consumer, and society?

Firstly, I must unveil the value of a brand in order to see how to make use of it in business and
hence protect it.

Follow up questions: Moreover, how does counterfeiting affect the brand owner’s business? When would
counterfeiting be positive for the brand owner’s business? When wonld it have virtually no impact? When does it
have a major impact?

The objective with this question area is to show how the brand contributes value in the Mobile
phone industry in order to assess the implications of counterfeiting. Moreover, with regards to
the follow up questions, for the sake of innovative research I have to keep my mind open and
look outside the box in search of new possibilities.

Question area 2:
How can a brand be controlled? In particular, how does the control dimension of the brand allow it to play a
Strategic role in the business model?

The objective with the following section is to show how the brand contributes value in the
Mobile phone industry in order to assess the implications of counterfeiting. As previous section
elaborates on the brand being a symbol of available means to govern the value creating process,
realized by the business model in place; the objects of study for this question area is the high
end luxury Vertu brand and its’ Customized Design Manufacturer business model and the low
end accessory brand Nokia and its’ high volume based Original Equipment Manufacturer
business model.

Furthermore, I am interested in the effect counterfeiting has on the brand value of the
counterfeited brand, which is why next question area must be sorted out. Therefore I will study
how anti-counterfeiting activities are designed in general, after which I will introduce this model
with the subsequent findings from studies of the mechanisms of consumer behavior.

Question area 3:
What are the mechanisms of consumer behavior that forms the basis of purchase decision? What are the drivers
of purchase, and drivers of satisfaction?

This area allows me to elaborate on the undetlying reasons for the existence of demand for
counterfeit products and most importantly, what cues are the fulfillments of the consumers’



purchase objective. This area has an important role in the evaluation of the fulfillment of
consumers’ expectations. Moreover, knowing how consumers’ react to certain features, allows
me to foresee the consumers’ reaction towards counterfeit products of various quality.

Question area 4:
How do counterfeiting and the presence of imitative goods affect the consumers’ perceived value of the counterfeited
brand?

Follow up questions: Which types of consumers are there and how are they affected by the presence of
counterfeit branded products and the consumption of said goods? How does the consumption of counterfeit branded
goods affect the desired brand image (brand vision/value experience) amongst the targeted customers (“brand
loyalists”)?

When studying consumer group of the Counterfeit apt consumers, it is extremely interesting to
hypothesize if and how the Brand Loyalist group, may or may not be affected by group number
ones consumption of countetfeit-branded goods. To the best of my knowledge there are no
studies of this interrelation, I have chosen to briefly observe how the value of Fast Moving
Consumer Goods (FMCG) have devalued and studied the underlying reasons, in order to be
able to draw parallels to the case at hand.

Question area 5:
How do the insights of the mechanisms of consumer behavior in a connterfeit culture affect the design and assertion
of brand protection strategies?

In order to make an illustrative point and produce some tangible result, I have to put these
questions in its context and consider:

*) The brand value for VERTU mobile phones and Nokia mobile enhancements in general and
at Nokia;

*) Brand Protection team’s contribution to value of TM, design, etc. to brand value in general/at
Nokia; and,

*) Brand Protection team’s contribution to value of TM, design, etc. to brand value in mobile
phones in general/at Nokia.

Follow up questions: What is the preferred definition of “connterfeiting” in the company '? How do the
brand owning companies use this concept normatively, in the line of their communication? How does this affect
how counterfeiting is perceived by the community?

How is the Brand VValue concept constructed and maintained by asserting the brand owners’ legal rights? What
aspects of consumer consumption are included in the brand protection strategies?

How is the support structure in a brand owning company organized? Is there cooperation between the “legal”
assertion team and the brand management team?

After this section I will raise some interesting points of the alignment of the selection and
targeting of anti-counterfeiting actions with brand theory and insights of consumer behavior.
These conclusions will be encompassed in a tangible targeting model, provided at the back of
this paper.



1.3 Delimitations

This paper focuses on the third stage of the cross functional process of governing the brand
building, i.e. focused on the structural control over the brand, look and feel, traits, etc. the
desired image.

1) Brand planning, and selecting
Since before, the design and selection process of a suitable brand, and its” constituting
IPRs has previously been aligned with brand theory and legal requirements.’

2) Brand implementation
This stage of the brand building process requires a correct usage of the trademark and
brand attributes in the enactment of marketing, communication, etc.

3) Brand control
The brand control stage includes the assertion of legal rights one, in a defensive, static
way, making the brand secured by so called static property right: i.e. the right to fence
off competitors, infringers and misuse; and second, as a dynamic property right, part of
claiming and building new business constructs which the brand owning company can
claim ownership to and reap the benefits of.

Influenced by my experiences at cell phone manufacturer Nokia I have chosen to limit this
paper to discuss the effects of counterfeits of the mobile phone market; excluding
pharmaceuticals, auto parts, currency, or the FMCG industry. However, I will use examples
from the FMCG product category to illustrate the point of the relation of customer perceived
value in a counterfeit context. This limitation is motivated by the fact that I want to make a
good report with valid arguments and conclusions, and the issues surrounding counterfeit
pharmaceuticals is of another dimension than those of electronics, notwithstanding the potential
safety hazards there are with batteries. The differences consist in completely different regulatory
landscape, e.g. it is stated in law that the parallel importer of pharmaceuticals has the right to
repackage the medicines.

This paper will briefly touch upon the financial value that brands have for their company, if
managed successfully. I have chosen not to dig deeper into this aspect of brand as a valuable
business asset, but for the interested reader I kindly refer you to the excellent site of Interbrand,
http://www.brandchannel.com; http://www.interbrand.com. On the same topic thete are an
admirable bachelor thesis paper on the subject of brand valuation, please see Samuelsson, J., and
Johansson, D., (2004), What is the brand Nudie worth? A study in valuation methodologies” applicability

and validity, School of Economics and Commercial Law'’.

One of my assumptions of this paper is that the process of brand control is not aligned with
consumer behavior and the value creating aspects of the brand, depends to a certain extent on
the nature and discipline of branding. If branding is treated as merely a marketing tool, I am
afraid that it is too restricted, and does not allow the company or the consumers to reap the full
potential of the brand. The factors that led me to this assumption were two: first, in general 1
have got the perception that the brand protection’s organization limited to legal creation and
assertion of IPRs; and secondly, most importantly, I also have the perception that there is limited
knowledge of how the brand value and customers’ perception of said brand is affected by a

? See e.g. the admirable Master Thesis of Faxheden, T., (2005) The Legal Trademark Right in the Light of Brand Theory, Master
Thesis, CIP.
10 See Samuelsson, J., and Johansson, D., (2004), What is the brand Nudie worth? A study in valuation methodologies’

applicability and validity, School of Economics and Commercial Law, Foretagseknomi och redovisning.



consumer group’s consumption of counterfeit branded goods. There is a limited understanding
of the different effects of counterfeiting to the brand owners’ businesses.
However, I have reasons to believe that this limited perspective has its roots in the incomplete
perception that the brand owning companies have of themselves. My experience from Nokia is
that generally, the organization thought of itself to be a sales driven organization. I am sure that
it is correct, as the bottom line is the entrance fee in the game of business. My Brand Protection
Director expressed serious concerns that their value contribution was over shined by the
performance of the sales organization. Her concerns are worth to be taken seriously, as it gives
expression to a bigger problem that that of identifying the added value of a business
department; Nokia’s (which I am sure they are far from alone to have this perception) self image
as a delivered of value is to some extent blurred by the sales perspective. The solution to this
issue is of such a complex nature that though it is extremely interesting, even for this paper, I
will leave this subject for the benefit of some one else, more knowledgeable than myself.

One final issue that has forced me to limit the detail of my observations is the secrecy aspect of
having the great pleasure to work closely to a multinational company. However, I have no doubt
that the paper will be able to communicate the important implications regardless.

1.4 Disposition

This paper has four main parts plus a management tool in form of a consumer centered anti-
counterfeiting targeting model.

The first part is the introduction, which lays the foundation for the rest of the paper as it sets the
framework for the authot’s quest and gives the reader the frame for further reading and a
position to for him/herself value what I as the author presents in this papet. Moreovet, the first
part sets the tone of this study, as it starts with a problem identification of the current situation
and management of counterfeit branded products.

The second part explains the added value to the company and consumer of a strong brand. What is
more, this section presents the background to the initiation of this project as it explains the
considerations and ambitions of the brand protection team of Nokia. My hope is that this
section will give the reader an understanding to the complexity and importance to the brand
owner of having a well aligned and flexible brand protection = strategy.

Moving on to the third section, the reader will gain insights of the different mechanisms of
consumer behavior regards consumption of counterfeit branded goods. The relation of how the
prevalence of fakes influences targeted consumer behavior and brand image, will also be
touched upon.

The conclusions will be presented in part four, which will summarize the lessons learned from
previous parts in the form of the presentation of the implications consumer behavior and brand
image have on the process of designing a brand protection = strategy.

Finally, the concluding part presents a model that assists the Brand Protection Manager in the
selection and targeting of anti-counterfeiting actions.



1.5 Introduction to Branding theory

This section intends to set the theoretical frame of the thesis by introducing one of the main areas needed to create
the basis of our analysis, namely brand management.

There are two disparate streams of marketing theory: the traditional so-called #ransactional
approach, and the concept of relationship marketing. Where the transactional approach tend to
focus on single sales, the relational approach have a more long term perspective and emphasize
customer retention; and when the first highlichts product features, the latter stress customer
value. Sales are maximized by being fashionable, i.e. following trends, and being very flexible
and focused on the short term of events. A customer relationship is focused on quality and
service, which constitutes a base of a relationship, which in turn is means of retaining the
customer, which will lead to a higher profitability over time''. Hence, a strong brand relationship
between brand owner and its customers means sustainable business. The relationship marketing
paradigm was first introduced by Berry'?, and developed by others', urging the industry to take
on a more long term perspective to marketing. This first version of relationship marketing as
defined by Gronroos': “The purpose of marketing is to establish, maintain, enhance and commercialize
customer relationships so that the objectives of the parties involved are met. This is done by the nutnal exchange
and fulfillment of promises.”

Branding is part of the relationship marketing discipline; it is a refocusing of traditional
marketing with emphasize on the creation of customer value. “Customer value is the summation of all
the positive effects that a supplier has upon the customer’s business or, in the case of end users, their personal
satisfaction.”™ Creating or enhancing customer value clearly requires a detailed understanding of
the customer’s value chain and, in particular, whereabouts in that chain the opportunities for the
value enhancement lie. Historically, branding has in fact been viewed as an effective marketing
tool for consumer products. The main categories of brand research are brand management and
consumer behavior. Both of these disciplines have an internal and external perspective; e.g. the
internal brand management aspect focuses on the brand owner; whereas the external consumer
behavior focuses on the consumer herself. According to Professor Melin'®, there are three main
direction of branding:

11"This fact has been demonstrated by Ehrenberg, A., in 1972 when he presented the conclusion of 40 years of data collecting
that product penetration is correlated with purchase frequency, as quoted in Kapferer (2004), The New Strategic Brand Management,
pp- 1.

