FREEDOM OF IMPORTS TO HONG KONG
CONSUMER CHOICE+REASONABLE PRICES
CB(1) 298/98-99(02)

THE PAST - What HONG KONG was

An open market offering a wide range of legitimate (genuine) products at competitive prices made
available through a balance of local distributors and parallel importers.

A continuing fight against pirate traders and illegitimate products enlisting powerful existing laws
and improved legislation to control ‘copy’ products.

THE PROMISE - What it was to be

The same wide range of legitimate (genuine) Froducts offered at reasonable prices, made available
through the co-operation of rights owners, local distributors, licence holders and retailers and
spelling the end of piracy.

“They [the licence holders] are the bridge between the rights owners and the ﬁUb“C and have a
responsibility to fulfil their obligation as such, that is, to bring the product to the attention of the
widest public and then to supply the products where there is demand.”

Hon Mrs Selina CHOW LIANG Shuk-yee, JP, Legislative Council - 24 June 1997
THE PRESENT - What HONG KONG is

A stran éqled market for genuine copyright products with artificially high prices, limited choice,
outdated products, lower quality and piracy a big winner at least in part due to lack of available
genuine products.

WHO LOSES?

The consumers, the retailers, the Hong Kong economy and our international standing as a free port.
Price fixing and monopoly control in the hands of a few directly hurts the economic interests of
many.

WHO PROFITS?

1)Foreign copleght owners and their distributors
2)Our regional competitors
3)The * plrates and their distributors

WHO WANTED THE NEW LAWS?

Our regional competitors
Hong Kong Movie and Sound Studios (to protect them from their own low cost licensees in other
Asian Countries who could then export cheap “genuine products” to Hong Kong)

(4)The ‘pirates’

WHO DIDN’T WANT THE NEW LAWS?

g éForelgn copleght owners and their distributors (to maximise their international market control)
3

1)Consumers o
2)Law Reform Commission
3)The Government (at first)

(4)Retailers



REVIEW ON FREEDOM OF IMPORTS TO HONG KONG

The current regulations outlawing parallel importing give foreign holders of foreign
copyright an effective monopoly over the import of sound recordings, movies, software and
books into Hong Kong. These foreign multinationals are using their muscle to keep out
legitimate products in order to inflate their profit margins along with those of their exclusive
licensees (sometimes owned by themselves). They are using the restrictions to exclude
competitive imports and keep prices for products artificially high in Hong Kong, much as
used to be the case in the New Zealand market:

“A small market such as New Zealand [or Hong Kong] can be easily exploited by a
restricted line of supply. The result is excessive margins-and excess price for the
customers” (See Annexure 1)

The law evolved from a stated/claimed desire to stamp out piracy (by controls at point of
import) but in effect it has only served to fuel the flames. Regulation of parallel imports has
meant special niche titles in videos and sound recordings are now impossible for retailers to
source. Supply of product through the licensees is slower and more expensive, imported
book and magazine prices are inflated.

Assuming products are even available retailers first experience endless difficulties
identifying the local distributor for each product they require causing further delays to the
ordering process. Retailers correctly fear (and now see) that consumers fed up with waiting
for products to appear on the shelves and the expense of purchasing what is available, turn to
pirate products where easily available as an attractive alternative. (See Annexure A). This is
perhaps made more obvious by a lack of general consumer spending making cheap product
alternatives attractive.

Regulation of parallel imports has a less detrimental effect in large markets like the US and
Canada because copyright holders retain the market incentive to make their products
available. In a small city like Hong Kong it is not always worthwhile for distributors to make
products available. Where consumers are unable to rent overseas movies from their local
video shop for up to two years after the overseas release date is it any wonder they are taking
advantage of their ability to buy the latest US release VCDs from pirate traders all over in
Hong Kong for $HK20 a film?

Logic says if you reduce the choice of CDs and videos in Hong Kong and raise prices piracy
will boom. Pirate traders even allow the VCDs to be returned and exchanged or refunded
within 7 days.

Genuine CDs are currently available to anyone with access to the Internet for lower prices
than in the stores. The Director of Intellectual Property; Mr Stephen Selby has said
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“If they [distributors] start hiking prices... they would find the public would take
their business elsewhere.” (See Annexure B)

The pirate traders and overseas suppliers are showing him where and it is of no benefit to
Hong Kong. (See Annexure C and D)

“But | worry that our preoccupation with parallel import has somewhat overtaken the
very important attention we must pay to pirated goods, which remains a headache to
Hong Kong, especially in the context of our role in world trade.”

Hon Mrs Selina CHOW LIANG Shuk-yee, JP, Legislative Council - 24 June 1997

With the exception of the foreign copyright owner and distributor everyone is losing; the
consumers, the retailers and the HK economy. For tourists visiting the region the selection of
CDs videos, books and magazines available is poor compared with the range available to
them elsewhere and if the choice is there the prices are higher (Surveys will confirm this).

The natural response is to spend money elsewhere. The number of tourists visiting Hong
Kong is decreasing and any law resulting in a reduction to the choice of goods available let
alone inflating their price adversely effects our economy and causes jobs to be lost.

As was submitted to Legco prior to the passing of the Act: these are not simply issues of
copyright law; they are of high economic, political and livelihood importance.

The ban on parallel imports ignores the trend in Asia towards deregulation and open trading
and Hong Kong is now at a disadvantage against its competitors.

In 1994 the Consumers Association of Singapore supported the removal of remaining
restrictions on parallel imports. The Association relied on a case study entitled: “The
Economic and Legal Impacts of Parallel Imports in Singapore.” The Association accepted
that it was in the National interest to encourage parallel imports (this also appears to be the
position a China). It recognised that Singapore would lose its reputation as a shopper’s
paradise if parallel imports were banned. Singapore importers are free to purchase goods
from the cheapest commercially licensed source anywhere in the world and in doing so
benefit the Singapore consumer and tourist visitor. Why are the needs of Hong Kong
consumers being ignored?

International Federation of Phonographic Industry figures show the total number of units
gmostly CDs) sold in Singapore rose from 7.2 million in 1994 to 7.6 million in 1995
ollowing deregulation. CDs have become cheaper and piracy, once a major
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problem, is now a minor one. If the 8 million annual tourists to Hong Kong bought one CD
each, the result would be an additional $800 million in retail sales alone.

Hong Kong should follow the lead set by the