12 See Berry, L.L., (1983), Relationship marketing,, in Berry, L.L., Shostack, G.L., and Upah (eds), Ewerging Perspectives on Services
Marketing, American Marketing Association, Chicago, pp. 25-28.

B E.g. Levitt, T., (1983), After the Sales is Over, Harvard Business Review, September-October, 87-93; Rosenberg, L.]., and
Czepiel, J.A., (1984), A Marketing Approach to Customer Retention, The Journal of Consumer Marketing; Jackson, B., (1985), Build
Customer Relationships that Last, Harvard Business Review, November-December, 120.128; Crosby, L.A., and Stephens, N.,
(1987), Effects of relationship marketing on satisfaction, retention and prices in the life insurance industry, Journal of Marketing Research, 24,
November, 404-11; McKenna, R., (1991), Relationship Marketing, Century Business, London; Gummesson, E., (1981),
Marketing costs concepts in service firms, Industrial Marketing Management, No.3; Gronroos, C: (1978), A Service-Oriented approach to
marketing of services, European Journal of Marketing, 12, 588-601.

14 See Gronroos, C., (1990), Relationship approach to marketing in service contexts: the marketing and organizational bebavior interface,
Journal of Business Research, 30, No. 1, 3-11.

15 Payne, A., Christopher, M., Clark, M., and Peck, H., (1995), Relationship Marketing for Competitive Advantage, published
Butterworth and Heinemann, 1998.

16 See Melin, F., (1999), Varumdrkesstrategi: Om konsten att utveckla starka varnmidrken, Liber Ekonomi, Malmé.



1) Brand management. the brand from a marketing perspective, the marketing director, marketing
analyst, advertising department, management consultants.

2) Consumer behavior: the consumers’ needs, behavioral pattern, and consumption behavior.

3) Strategic brand management: the synthesis of branding, as it is the combination of perspectives,
e.g. product, cognitions, communication and the emotional bonding,.

In fact, the brand is one of the most powerful and effective ways to define the product there
are. As people are both the brain and heart of business, controlling people through the brand
would truly be worth to seek after. The brand affects the organization of the firm, the
qualification of the employees, the packaging of the product, etc. Brand building is part of the
product packaging process, and as such, it should be cross-functional and support the life cycle
of the two dimensions of the product: the tangible and intangible dimension, which makes the
control phase of the brand/product the most important step.

All of the above mentioned ditections of branding are to some extent touched upon in this
paper; since it aims at presenting a consumer oriented; long term targeting implications on the
counterfeit supply focused anti-counterfeiting strategy.



2. Governing the value creation through the brand

This section continues with the concept of brand as a valuable business asset presenting the common perspectives in
which the brand receives a meaning. On the path towards the purpose, this section continues to elaborate in the
relationship between the brand and the product. For a brand to contribute valne to the company, the brand owner
must ensure adequate level of protection. After setting the theoretical frame of the subject, this chapter narrows its
scope and presents the business model of Nokia mobile enhancements and Vertu bandsets in order to pave the
way for understanding the strategic value of the brand and so, the important role of brand protection.

2.1 The brand as business asset

“A brand is a set of mental associations, held by the consumer, which add to the perceived value of a product or a
service””.

Jean-Noél Kapferer puts it quite eloquently when quoted above saying that the brand is the set
of added petceptions to a product or service. The value creating capabilities of a brand consists
in its capacity to connect on an emotional level with consumers and thus encompass the
customer value. The success of a company is to a large extent determined how well the business
model is adapted. Kapferer counts the most important sources of value of the brand as the
factors of production, service, staffing, distributing, innovating, pricing and advertising.

In the 1980’s it was an era marked by high priced acquisitions of high profile brands, such as
Buitoni, Rowntree, Moulinex, and Orange. The value of a company was no longer solely
determined by its’ tangible assets; the value was intangible and consisted in the consumer appeal
of their offer. The purchase of Rowntree, was not about purchasing a chocolate manufacturer,
but the capacity of Rowntree’s brand to generate future cash flows based on brand awareness,
image, trust, reputation, built up over time. However, the value of brand experienced a financial
crisis in the eatly 1990’s, when there was a drastic fall of share prices of Marlboro cigarettes
(April, 1993), which brought down all consumer goods. Following the thoughts of Kapferer
among others, the recession was a proof of the fact that the value of brands does not consist in
the brand as in the registered trademark, but in the communication and marketing done by the
company. Inevitable, the brand is based on the product/setrvice’s capacity to fulfill the customer
expectations.

From the financial asset approach brand value is the future cash flows attributed to consumers’
willingness to pay a higher price for a branded (presumable better) product. The opportunity for
premium pricing is made possible by the beliefs and the emotional bonds that are developed
over time in the minds of the consumers. Customer equity is financial equity. Brands have
financial value because of they have created assets in the minds and hearts of consumers. These
assets are the so-called consumer-based assets’ of brand awareness, beliefs of exclusivity and
supetiority of some valued benefit, and emotional bonding. The brand is furthermore a
conditional asset, because in order for the brand to create value, it has to work in conjunction with
other assets, such as production. Moreover, the brand needs to be carried by a product that
embodies the brand and thus making the brand real.

Brand assets, are the sources of influence of the brand (awareness/saliency, image, type of
relationship with consumers), and rights based control position. If these assets are managed
correctly and realized in a feasible business model, they result in the profit potential of the
brand, i.e. brand value. Without any benefits there is no brand value. The brand must convey
some added perceptions to have a profitable economic future. In addition, it is not the brand
that solely brings the added value; it is realized and delivered to the consumer by a viable

17 See Kapferer, (2004), The New Strategic Brand Management, p. 1.
18 See Kapferer, (2004), The New Strategic Brand Management, p. 10.



business model. Moteover, the brand value is built over time, it tales time to build relations and
acquire the trust of consumers. According to Kapferer, a brand is in essence a name that
influences buyers, becoming a purchase criterion.

From a /Jegal perspective, the brand is “a sign or set of signs certifying the origin of a product or service and
differentiating it from the competition””. From the day that brands become a property though an
administrative action, it is the brand owner’s task to defend and uphold this property right
against infringers and counterfeiters. Other threats against the business value of the brand are:
one, no renewal of trademark registration; two, unsuccessfully defended in court; and three,
brand degenerescence, which occurs when the brand is a generic term which leads to the loss of
the trademark right. When protecting a brand, it has to be taken into account that tough the
legal trademark right is created by an authority’s decision, brands are created in concert with
consumers and competitors over time and is thus defended not on a case by case basis but from
a long term strategy aligned with business model and consumer perceptions.

2.1.1 The function of the brand

The brand is the perceived symbol of the company’s ability to enhance value and deliver it to
the stakeholders. In other words, the brand is the symbol and grade of the company’s value
generating processes. The brand is a tool to manage the relations of the stakeholders; company
employees, investors, business partners, regulatory and the customer relation. The more
important the trademark is, and in an even increasing cluttered market, the leverage of
symbolism is paramount for gaining customer awareness. Through case law the ECJ have
established that the specific subject matter of the trademark right was “fo guarantee the proprietor of
the trademarfk right that be has the exclusive right to use the trademark for the purpose of putting a product into
cirenlation for the first time and therefore to protect him against competitors wishing to take advantage of the
status and reputation of the trademark””’ The courts standpoint was reaffirmed in Ballantines’' and in
Philishavé”, where the Court stated that the trademark right is a guarantee for product quality
and source of origin and undistorted competition.

2.1.1.1 The brand value of customers

A brand has not a worth on its own, only in context of supporting a viable business model.
Brand is not always necessary though. It is crucial when the customer losses his or hers
traditional reference points, such as for branded wine. Brand reduced perceived risk of an
investment/purchase and exist therefore where and when there is perceived risk in the market
place.

Brands serve as a cue for choice, and saves time. The brand mitigates risk; see more in section
3.3.3.1. Brand as extrinsic cue. As technology evolves and becomes common place, through
standardization, matured markets etc, the variance of product quality in the western world is
reducing”. This means that the brand name has become exceptionally strong cue for quality, as
it is one differentiating feature. The brand is a sign whose function is to disclose the hidden
qualities of the product which are inaccessible to contact (sight, touch, hearing, smell) and

19 See Kapferer, (2004), The New Strategic Brand Management, p. 11.

20 See ECJ, C-102/77, (1978), Hoffman-La Roche, 23trd of May 1978, item 6.

21 See ECJ, C-349/95, (1997), Ballantines, 11th of Novembet 1997, item 22.

22 See ECJ, C-299/99, (2002), Philishave, 18th of June 2002, item 30.

23 See Carsky., Dickinson, and Canady 111, (1998), The Evolution of Quality in Consumer Goods, Journal of Macromarketing, 18 (fall),
pp. 132-144



possibly those which are accessible only though experience but where the consumer does not
make the risk of buying the brand. In addition, a famous brand adds an aura of make believe of
the product when it is consumed, e.g. the constant reinvention and innovativeness of Nokia, the
coolness of Apple, etc.

The brand has eight main functions, categorized in five groups. Firstly, the value of identification™
and practicality’” concerns the essence of the brand. Secondly, the brand serves as mitigating the
perceived risk associated with the product/service by representing the value of guarantee,
optimization”” and functions as a badge”. Thirdly, the brand gives the consumer a sense of
permanence, ot continuity’ . Forth, the brand has a hedonistic’ purpose as well, and finally, the
brand represents moral values and e#hics’’. The importance of these functions depends on the
product group, as well as on the type of consumer and his or hers degree of involvement in the
purchase.

2.1.1.2 The brand value of the company

Brand value is simply the ability of brands to deliver profits and represents that profit potential
of the brand. The brand is one of the few strategic assets of a company providing a sustainable
competitive advantage. The other means include R&D, a customer otientation, cost cutting
culture, employee involvement, and the capacity to change and respond to external changes
rapidly”. The more accepted the trademark/symbol is the more important is the brand for the
company’s profitability. The brand becomes a vehicle for emotional value experiences. “The
‘product’ is no longer merely an item but a whole bundle of values that satisfy buyers; an
angmented product”. People buy expectations, not things. Therefore can a brand become a value
proposition on its own, not dependent to the link to the physical product. There are concrete
examples such as for instance entire business models built on this notion, e.g. franchising,
merchandizing, trademark licensing, Customized Design Manufacturer business model etc.

24 According to Kapferer (2004), The New Strategic Brand Management, p. 23. ... the identification function of the brand is to be clearly seen,
to make sense of the offer, to quickly identify the songht-after products”. (p 23)

%5 See Kapferer (2004): “To allow savings of time and energy through identical repurchasing and loyalty”.

26 See Kapferer (2004), “To be sure of finding the same quality no matter where or when you buy the product or service”.

27 See Kapferer (2004): “T'o be sure of buying the best product in its category, the best performer for a particular purpose.”

28 See Kapferer (2004): “To bave a confirmation of your self-image or the image that you present to others.”

2 See Kapferer (2004): “Satisfaction created by a relationship of familiarity and intimacy with the brand that you have been consuming for years”.
30 See Kapferer (2004): “Enbhancement linked to the attractiveness of the brand, to its logo, to its communication and experiential awards.”

31 See Kapferer (2004): “Satisfaction linked to the responsible bebavior of the brand in its relationship with society (ecology, employment,
citizenship, and advertising).”

32 See Kapferer, (2004), The New Strategic Brand Management, p. 1.

3 See Levitt, (1983), After the Sales is Over, Harvard Business Review, September-October, 87-93.
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Fig 1. From brand awareness to financial value™

Investors does not like risk motre than consumers does, therefore, the brand act as risk
mitigation for investors alike. The financial value of a brand is the difference between the extra
revenue generated by the brand and the costs associated with the brand. The number of years is
determined by the buyer, the auditors. The discount rate used to adjust these future cash flows
is determined by the confidence or the lack of it that the investor has in his or her forecast. It is
a fact that the more trusted and stronger the brand is, the smaller is the perceived risk with the
profitability of the valued company. Hence, future net cash flows are most certain when brand
strength is high.

Brand assets are learnt mental associations and affects. They are acquired over time, from past
direct or vivid, material or symbolic interaction with the brand. Brand strength is the present
status of the successfulness of the brand, within a specific market and competitive environment.
Brand strength is captured by behavioral competitive indicators such as: market shate, loyalty
rates and price premium. Brand value is a projection into the future of the financial market’s
confidence in a brand’s profitability. The economic value that brands produce is measured by
the concept of Economic Vale Added (EVA)” which is a measurement of the earnings that is
attributable to the brand itself.

2.1.2 The brand and the product

To understand the demand side of the counterfeit trade, this section will elaborate on the interrelation and
difference of the brand and the brand carrying product. It sheds light on the anti counterfeiting strategy becanse
simply protecting the product has still not stopped the counterfeiters from infringing the brand owners’ rights and
consumers to purchase these products.

The brand is not the product but it gives the product meaning and defines its identity™. That
explains why the best product is not necessary the leader in its market segment. Historically,
brands are born out of a product or a service innovation that outperformed its’ competitors.
Over time, thorough continuous innovation and performance quality, the product evolved into
a strong brand and becomes a value proposition on its” own.(see section 2.1.1.2.). The key role
of brands is by its brand positioning to ensure customers of desired benefits which constitutes
the exclusive strength of the brand. This effect has been identified of psychologists as the Halo

34 Taken from Kapferer, (2004), The New Strategic Brand Management, p. 14.

3 See Stewart, Intellectnal Capital.

36 See Kapferer, (2004), The New Strategic Brand Management, p. 5.



¢ffect and 1s considered a major value contributing factor of the brand. The Halo effect is the fact
that the knowledge of the name of the brand does influence the consumers’ perception of the
product advantages beyond what the visible cues had themselves indicated. In addition, there
are the emotional tiers beyond product satisfaction such as the pure intangible associations
which originates from the brand’s values, vision, philosophy, its targeted consumer, brand
personality etc.

v

« Branded product

Halo
effect

Product’s visible and

Brand’s intangible values and imagery

differentiating characteristics

<« Brand aspiration » < Product satisfaction———p

Fig 2. The product and brand relationship®

The double nature of brands is illustrated in the picture above (fig. 2) and allows for an
emotional satisfaction beyond the product satisfaction. Brand management (assets, strength and
value) is more than marketing, but marketing serves the important end to forecasting the needs
of specific consumer segments and drives the organization to customize products and services
to these needs.

2.2 The control dimension of Intellectual Property and Brand Building

The objective with this section is to outline the complex: layers of control in the context of intangible property as the
brand. This part continues with a basic presentation of the bebavioral aspect of control that the brand
encapsulates, that is the management of the customer relation. Notwithstanding, the importance of the structural
control elements, one cannot overlook the behavioral elements of control, especially when the consumers are
partakers in the value creation process as in the creation of brands. This section will complement the above
presentation of structural control by introducing the reader to the consumer relation perspective.

2.2.1 The relation between Brand and Legal Rights

As we have learned, the brand has several dimensions which in concert with a business plan
aligned with consumer expectations and experiences create value to the brand owner. The two
main dimensions of the brand is one, the commercial dimension which aims at making the
branded product consumer appealing in order to generate, and secure a demand for the
products; two, the control dimension, of which the legal aspects are paramount. I will look
further into the elements of structural control in the following section (2.2.2.) and which tools
that the brand owner has in order to govern the commercialization of its’ branded products and
services. However, a clarification is needed in order to understand the overlapping concepts of
brand and trademark. As Faxheden™ points out, the separation of the brand and the legal right
of the trademark is blurred due to semantics. It is a fact that the Swedish language lacks the
distinction between a brand and a trademark. The most suitable Swedish word for the

37 Taken from Kapferer, (2004), The New Strategic Brand Management, p. 43.

38 See Faxheden, T., (2005), The Legal Trademark Right in the Light of Brand Theory, Master Thesis, CIP, Gothenburg University,
2005, p. 8.



phenomena is varumiirke, which is attuned to the legal aspect of the brand, but not to the
marketing aspect.

2.2.2 Structural Control

There are several ways to establish structural control of a physical object as it is #za/ as it can be
consumed by one at the time, and it is said to be scarce as it cease to exist after having been
consumed. Conversely, intangible objects are, due to their inherent non-physical nature, non-
rival and non-scarce. The control dimension gives the intellectual property owner a two sided
weapon; the ability of being both defensive and proactive by ensuring sufficient structural
control over the use of the brand. Following the CIP model of structural control, there are five
different elements of structural control:

1) Technical control

2) Market power

3) Secrecy

4) Right based property

5) Contracts based property

With regards to the tangible conveyer of the brand, the product, the brand can be controlled by
various methods of zechnical control, such as established national, industry standards, Digital
Rights Management (“DRM”) measures, and non-interoperability of either hardware or
software.

Martket power yields structural control since the brand owner in question is less dependent on
other parties and has a favorable bargaining position, thus having more room of maneuver. An
example of the more favorable position of market power is that the trademark right e.g. affords
a famous trademark a wider scope of protection than “ordinary” marks”.

The third way of establishing structural control is by ensuring absolute secrecy regarding the
brand. Secrecy is often used as a complementary protection to the other means of control. In
this respect, the innovation can be to a certain extent efficiently protected by secrecy, as
disclosing the entire patentable invention in the patent letter is not required. Aspects of the
brand that could be protected by secrecy: brand traits, internal brand development and
organization, internal brand management tools, brand trends, future development, brand in the
pipeline, and consumer preferences and consumer analysis, brand positioning in relation to the
competitors.

The special means of control for intangible assets are the process of transforming them into
legally recognized rights based property. Within this category, we will find the various Intellectual
Property Rights, such as patents, trademarks, copyrights, domain rights, design rights etc.
control of technical functions is by means of patents, the control of the patentable invention;
whereas the company protects the symbol of its ability to enhance value by the means of the
legal right of trademarks.

3 The trademark law (swe) has as a requirement for infringement of product similarity (VML § 6 1), this rule means that the
more alike the products are, the more the trademarks has to differ, and vice versa (See Koktvedgaard/Levin, at p 370; and the
ECJ C-39/97 Canon). However, there is an exception to the rule of product similarity in VML 6 § 2 patagraph, in Sweden
previously known as the Kodak-rule, which states that the decisive role in the assessment of infringement is if the use of the
alleged infringing mark is a famous one and if it risks damaging the trademark owner or enjoying an undue advantage thereof.

Thus, the scope of protection for the famous mark is considerable wider within the product categories.



The final category of structural control is the control that can be achieved by /egal contracts. When
it comes to intangibles, the license contract is a very important tool, and it is crucial in the
context of counterfeiting as it is one of the factors of the existence of counterfeits. At the same
time, the license contract is a way of establishing control over the use of the intangible property,
e.g. brand license, but on the other hand, the license is a tool in construction of business and as
such, it also exposes the brand for threats. Hence, it is very important to design a license with
care, so the risks to the license object are kept to a minimum.

The control aspect of intangible property of a brand is more difficult and infinite more complex
than controlling a physical object. Apart from the obvious, physical control, there is a constant
duality of the intellectual objects such as brands. On the one hand, the claimed brand owner has
to control the product, the bearer and realization of the brand promise, and on the other hand,
the brand owner is compelled to relate to the perception that the consumer has developed of
the brand"’. Where the brand is the consumer perception of the idea, ot identity of a product or a
company, the IPRs are legally recognized forms of establishing control of this non-rival and
non-scarce object. The IPRs makes it possible (at least in theory) for the brand owner to
regulate and control the use and perception of the brand even after the physical/intellectual
transaction.

Although that it is mostly the trademark that is used to embody the brand, infringements
statistics from the EC Counterfeiting Survey shows that other rights are used as well, namely
copyright, patent, design rights. This studies does not surprisingly, show a dominance of
trademark infringements, as much as 78 % of infringements in the EC in 2001", and whereas a
mere 15 % was related to copyrights, 6 % to design rights, and 1 % to patents. This picture does
not reflect the goods per se that have been counterfeited, although the counterfeited products are
high quality designer products with great visibility and market presence. The main reason why
trademark infringement is the preferred choice of brand owners’ is that it is like a “quick fix” of
counterfeit cases. Pursuing counterfeiters under the auspices of trademark infringements is a
strategic decision from Brand Protection managers, based on the advantages that the trademark
system provides the brand owner, namely; i) the trademark system has a high enforcement value
as it is the most recognized system on a global scale, ii) it is a rather quick and less costly
procedure comparing to the more rigid process of a patent infringement case, iii) the remedies
are most often more satisfactory than copyright, design.

The brand could be used to create entry barriers to the brand owner’s market, by managing the
actual customer offer via brand management. Creating such an entry barrier, makes it difficult
for competitors to enter the market which might yield a high present value of future profits. The
Vertu business model is a great example as they position themselves as the first luxury mobile
phone, which places the stakes high for upcoming competitors. If I was to categorize the brand
as a control measure, it is a control mechanism of the market — as it yields control over current
and future demand (i.e. control over a customer base). The value creation ability of the brand
consists in the symbolic representation of the customer utilities and an unfulfilled market need;
the value creation in monetary terms can never occur without a certain level of control over
these value creating utilities. The challenge for the successful company is to use these tools of
structural control in a way to support the realization of the promised customer value, ultimately,
fulfilling the targeted customers’ value expectations.

Interestingly, there are several indications of the failure of the traditional barriers to entry of the
handset commercialization. On the one hand, there are recent studies of the consumer industry
and branding implies that there has been a significant change, consisting in the separation of the

40 “Tike all intellectual property, trademartks are created and developed by human effort and human reaction.”, See, Parr. R., L., Smith, G., V.,

Valuation of Intellectual Property and Intangible assets, (2000), at p. 43

41 See (2001) EC Counterfeiting Survey.



brand and the “brand conveying” product”. On the other hand, there is the interesting ARC
chart report of the future of handset customization®, which is putting forward evidence of the
failure of the barriers of entry to the handset commercialization in several phases of the value
chain of mobile handset manufacturers. According to the main authors of this report, the
general sophistication of mass manufacturing technology means a standardization of the OEMs
products’ to the harm of differentiation. Moreover, the counterfeiting opportunities provided by
failing structural control elements, further challenges the control position of the leading handset
manufacturers. Following the purpose of this paper is the importance of pondering the
possibilities of controlling the counterfeit phenomena by managing the customer relation
through the brand, which will be presented in the next section.

2.2.3 Managing the Customer relation through the brand
“Like all intellectnal property, trademarks are created and developed by human effort and human reaction”™

The notion of the relationship chain builds upon the ideas of Gluck (1980)* and Porter (1985)*
who both recognized the importance of business processes as a sequence of events which
generated value and incurred costs. Business wide process, integrated through various parts of
the organization because the organization must be designed to promote the creation of supetior
customer value. However, Petrusson (2004)" shares the belief that business operations are
intertwined, though he disagrees that these processes are sequential, when they are, in fact,
parallel. As the unfulfilled customer needs, which are at the core of the firm, the competitive
market, not to mention the regulatory landscape, are under a continuous development.

The fact that the brand is becoming more and more important is due to a shift from transaction
focused to relationship focused business, the markets being global and technological
convergence thus increasingly cluttered, shift from tangible objects to intangibles. Levitt (1983)*
stressed that it is inevitable that transactions becomes relationships, considering the products are
too complicated, repeat negotiations too much of a hassle and too costly. In addition, the seller
and buyer have different capital structures, competitive conditions, costs, and incentives driving
the cooperation and need to make a commitment. In this vein, marriage is both necessary and
more convenient, which reflects in this colorful quote: “I'be era of one-night stand is gone. .. Interface
becomes interdependence.”™

42 See Gentry, Putrevu, Shultz 11, and Commuri, (2000), How Now Ralph Lanren? The Separation of Brand and Product in a Counterfeit
Culture, College of Business Administration, http://www.cba.unl.edu/faculty/igentry/act2000.htm, (2006-11-01); Elaborated in
section 3.2.4.1

43 See Constantinou, A., et al., (20006), The New Age of Handset Customization: 2006-2011, ARCchart Research, 2006-08-01,

http:/ /www.archchart.com/repotts/uch.asp, (2006-11-27).

4 See, Parr. R,, L., Smith, G., V., (2000), Valuation of Intellectual Property and Intangible assets, p. 43.

4 Gluck, F.W., (1980), Strategic choice and resource allocation, The McKinsey Quarterly, Winter, 22-23.

46 Porter, M., (1985), Competitive Advantage: Creating and Sustaining Superior Performance, Free Press, New York.

47 See Petrusson, U., (2004), Intellectnal Property and Entreprenenrship: Creating wealth in an intellectual valne chain, CIP Working paper.
48 See Levitt, T., (1983), After the Sales is Over.

49 See Levitt, T., (1983), After the Sales is Over.



2.3 Value extraction: the Nokia/Vertu brand and the business models

To meet my objective with this paper, and to make an illustrative point, the following section will make an effort
to show how the brand contributes value in the Mobile phone industry in order to assess the implications of
counterfeiting. As previous sections taught us, the brand is the symbol of available means to govern the value
creating process, realized by the business model in place. The favorable control position of the brand owner is
ensured by structural control and by managing the customer relation properly. The objects of study is the high end
luxcury Vertu brand and its’ Customized Design Manufacturer business model and the low end accessory brand
Nokia and its’ high volume based Original Equipment Manufacturer business nodel.

According to Kapferer” the brand is not all; it captures the fame but it is made possible by the
business model. The brand’s profit potential, i.e. brand value, cannot be understood without
relating to the business model as the latter is the realization of the brand’s customer promises.
As Petrusson® states, the brand should ultimately be understood as a means to govern the value
creating process, in fact, it is the value creating process: “as a company asset, the brand will always be
a reflection of the ability to govern the interaction of values on the basis of the basis of the firm”.

2.3.1 The business model of a OEM of mobile phones enhancements; Nokia

The business model of an OEM of mobile phones is characterized by control over the
commercialization chain, especially the R&D and sales department tightly controlled and with
outsourced manufacturing. The core of Nokia’s business model is to have an organization that
is customized to make available affordable personal accessories as opposed to just a
communications tool””. World wide market leader in handsets manufacturer reflects in the
ranking as the worlds 6" most valuable brand. Nokia’s primary strength lies in the mobile phone
area, which reflects in the fact that the sales of handhelds represents as much as 59 % of net
sales.” Nokia has positioned itself as the world market leader with its 36 % ** market share in
the mobile handset industry. Nokia’s offers include multimedia, mobile phones and networks
which they govern in a joint venture with Siemens. Nokia produces user-friendly mobile
devices with many features for different segments of the global market, primarily targeting the
high-volume category sales. However, the Nokia owned subsidy, luxury brand Vertu is the
exception that confirms the rule, a high profile exclusive mobile phones targeting a small niche
market segment.

For an OEM in the mobile phones industry it is vital to create insurmountable barriers to entry:
controlling the cost of the factors of production; mastering technology and quality; domination
through image and communication (brand) and using the possibilities of brand extension as
means to use up the range of products to limit competitors’ room of maneuver. For a telecom
company such as Nokia, it is extremely important to control the distribution channel, as the
availability of the product offerings are a major source of market share and that the opposite
situation (unavailability) is shown to be a trigger of grey trading.”

50 See Kapferer, (2004), The New Strategic Brand Management, at page 3.

51 See Petrusson, U., (2004), Intellectual Property and Entreprenenrship: Creating wealth in an intellectual valune chain, p. 227.

52 See Engler, B., (2006), Marketing Magic, Brandchannel, p. 4.

53 See Nokia in Q3 2006, October 19, 2006, Annual and Quarterly information (2006) Nokia, at

http:/ /www.nokia.com/A4126495

54 See Nokia in Q3 2006, October 19, 2006, Annual and Quarterly information (2006) Nokia, at

http:/ /www.nokia.com/A4126495

% The EC’s Green Paper (1998) point out that in the Western Europe and North America, the easiest way of meeting consumer
demand for a cheaper product is to engage in grey market trading (parallel trading). See Commission of the European

Communities, (1998), Combating Counterfeiting and Piracy in the Single Market, p. 6.



The major revenue streams of enhancements are based on high volume sales to a relative high
profit margin, which Nokia is able to sustain due to the price premium that the brand
commands. However, there is a threat to the sustainability of the OEMs’ business model that
spells commoditization. People in the telecom industry identify a risk that profit margins for
mobile terminals will diminish and that hardware will become a commodity, as have been the
case in the computer industry. The process of commoditization means that a company’s
product becomes better and better and you reach the point where the end users are not
beneficiated by a better product and accordingly, their willingness to pay a better price for an
improved product diminishes to the point that you can not get pricing to stick for an
improvement. As a result, it is impossible to get a premium price for a commoditized product as
the ability to differentiate the product disappears. This process is a very natural result of the
interaction of technological progress and customers’ ability to utilize that progress.™

As a result of this value reducing process of the handsets, the average selling price (“ASP”) has
decreased, leaving the OEMs with a profit margin shrinking to 11 % in 2005. Analyst
expectations on Nokia are to sell around 330 million phones at the Average Sales Price (ASP) of
around € 100 per unit. This process have been enhanced by generous subsides from mobile
operators (so-called pre paid phones), which have transformed mobile phones into customer
clectronics items, increasingly perceived as low-value product. Naturally, the industry is
characterized by cost cutting through e.g. outsourcing.

The product portfolio of Nokia Mobile Enhancements is a complementing portfolio to the
Nokia Mobile phone and Nokia Multimedia product offerings. Mobile enhancements include
self expression products such as earphones, hands free, covers etc. and car-kit installation
packages, these product categories is then further organized after handset models.. The mobile
enhancements are a product extension of the Nokia handsets, as well as an enhancing feature of
the user experience of Nokia genuine products.

2.3.1.1 The Nokia brand as a strategic asset

The main functions of the brand in the OEMs’ mobile enhancements’ business model are firsz,
to govern the relation with distribution chain, and second to create a consumer pull, so the
products are pulled through the distribution chain towards the consumer. The mobile
enhancements’ market is characterized by mass market approach, high volume sales, low point
of entry technology; and on the distribution chain’s side, cost conscious, availability of stock, the
necessity and cost of holding large quantities of stock, bulk purchasing, parallel trading. The
legal protection of the brand makes it possible to draft contracts that regulate IPR compliance
and audit provisions, in order to respond to parallel trading, non authorized re-packaging,
counterfeit branded goods purchasing etc. Second, to achieve favorable shelf-space, mind share,
and market share, the brand owner must market the product to create the desired consumer pull
effect. The competitive landscape is harsh, as original mobile enhancements are competing with
other branded products, no logo products and other technological solutions altogether. The
brand serves as a symbol of the promised value extraction of the distributor, retailer, etc as
dealing with these particular branded products will command a higher price setting and attract
customers to the distributor and retailer. Third and perhaps even more interesting, the brand is
a shield to commoditization as the branded product is an augmented product. Behind the brand
building process are processes of distinctiveness, design, unique technical features, which are
only sustained under continuous innovation.

56 Christensen, Clayton. (16/03/2004) Capturing the Upside. Open Source Business Conference in San Francisco, published by

ITConversations. http://www.itconversations.com



2.3.1.2 Nokia’s anti-counterfeiting strategy regarding Mobile Enhancements

When fighting counterfeiting there are two main strategies to discourage counterfeit
consumption, either structural, or behavioral. Cordell et al”’ presents Messick and Brewer’s
typology™, saying that strategies to discourage counterfeit consumption could be either
structural (e.g. devaluing the payoff to the consumer by making the purchase illegal) or
behavioral (i.e. eliciting consumer cooperation to cease purchases). This is a reflection of the
duality of the brand: structural, the control represented by e.g. the IPRs; and cognitive, the
behavioral consequences of the structural claiming, which translates into the perceived value of
the symbol.

With regards to Nokia, though this particular product portfolio includes relatively low point of
entry technology (possible with an exception of the Bluetooth™ headsets) and low image
products, counterfeit products increase the risk of potential safety hazards. One top priority of
the Brand Protection team is to proactively manage potential safety hazards. The anti-
counterfeiting strategy is focused on cooping with the counterfeit supply chain and is thus
predominantly product focused. The strong focus on the product could be explained by the fact
that similarity of the imitative product and the genuine product is thought to induce a
perception of equivalence”. Building upon this, the anti-counterfeiting activities are generally
initiated by determination of the Brand Protection staff and its’ resources whether a possessed
product is genuine or counterfeit. After having defined the products’ legal status, a reasonable
response is taken. As a first step, is an ordinary cease and desist letter sent, commanding the end
to the illegal activities and the forfeit of any other items of the same sort, combined with
liquidated damages claim. Depending on the response of the alleged infringer, the issues are
solved or, taken to negotiation and in some cases to court.

One of the competitive edges of Nokia’s brand protection team is the multidisciplinary team
and its cross functional integration of on the one side, IPR clearance, filings and oppositions
and on the other hand the anti-counterfeiting activities. The organization is decentralized to the
different action areas, managed by local expert coordinators as Brand Protection Managers. The
external organization consists in close cooperation with national customs, local private
investigators, local legal counsels and various industry bodies.

57 See Cordell, Wongtada, and Kieschnick Jr., (1996), Counterfeit Purchase Intentions: Role of Lawfulness Attitudes and Product Traits as
Determinants, Journal of Business Research 35, p. 51.

58 See Messick, D. M. and Brewer, M. B., (1983), Solving Social Dilemmas: A Review, in Review Of Personality and Social
Psychology.

% See Kapferer, (2004), The New Strategic Brand Management, p. 201.



2.3.2 The business model of a Customized Design Manufacturer of mobile phones;
Vertu

“There is an appetite for luxury products everywhere in the world” *
Vertu President Alberto Torres

The Customized Design Manufacturer” (“CDM” a term alleged to be coined by ARCchart®) is
a new business model in the mobile handset industry, born out of the unfulfilled market need of
uniquely customized handsets on-demand for consumer brands and third parties. The target
market is the niche market of uniquely customized handsets (“UCH”), a market forecasted to
reach less than 0,5 % of the global handset market in 2006. However, this market is though of
experiencing a rapid market growth in the next few years, amounting to 234 million sold UCH
units in 2011, accounting for about 19 % of the global market”. The UCH industry seems to
have a bright future. The targeted market segment of the CDM business model addresses the
number of individuals worldwide that had at least $1 million in financial assets, grew to 8,7
million in 2005 from 4,5 million back in 1996, according to Merrill Lynch and Cap Gemini®.

A CDM is an integrated business that combines brand licensing with handset industrial design,
outsourced manufacturing, strict quality control, distribution, reverse logistics retailing and
possibly after market sales, on-demand service proposition as part of the customer offer.
Basically, a CDM is a specialized, however vertically integrated service hub that is a one stop
shop for brands wishing to enter the mobile phones business or providing manufacturers
opportunities to capture a new market segment out of reach of their existing brand portfolio
and business models. There are various ways of realizing this business model, and the Chinese-
French OEM TLC Alcatel, like the Nokia subsidiary Vertu, has formed an in-house CDM
business unit, dedicated to designing, manufacturing, ands marketing their branded, customized
devices for niche segments. The in-house CDM hub often has its own R&D, and at the same
time bases the technology on its’ mother company benefiting from economies of scale. This
multidisciplinary team leverages the human capital of the organization thus, cutting time to
market and cost.

Throughout the mobile phone value chain the CDM business model have been embraced; the
mobile operator Vodafone has launched Vodafone Simply; the handset manufacturer Nokia has
its’ Vertu brand and the Aston Martin customized Nokia 8800 phone, Alcatel’s has its’
blockbuster ELLE phone and Emporiallife phone. Additionally, the CDM business model
offers lucrative brand extension opportunities for consumer brands. Which is why brands as
Versace, D&G, B&O, MTV, TagHeuer, and Aston Martin could all now consider themselves to
be into the mobile phone business. The incentive for CDM model is twofold; first to
differentiate the brand, and second to capture the market for unique, branded handsets. For
consumer brands, this business model provides means to get a foot in the $1 billion a year
handset market. The ELLE GlamPhone No 1 handset sales have exceeded 100,000 units in
1Q06 and the sales of the entire group will amount to approximately 250,000 units by the
3Q06.

0 See Sanderson, R., (2006) Reuters, Nokia's Very rings up sales of $338,500 phone, 19t October 2006,
https://today.reuters.com/news.

o1 See Constantinou, A., et al., (20006), The New Age of Handset Customization: 2006-2011, ARCchart Research, 2006-08-01,
http:/ /www.visionmobile.com/blog

02 See Constantinou, A., et al., (20006), The New Age of Handset Customization: 2006-2011.

63 See Constantinou, A., et al., (2006), The New Age of Handset Customization: 2006-2011.

04 See Sanderson, R., (2000) Reuters, Nokia’s 1ery rings up sales of $338,500 phone.

5 See Constantinou, A., et al., (2006), The New Age of Handset Customization: 2006-2011, p. 2.



Vertu, is the luxury business unit of Nokia and the most profitable unit of the company
according to Sanderson®. Vertu’s Signature Cobra, a sapphire and gold phone with a diamond and
ruby snake slithering down its sides, was launched in 8 examples in October this year at a price
of €270,000, or $ 338,500”". Nokia’s operating margin is 13 %, due to low cost phones in
emerging markets such as Africa, South America, and Asia, whereas Vertu’s margins at its luxury
line are still above 20 % according to the Vertu President Alberto Torres®. The famous
customers include Beyonce, David Beckham. When analyst expectations on Nokia is to sell
around 330 million phones at the Average Sales Price (“ASP”) of around € 100 per unit, Vertu
is selling phones in the tens of thousands, but in a price range between € 5,555 to € 270,000%.
Vertu targets the high end luxury watches, where 1 or 2 % of sales can account for 30 % of total
industry value, according to President Torres. Rival Motorola has launched the D&G co-
branded model RAZR, but it is aiming for lower end accessible luxury and might not earn as
much momentum as Vertu.

2.3.2.1 The Vertu brand as a strategic asset

The CDM is a brand centered business model addressing many of the threats and embracing the
opportunities of new business for the consumer appealing branded products. A brand’s place in
this context of commoditization is ensuring differentiation, providing new business
opportunities by vertically integrating parts of the value chain.

With the ongoing commoditization of the handsets, decreased average selling price (“ASP”), and
profit margins of the OEMs shrinking to 11 % in 2005, the CDM model proves some
interesting points. According the the ARCchart report, as much as 84 % of the global handset
market in 2005 is controlled by the top six OEMS, leaving competitors with limited remaining
market share”. In addition, the available means of entry barriers that Nokia make use of is the
domination thorough image and communication, and by controlling the distribution chain.
However, the turn of events have brought new business models and concepts to overcome the
lack of market clout for being a player in the mobile phone industry. As an example, the
popularity of using the handsets and mobile software platforms as brand extensions (MSN
Messenger, Nokia 8800 Aston Martin edition, etc) and the emergence of the Customized Design
Manufacturing business model are means to unravel the structural control of the old
incumbents such as Nokia, Samsung, Ericsson, LG, Motorola etc. If it was not for the brand
attractiveness of the Nokia brand, the position of Nokia would be seriously threatened.

The aura of the brand realized by an on demand handsets business model provides a solution
out of this deadlock. Brands who want to engage in this new market have to place brand appeal
above pricing considerations. The Vertu brand is built on exclusivity, on the obsession of
craftsmanship. This obsession is realized through a promise of perfect control over the entire
value chain to uphold the state of the att quality of the product. The featured concierge service
is the core service of the Vertu brand, a global around the clock private concierge service. Vertu
has organized the concierge service as a network, where the phone is merely (too bad to say that
of a crafted, diamond incrusted handset) a platform for value added distributor realized through
appealing brand extensions. Another important factor of outmost strategic value is the fact that
the early launch of the CDM business model of Vertu, gave Nokia the possibility to name their

06 See Sanderson, R., (2000), Nokia’s Vertu rings up sales of § 338,500 phone.

67 See Sanderson, R., (2006), Nokia’s 1V ertu rings up sales of § 338,500 phone.

8 See Sanderson, R., (2000) Reuters, Nokia’s 1ery rings up sales of $338,500 phone.

9 See Tan, P. (2002), Vertn — Upwardly Mobile, 18 of March 2002, Brandchannel,

http:/ /www.brandchannel.com/print_page.asp?ar_id=61&section=profile (2006-10-12).
70 See the ARCchart report, by Vision Mobile, p. 2



product. The Vertu subsidy announced that they were making the world’s first true luxury
phone. Moreover, according to President Torres Vertu has a favorable strategic brand
positioning of the brand in relation to the “affordable luxury” position of the Motorola D&G
RAZR™. This position could serve as a buffer against counterfeiters, as the RAZR targets the
big market segments were the big bucks are.

2.3.2.2 Vertu’s anti-counterfeiting strategy

Since the core of the Vertu brand is scarcity and exclusivity, the anti-counterfeiting strategy of
Vertu is focused on upholding quality and the surfacing of counterfeited Vertu branded
products. The threat of poor quality and a skewed value experience that counterfeit Vertu
branded handsets would pose is the erosion of the exclusivity of the Vertu brand. As patt of the
brand protection program for a Unique Customized Handset such as Vertu, it is crucial to
exercise a tight control over the sales points. The Vertu brand has few, carefully selected
exclusive places, jewelry boutiques and the Nokia flagship stores, which serves to makes it
difficult for the consumers to unknowingly buy a counterfeit product. Another dimension of the
threat that counterfeits poses to the Vertu brand’s trustworthiness is the threat of upsetting the
target customers due to the availability of counterfeits being displayed by the “wrong”
customers. This act would potentially tarnish the aura of exclusivity of the Vertu brand, which
would inevitably result in eroding the platform for the CDM business model.

"1 See Sanderson, R., (2006) Reuters, Nokia’s 1Very rings up sales of $338,500 phone.



3. THE MECHANISMS OF CONSUMER BEHAVIOR IN A COUNTERFEIT
CULTURE

As we learned from the previous section, there are limits to what legal remedies alone can achieve, especially
regarding the consumption of goods. This chapter starts out with a general introduction to counterfeit trade and
anti-counterfeiting strategy, touching upon the estimated magnitude of connterfeiting. This section continues with
an analysis of the nature of consumer behavior and the nature of perception in order to pave the way for
understanding the mechanisms of consumer bebavior in a counterfeit culture.

3.1 Introduction to counterfeit trade
3.1.1 Magnitude and scope of counterfeiting

The clandestine nature of counterfeiting and piracy means that there are very poor data available
to assist brand owners in their pursuit of an overview of the phenomena of counterfeiting. If
there are any estimations of the magnitude, then the statistics are most often based on data from
customs seizures, and publicly available criminal action information, which makes them difficult
to relate to actual market figures.

The most widely cited figures, are those of the International Chamber of Commerce and
OECD which are estimations of the counterfeit phenomenon in share of world trade in value
terms. The ICC states that the counterfeiting level in 1997 that counterfeit accounted for 5-7
%" of world trade, which results in the astonishing number of approximately € 250 billion per
year. The same industry body estimated that the counterfeit level 6 years later, in 2003 was 6 %"
of world trade, corresponding to § 450 billion. The Organization for Economic Co-operation
and Development estimates that the counterfeit level equals 7-9 %" of world trade each year.
Important to notice is that the estimation of the impact of counterfeit goods are based on the
wide definition of counterfeit, thus including legitimate parallel traded goods and backdoor
production products. However, the final report for the European Commission regarding how to
properly count counterfeits in the Single Market performed by the Centre for Economics and
Business Research (2002)” offers a method for estimating the revenue losses due to
countetfeiting that adjust the resulting losses for the degree of substitution between genuine and
counterfeit products.

Table 6: Annual revenue and profit losses due to counterfeiting

Annual lost revenues Annual lost profits

Percent of total revenue Millions of EUR Millions of EUR

Clothing and footwear 32 7,581 1,266
Perfume and toiletries 7.2 3,017 555
Torys and sports goods 15 3,731 627
Pharmaceuticals 5.8 1,654 292
Total 15,883 2740

Source: CEBR (2000)

Note: Lost revenue and profit in EUR millions (1998 prices).

72 See, ICC, Countering Counterfeiting: A guide to protecting and enforcing intellectnal property rights, (1997) Counterfeiting Intelligence
Bureau, International Chamber of Commerce

73 See ICC, http:///www.icc-ccs.org .

74 See ACG, Essential Information- the extent of counterfeiting, (2005), at http://www.a-cg.com.

75 Centre for Economics and Business Research, (2002), Counting Counterfeits: Defining a method to collect, analyse and compare data on
counterfeiting and piracy in the Single Market, Final report for the European Commission Directorate-General Single Market, 15 July

2002.



In addition, the CEBR applied the marginal profitability ratios across the aggregated revenue
losses suffered by each industry in the EU, estimating the impact of counterfeiting on industry
profits (see Table previous page).

3.1.1.1 Substitution degree

General reservations can be made to how the above cited data has been obtained. For one,
these figures are value based data, which have a limited use as it does not reflect the actual
counterfeit level for a specific brand owner in a certain industry. The reliability of these figures
is further hampered by the lack of transparency of how these organizations derived those
particular percentage numbers. Moreover, these figures have been rightfully criticized” to lack
substance and empirical evidence, and are more likely to have gained legitimacy based on
repeated use. Most importantly, there is little evidence that the counterfeited products represent
potential sales at the prices charged for the genuine products. The OECD report of 2005 points
out that many studies, such as the above cited, tend to link the estimated quantity of counterfeit
goods to the quantity of lost sales, rather than adjust the resulting losses for the degree of
substitution, which will lead to a risk of overstating the impact of counterfeiting.

“One must bear in mind that in most cases, fake products are not perfect substitutes
Jfor their genuine counterparts, and even if they were, some consumers would never
acquire a genuine product due fo pure cost considerations — even if no fakes were
available at a lower price.”

Hence, it is the actual degree of substitution between genuine and counterfeit goods for a
particular product for specific types of consumers that are the key in order to unveil the true
value of fighting counterfeiting. For the benefit of this paper, I am sorry that there are no
available studies of a reasonable substitution degree regarding mobile phones or mobile phones
enhancements. Nevertheless, for this paper, I have been able to make a fairly good conclusion
what type of products in the product range of genuine- counterfeit that might and might not
have a significant impact on the perceived brand value of Nokia/Vertu. The discussion of the
possible implications of counterfeits on a brand owners’ business ate presented in the back as
appendix 2.

3.1.2 Demand and supply side of counterfeiting

As previous chapters have made clear, the brand has a dual nature and is created in concert with
stakeholders. In the same vein, a substantial portion of the brands’ profit potential lies in the
company’s ability to govern the value expectations and consequently the value experiences of
its’ consumers. Hence, it is important for the brand owners to focus on the demand side of
counterfeiting, taking a interrogative approach to its’ consumers and their objectives. Finally, in
spite of the limitations of the current estimations of losses attributed to counterfeiting, the mere
scale of alleged losses provides reasons for brand owners to address the demand for counterfeit
goods.

The counterfeit phenomenon is a two sided coin, consisting of a supply and demand dimension.
The consumption of counterfeit requires an exchange between two parties, a buyer and a seller,

76 The critics are of mixed backgrounds, anyone from OECD, or the CEBR in their 2005 report to the EC and Mr. Salmon have
gone at length to criticize these anecdotal statistics. See e.g. Salmon, F., A/ counterfeit statistics are bullshit, (2005),

http:/ /www.felixsalmon.com.

77 See Olsen, K., OECD Sectetatiat (2005) Counterfeiting and Piracy: Measurement Issues, Background repott for the WIPO/OECD
Expert Meeting on Measurement and Statistical Issues, Geneva, 17-18 October 2005, pp. 29-30.



making the consumer an accomplice or a victim. The opportunities given to the supply side of
the phenomena lies in the ease and low cost of copying, and the high profit levels that high
profile brands provide. Legal remedies are focused on the supply of goods, reducing the supply
requires multilateral cooperation that is not always harmonious with the local culture which can
create enforcement difficulties. Strategies focused on securing the product, high-tech methods,
nr, etc. The demand side exists because counterfeit goods offer better price advantages than
genuine products and that there are a world wide demand for high profile brands.

Historically, the phenomenon of counterfeiting have been approached mostly from a product
petspective, based on the theory that if purchasing decision were made on perfect information;
no consumer would knowingly purchase counterfeit branded products. Thus, the unknowingly
consumer is often portrayed as a victim™. Products are divided into two groups, deceptive products
which are branded as to deceive the customer about its origin, and the non-deceptive products that
are open with its origin. The volatile consumption of counterfeits concern in particular status
goods. In these cases, the consumer is a willing accomplice, contributing to the flourishing
industry that is being compared to economic terrorism.

From now on, this chapter will focus on the demand side of counterfeit consumption from a
brand perspective.

3.1.3 Product range of genuine to counterfeit products

As previously stated, the concept of “counterfeiting” is used in this paper in the broadest sense, if
not stated otherwise, and encompasses trademark infringing goods, as well as copyright
infringements, copying of packaging, labeling, and any other distinctive features of the product.
I have chosen to use the notion “#ue counterfeits” as a narrower definition, used in relation to
product types that involve a troublesome deviance in quality of performance of the product in
question, e. g. low quality counterfeits and non genuine products that potentially are safety
hazardous. Hence, the narrower notion does not include backdoor production/overruns, inbox-
stripping, outbox-enhancements, and high quality counterfeits as they are assumed to not
influence the value experience of the desired customer to a significant degree.

As presented by Gentry et al”, there are six main types of products in the genuine-counterfeit
product range, see fig 3 below.

Backdoor
Genuine item Second production
overrun

Legitimate High quality Low quality
copycat counterfeit counterfeit

Fig. 3. Product range of Genuine-Counterfeit

Genuine item, is original product with full warranty. Secondary, is manufacturer authorized
products with defects or out of date. Overrun/backdoor production, is manufacturer unauthorized
locally produced to original standards. These products are produced and branded without
license, an offense that also includes patent infringement, as the producer’s manufacturing

78 See Grossman, G. M., and Shapiro, C., (1988), Foreign Counterfeiting of Status Goods.
7 See Gentry, Putrevu, Shultz 11, and Commuri, (2000), How Now Ralph Lanren? The Separation of Brand and Product in a Connterfeit
Ciulture.



license is limited to the right to produce a certain quantity of the licensor’s products, any
additional production is considered as infringement of the Licensor’s property rights.

In this category I would like to add, based on my experience from Brand Protection at Nokia,
products as result of inbox-stripping’ and outbox-enhancements’. 1egitimate copycat, includes retailers
such as H&M copy designs from fashion houses. High quality counterfeit, are products not
produced to original standards, yet similar on key product attributes. Low guality counterfeit, are
significantly different from original on several key attributes, e.g. the trademark of Nokia is
spelled on the product and packaging as “Okia”, or the interior of a mobile phone charger is of

poor quality.

3.1.4 Types of consumers

Brand Routine Information Brand CouantTrfelt
Loyalists brand buyers seekers switchers p
consumers

Fig. 4. Categories of consumers according to involvement in the purchase™

The Brand 1.gyalist group has strong emotional links to a favorite brand. As Buckley®’ points out,
this group tends to link the brand’s product category to ones’ own personal relevant
consequences. In addition, these people are the ones that seek the best brand for their needs,
and feels that the product itself is an important part of their life and lifestyle.

80 “Inbox stripping”: This activity is when a person strips the inbox, the packaged product offering, from inbox enhancements.
These enhancements are then offered separately and the original packaging is discarded and the handset is repackaged, under
non complacent terms with the contractual relationship with the right owner firm. This act includes copyright infringement,

breach against any repackaging license, trademark infringement, etc.

81 “Outhox enbancements”: in contrast to the Inbox enhancements, an outbox enhancement is an enhancement that is not included

or offered in the handset box. Outbox enhancements are purchased individually from any handsets.

82 Taken from Buckley, A., (1997), The Essence of Consumer Bebavior, Prentice Hall, p. 142; for further reference see Peter, P.J., and
Olson, J.C. (1994), Understanding Consumer Behavionr.
83 See Buckley, A., (1997), The Essence of Consumer Bebavior, Prentice Hall, p. 142.



3.2 Counterfeit-branded product consumption

The sociological literature is limited. Consumer attitudes studied from a marketing perspective,
though not in any greater detail. The available studies, three in total to this date® of my
knowledge, were all conducted outside the US, and establish a rational-choice perspective on the
part if consumers toward the purchase of counterfeit branded goods, governed by a calculus of
desire, price, and risk (Block, Bush & Campbell 1993; Cordell, Wongtada & Dieschnick 1996;
Gentry et al. 2000). The issue has been studied in terms of intellectual property rights, however,
the focus have been limited to describe the phenomenon of counterfeiting and what remedies
that could be available for brand owners. The fact still remains that there are a limited
connection between anti-counterfeiting remedies and consumer consumption studies.

3.2.1 The consumers’ search process of counterfeit branded products

Traditional, the process that every consumer goes through when facing a purchase decision
involves two steps: 1) the determination of the preferred brand(s) though some kind of
evaluation process that compares the brands across different main attributes, and 2) the
systematic search for the lowest price on the identified brand across stores based on a
cost/benefit tradeoff”. The order of the two steps is unclear, and is thought to vary from
consumer to consumer™. However, this general order of events is based on pre-purchase search,
which have been heavily criticized®. To serve as an illustration, Bloch et al.* acknowledges the
existence a market segment that will continue to be involved in the purchasing assessment, and
not limited to those moments in time when a need to purchase has been recognized.

Product

v

] L
Brand 1 Brand 2 I Brand 3 I

-4 Brand Equity/Quality/Price >

Fig 5., Typical Search Behavior”

However, Gentry et al”’, stresses that this picture (fig. 5) is complicated by the introduction of
counterfeits, as it implies that the consumer does another search within the product, to
determine which degree of product performance is needed. Consequently, Gentry et al presents
the typical search process made complicated, in figure below (fig. 6.) as a revised search model

84 I.e. November, 2006.

85 See Putrevu and Ratchford, (1997), A4 Model of Search Bebavior with an Application to Grocery Shopping, Journal of Retailing, 73, No.
4, pp. 463-486.

86 See Gentry et al., ( 2000), How Now Ralph Lanren? The Separation of Brand and Product in a Counterfeit Culture.

87 See Bloch, P. H., Sherell, D. L., and Ridgway, N. M., (1987), Consumer Search: An Extended Framework, Journal of Consumer
Research 13, June 1987, pp. 119-126.

88 See Bloch, P. H., Sherell, D. L., and Ridgway, N. M., (1987), Consumer Search: An Extended Framework.

89 Taken from Gentry et al (2000). How Now Ralph Lanren? The Separation of Brand and Product in a Counterfeit Culture.

% See Gentry et al., (2000), How Now Ralph Lanren? The Separation of Brand and Product in a Counterfeit Culture, p. 2.



regarding the conscious consumption of counterfeit branded goods. The study concludes that
the consumers are when buying a counterfeit, reaching for a specific brand and they are willing
to compromise on the product performance.

Brand 1 Brand 2 Brand 3

-« Brand Equity/Quality/Price——————— >

i v

Genuine

Counterfeit 1 Counterfeit 2 Counterfeit 3

30l d»

<4 Qualty —————————»

Fig 6. Revised Search Model’"

The authors observe that “while the purchase of a counterfeit represents the consumption of the brand (brand
decision), it does not appear to represent a ‘product” decision™”* As the picture illustrates, the consumers
must still choose among the various counterfeits of the brand and yet to agree on the price of

the product.

3.2.2 Consumer attitude towards lawfulness, ethical standards

Cordell et al.” explains consumer participation in the purchase of counterfeits as an attitude-
intention-behavioral linkage between the consumer’s respect for lawfulness and their willingness
to buy counterfeits. Kohlberg’s’ moral competence theory suggests that personal behaviors are
dictated by a subjective sense of justice. Emler and Reicher” have found a general correlation
between attitudes towards institutional authority and compliant behavior toward institutional
structures. Emler and Reicher characterize this relationship as “the attitude model of legal
socialization™ that is alleged to explain the hierarchy of effects relationships between attitude

and behavior in this dimension of human psyche.

According to Cordell et al. the conscious purchase of counterfeit branded goods falls in the
class of non normative consumer behavior”. The tolerance of the participation in illegal activity

91 Taken from Gentry et al (2000), How Now Raiph Lanren? The Separation of Brand and Product in a Counterfeit Culture.

92 See Gentry et al (2000), How Now Raiph Lauren? The Separation of Brand and Product in a Counterfeit Culture.

93 See Cordell et al (1996), Counterfeit Purchase Intentions: Role of Lawfulness Attitudes and Product Traits as Determinants, p. 42.

94 See Kohlberg, L., (1976), Moral Stages and Moralization: The Cognitive Development Approach, in Moral Development and
Behaviour: Theory, Research and Social Issues, Lickona, T., ed., Rinehart, Holt, and Winston, New York, pp. 31-53.

% Emler, N., Reicher, S., (1987), Orientations to Institutional Authority in Adolescence, Journal of Moral Education, 16(2), pp. 108-116.

9 See Emler, Reicher, (1987), Orientations to Institutional Authority in Adolescence.

97 See Cordell et al., (1996), Counterfeit Purchase Intentions: Role of Lawfulness Attitudes and Product Traits as Determinants, p. 42, second

paragraph.



(although the purchase of counterfeit is not criminalized, though the manufacturing and supply
of it is) is often justified by neutralization, whereby the perpetrator excuses himself from blame
either by denial of wrong or blaming the victim”. This is nothing but double standards, whereby
consumers hold themselves in lower ethical standards than the business with which they
exchange counterfeit products with”. DePaulo' explains these double standards with the
consumers’ need to neutralize the perceived unfair advantages and tactics that the seller
possesses. Non normative consumer activities, such as this conscious consumption of
countetfeits, have been studied in research under the auspices of consumer fraud and consumer
ethics. Examples of these studies include Wilkes”' study of middle income housewives,
respondents’ condemnation of overt criminal actions were stronger than of failing to correct
obvious retailer errors that benefited the consumer; and Cole'” found that self reported
behavior in consumer fraud declined as subjective wrongness of the activity rose. Cordell et al,
are focusing in the consonance between attitudes and behaviors with respect to participation in
counterfeit trade. Consumer purchases of counterfeit branded goods are not criminal; the sales
of such items are. In concert with Kohlberg, Emler and and Reicher'”, and Cole', the
lawfulness  attitudes  will ~predict willingness to engage in counterfeit trade.
Cordell et al."” found in their study that although 97 % of the subjects though of counterfeiting
being a criminal offence; they do not feel accountable for the purchase. It is a double standard,
as consumers do not hold themselves as accountable as the other party of the transaction.
Situational ethics facilitates illegal activities, illustration of the tolerance of western consumers
towards consumer fraud and unethical behavior. This suggests limited effectiveness of the
structural approach to legalistic anti-counterfeiting activities.

3.2.3 Consumer expectations of the product performance

Conscious purchase of a counterfeit product at a significantly lower price than the genuine
article provides the buyer of a different set of utilities than the genuine article'”. Cordell et al."”
by the same token, the prestige utility is preserved through physical reproduction of a socially
desirable asset, so long as the status symbol, the trademark, is visible and has a high social value.
The idea of it is the better product that gains in competition, is muddled with the presence of
countetfeits. In this context, it is highly likely that the counterfeit product will not outperform
the genuine product, as the manufacturer of the fake one lacks incentives to strive for achieving
good will (as the mark is missing).

98 Sykes, G. M., Matza, D., (1957), Technigues of Neutralization: a Theory of Delinguency, American Sociological Review 22, December
1957, pp. 664-670.

9 See Cordell et al., (1996), Counterfeit Purchase Intentions: Role of Lawfulness Attitudes and Product Traits as Determinants, p. 42, second
paragraph.

100 See DePaulo, P. J., (1986), Ethical Perceptions of Deceptive Tactics Used by Salespersons and Customers: A Double Standard, Proceedings
American Psychological Association, American Psychological Association, Washington, DC, pp. 101-103.

101 See Wilkes, R. E., (1978), Fraudnlent Behaviour by Consumers, Journal of Marketing 42, October 1978, pp. 67-75.

102 See Cole, C. A., (1989), Deterrence and Consumer Fraud, Journal of Retailing 65, Spring 1989, pp. 107-120.

103 See Emler, Reicher, (1987), Orientations to Institutional Authority in Adolescence.

104 See Kohlberg, L., (1976), Moral Stages and Moralization: The Cognitive Development Approach, in Moral Development and
Behaviour: Theory, Research and Social Issues; Emler, Reicher, (1987), Orientations to Institutional Authority in Adolescence;
Cole, C. A, (1989), Deterrence and Consumer Fraud.

105 See Cordell et al., (1996), Counterfeit Purchase Intentions: Role of Lawfulness Attitudes and Product Traits as Determinants, p. 50.

106 See Grossman, G. M., and Shapiro, C., (1988), Foreign Counterfeiting of Status Goods, Quarterly Journal of Economics 92,
February 1988, pp. 79-100.

107 See Cordell et al, (1996), Counterfeit Purchase Intentions: Role of Lawfulness Attitudes and Product Traits as Determinants. at page 43



A counterfeit product will only possess prestige utility as long as its quality performs at a certain
minimally acceptable level. According to studies by Cordell et al.'"”, the better the expected
functional performance of the counterfeit product, the more likely that the consumer is apt to
buy counterfeits.

3.2.4 Extrinsic cues and Product-Investment-at-risk

The literature of extrinsic cue utilization by consumers has evolved — the most studied cues are
brand, retailer, and price. According to Cordell et al'” findings generally support the fact that
each of the cues acts as an independent product evaluation cue'"’. Rao and Monroe'"! found
positive relationships of both brand and price with perceived product quality. The relationship
between retailer and perceived quality was positive, though marginal.

Perceived risk is a central concept in marketing, suggesting that the consumer seeks to reduce the
uncertainty and unfavorable consequences of a purchase decision'”. However this notion build
on the assumption that the value experience of the brand is dependent on the quality and
performance of the product. Ways for the hesitant consumer to manage this situation, and
reduce the perceived risk, is for him to rely on certain extrinsic cues, such as brand, retailer, and
price. Roselius’s'” studies show a decreased perceived risk by purchasing of a famous brand
name, shopping at a well renowned retailer, or paying a low price.

The concept of perceived risk is multi-facetted, consisting of financial, performance, physical,
psychological, and social dimensions'*. Cordell et al.'"®, emphasize that the perceived financial risk
(i.e. the actual price paid by the consumer) and #he perceived performance risk (the likelihood that the
product will perform to a certain expected functional minimum) is central to this mechanism of
risk mitigation. Taking these factors together, we have the fundament of the consumer’s
perceived investment-at-risk. One example of such risk would be that the perceived investment-at-
risk for a counterfeit mobile phone should be higher than that of a counterfeit purse, as the
likelihood that the mobile phone will fail to function in the future is higher than the purse.
Thus, the expected loss from the purchase of a counterfeit mobile phone would exceed that of

108 See Cordell et al., (1996), Counterfeit Purchase Intentions: Role of Lawfulness Attitudes and Product Traits as Determinants.

109 e Cordell et al., (1996), Counterfeit Purchase Intentions: Role of Lawfulness Attitudes and Product Traits as Determinants.

HOgee Andrews, I. R., and Valenzi, E. R., (1971), Combining Price, Brand, and Store Cues to Form an Impression of Product Quality,
Proceedings, 79t Annual Convention of the American Psychological Association, American Psychological Association,
Washington, DC., pp. 649-650; Dodds, W. B., Monroe, K. B., and Grewal, D., (1991), Effects of Price, Brand and Store Information on
Buyers’ Product Evaluations, Journal Of Matketing Research 28, August 1991, pp. 307-319; Gardner, D. M., (1974), s the

DPrice/ Quality Relationship Important?, Working Paper #1806, Faculty Working Papers, College of Commerce and Business
Administration, University of Illinois, Urbana 1974; and Render, B., and O’Connor, T. S., (1976), The Influence of Price, Store Name,
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the purse. Cordell et al,, raises a caution to the general applicability of the above, as each
consumer’s extrinsic cue mitigation strategy depends on each consumers’ risk adverse profile
and of the fake product’s condition/investment-at-risk attributes. The influence of extrinsic
cues (brand, retailer and price) on a consumer’s willingness to buy counterfeit branded goods
will differ by the product’s investment-at-risk attributes.

3.2.4.1 Brand

Let us refresh, the function of the brand in the eyes of the consumers is to distinguish the
source of origin and ensure quality. Besides, the fact that the brand could be a status symbol,
representing a certain, desirable lifestyle, that rubs off on the carrier of the branded product.
It is once we have bought a product that we are able to discover their inner qualities. It is
generally more difficult for the consumer to assess the quality of a high risk product, as certain
product attributes cannot be assessed before the purchase, such as battery quality of a mobile
phone, active ingredient of a drug. As customers’ involvements in the purchase are of different
character, it is paramount for the external signs to highlight the internal qualities of the product.
In the counterfeit context, it is thus important for the brand owner to communicate these inner
qualities of the genuine goods and the uncertain quality features of the counterfeit product.

Reducing the consumer perceived risk is either done through brand loyalty or the purchase of a
famous manufacturers’ brand''’. Cordell et al. quotes studies of Akaah and Korgaonkar'’ and
Hawes and Lumpkin''® that have demonstrated this effect on products in general and particular
products such as cars'”. The Roselius’ study'” states that in most cases, brand loyalty and
purchasing a famous makers’” brand, was found to be the most helpful strategy in preventing a
possible financial loss from product purchases. Moreover, knowing the manufacturer is more
important regarding high-risk performance products, than of low-risk performance products e.g.
clothing. The quality of product performance is less interesting regarding apparel and shoes than
of consumer electronics, and within that class, mobile enhancements is in general less risky than
mobile phones, and mobile phones earplugs are less risky than Bluetooth™ headsets, etc. The
performance risk is relative to the level of technological sophistication involved, and level of
investment needed for the experience of the product'”. However, these studies have all been
based on the fact that the product in fact was genuine, and not counterfeit, which naturally
limits the ability to draw conclusions from them.

In the context of a suspected counterfeit product, Cordell'” argues that the goodwill attached to

the brand is nullified. Furthermore, Cordell argues, that the good will of the manufacturer is
absent if the consumer cannot identify and thus utilize the actual manufacturer. Besides, the
manufacturer of the counterfeit cannot reveal its identity, which means that the manufacturer
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has no chance of getting the consumer to repurchase — no sustainability or base for customer
loyalty. Following the reasoning of Cordell et al., if the counterfeit product is associated with
low investment-risk, the consumer is more likely to reap the benefit of prestige of the product
without suffering undesirable consequences of inferior quality'”. On the contrary, with a high
investment-at-risk, brand image is more likely to relive the consumer of anxiety. Add to this
picture that the development of electronics is more reliable in quality and brand image has been
more explicit in the marketing of the branded product, which provides business opportunity for
counterfeit products carrying the brand.

I would say that if Cordell is right depends on the product and on the consumer. He has right, if
the suspected product is of bad quality (dangerous, not enough functional), making the
counterfeit trademark on the product is not trustworthy, if the consumer in question was a
brand patriot or simply averse of buying counterfeit products. Depends on what kind of brand
we are talking about. Is it a lifestyle brand or a generic brand? Gentry et al."”™ adds another
dimension to this issue that adds weight to the brand as an influencing cue. As the variance of
product quality in the western world is reducing as stated by Carsky, Dickinson, and Canady'”,

(1998), the brand name has become exceptionally strong cue for quality.

The studies undertaken by Gentry et al. gives clear indication of a separation of brand and
product of the counterfeit consumers’ mind, in a counterfeit culture. The authors’ have found
that consumers search for brands within a product. Even after the consumer make a brand
choice in a purchase context; a further evaluation will take place assessing the quality of the
genuine and counterfeit branded goods. Their study suggests, that when brand equity begins to
symbolize strongly an image rather than more traditional, tangible product performance
attributes, consumers may begin to regard the brand and the product as separate entities.
Applying the Petrusson operational theory'®, it follows from the fact that the more accepted the
promised values symbolized by the brand is, the more the brand gains a character of a value
proposition on its own; it becomes a wmeta-intellectnal property, soaring above the structural
constructions as powerful symbols of relationship with and lifestyle of consumers. The relief of
the perceived risk of product performance is one of the brand’s most important tasks in the
consumer purchase situation. Hence the consumers’ of the apparel (lifestyle) business are less
averse to the brand cue as a product quality sign. However, the apparel industry is to a large
extent based on the brand being a status symbol, detached from the actual product as Gentry et
al. (2000) concludes.

The high risk industries are creating strong brand identities to mitigate risk. Mobile phones,
Nokia, Motorola, SonyEricsson, Samsung, Qualcomm. Automobiles, Volvo, Saab, Ford etc.
Following this notion, having a well renowned brand would mean that quality of the brand-
enabling product would be less important for the consumer, as the brand is also an important
status symbol. The fact that the brand could function as a status symbol is the aspect of the
brand that provides the “open” industry of counterfeiting with its’ business opportunity.
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3.2.4.2 Retailer

Retailer reputation and fear of being ripped of by a non legitimate dealer reduces perceived
risk'”’. The reputation effect in risk relieving extends to distributors as well in a direct marketing
context'”. Moreover, prestige stores such as the flagship stores, evoke greater confidence when
the consumers’ are facing purchasing decisions that involves a significant social risk'”. Retailer
mode influences risk perception, and catalogue purchases, which can be compared to online

shopping, is perceived to involve a higher risk than store purchasesm.

Why? Implied warranty, deals with consumers’ product dissatisfaction. Consumer risk is
reduced either by the reduction of the likeliness of something going wrong or the enhancement
of a successful redress. For the high risk products, this is believed to have a deterring effect;
whereas with low risk products, the subjects of Cordell et al.’s studies were less inclined to make
a redress. Cordell et al.”" finds that the consumer is heavily influenced by the reputation of the
retailer regarding knowingly purchase counterfeit products regarding the high-investment-at risk
products. Concerning the low investment-at-risk products, the retailers’ reputation does not
carry as much weight for the purchase decision.

3.2.4.3 Price

There are three different price-related strategies to mitigate purchase risk'”. There are best
value, target combination of price and quality; price aversion, in which the consumer seeks the
lowest priced product; and price seeking, in which the consumer seeks the highest priced
product. Lower price is associated with lower quality'”, still perceived risk could be reduced
with lower prices suggests studies by Akaah and Korgaonkar'™, and Havlena and DeSarbo'”.
Counterfeits that are non deceptive of its origin, is priced based on a fraction of the genuine
products’ price. Cordell et al."™, suggests that consumers’ willingness to purchase counterfeit
products due to price concessions are greater with low investment-at-risk products, but not with
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high investment-at-risk products. Surveys of counterfeit culture in Gentry et al.””" suggest that
brand owners should be hesitant to play the price card in the game of discourage counterfeiters.
Actually, reducing price and profit margins might lessen the “best value” reason to buy a
counterfeit; but be counterproductive as a low price may be perceived as an indicator of lower

quality.
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3.3 Observations of brand’s degeneration regarding their social value and loyalty

To pursue the purpose of this paper, it is interesting to study the effects of counterfeits on the perceived social value
and the fulfillment of customers’ value expectations. 1o the best of my knowledge there are no studies of this
interrelation, hence, 1 have chosen to observe how the value of Fast Moving Consumer Goods (FMCG) have
devalued and studied the underlying reasons, in order to be able to draw parallels to the case at hand.

At first, I have included two observations when brand owners were able to reinstate their brand
value through strengthening their quality control, namely Burberry® and Disney® brands.
The once high end fashion label Burberry took in the 1990’s a plunge in terms of brand value
due to over exposition and most importantly due to poor quality products, the pitfall of brands
have been named #he Burberry effect. Maureen Hinton, senior retail analyst at Verdict Research'™
has said that the Burberry effect was due to that Burberry issued licenses almost haphazardly.
Later, the Burberry brand was able to reinstate its’ brand as a high end British brand by
tightening the quality control by means of tightly restricted licenses and of flagship stores. By
fiscal year 2001, Burberry’s sales for the first half year were up a 38%'".
Disney had higher degree of market presence in China long before the Disney Corporation
allowed licensed manufacturing to this region. Counterfeiters had brought fake children’s
towels, replica Mickey Mouse watches, flood of pirated Chinese pirated videos and counterfeit
merchandize."’ Launching a brand licensing program to counter this development, Disney
succeeded to regain control over their businesses in China and to increase their license revenues.
Another part of this effort was to make the legitimate Disney stores visible for the public, as it
was observed that the Chinese consumers would not know where to buy genuine products and

therefore missed out of the opportunity'*'.

The other part of this observation regards the notion of exclusive identity, here represented by the
luxury brands Crista/®, and Lowis 1 uitton®. There is a danger to tie the brand core to exclusivity
and scarcity, and subsequently a certain well defined identity, especially as counterfeiting
overcomes these barriers and makes consumers other than its target ones display the branded
product.

Cristal, a luxury Champagne brand, created by the French vineyard Louis Roederer for the
enjoyment of the Russian Tsar, but during the ‘90’s and 2000, the preferred brand of the bling
bling hip hoppers. After a rather concerned statement by Frederic Rouzaud, President of
Champagne maker Louis Roederer, of where the brand identity were going regarding the main
clientele was now primarily the bling bling Americans as opposed to the original crowd of the
upper 1-2 % of European aristocrats, the Bling Bling clan lead by Jay-Z chose to boycott the
champagne'”. Mr Rouzaud was quoted in The Economist'” saying that the company is
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powetless to stop those in the "bling lifestyle" from buying Cristal. "We can't forbid people from
buying it," Rouzaud told "The Economist." "I'n sure Dom Perignon® or Krug® would be delighted to
have their business.". This June, Jay-Z stepped up a boycott of Cristal champagne he began in the
beginning of June after what he called "racist" comments from Mr Rouzaud. This Cristal
incident is an example of what can happen after the brand has to a certain extent, lost contact
and understanding of its” primary consumers. The rhetorical question is whether the President
of Cristal was foolish and lost business or did he defend the clients and identity of his brand?
Time will tell us.
Then we have the example of the overexposure of the Louis 1V uitton® (“LV”). As cited in The
Sunday Herald’s feature, “Battle of the brands”, that 60% of young Japanese women own a LV
handbag. LV reinvented itself by launching a new flagship store at Champs Elyseés and tightly
controlling the distribution and quality."* Controlling points of contact is crucial, just as Vertu,
and as an attempt to preemptive the internet, LV launched the ecommerce luxury site,
eluxury.com. LVMH® is pursuing a policy to raise the public awareness of the counterfeit
problem.

It is important to state that there is a limited applicability of the examples of the FMCG industry
as mentioned above, due to the substantial different requirements that characterize the brand
owners’ conditions. The main difference consists in the fact that there are apparent potential
safety hazards in the mobile phone product category that are not as obvious of consumer
apparel and lifestyle products. Nevertheless, I believe that Brand Protection Managers could get
valuable guidance of said examples in terms of foreseeing consumer behavior and to gather an
understanding of the demand side of counterfeit product trade.
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4. CONCLUSIONS

4.1 Validating the business constructs: Implications on the targeting criteria of anti-
counterfeiting measures

As stated in the beginning, the brand owner now faces two major challenges: one, to get a thorough understanding
of how the consumer consumption of counterfeit branded goods influences the perceived brand value, and secondly,
to align their brand protection strategy to this new insight. This section will present a summarigation of the
consumer behaviour with regards to counterfeit consumption and how to align the brand protection strategy to this
new knowledge.

4.1.1 The protection of a brand

In spite of strenuous anti-counterfeiting activity from brand owners, national customs agencies,
international trade organizations, famous brands are getting knocked off and to royal sums. Up
until now the anticounterfeiting tactics have predominantly relied on a focus on the supply
chain of counterfeit product trade, where the first step of action was to determinate the legal
status of the product instead of assessing the damage to the customers’ experience of the
product. This paper argues that there would be valuable for the brand owner, consumer, and
society, to take another starting point, to apply an understanding of the demand side of
counterfeit branded product consumption.

The brand owners face a challenging task to develop, maintain and sustain proper level of
control over the brand on a global scale. Considerations of brand owners include limited
budget, increasing enforcing costs, IPR maintenance costs. Brand Protection Managers have to
enforce their rights in a global market space, in disparate jurisdictions and different consumer
and enforcement culture. All in all, the situation of success of failure of an enforcement action is
not glass clear, and adds to the level of risk. As can easily be understood, this is both a time and
resource consuming mission. Therefore I believe that Brand Protection Managers would find it
valuable to have 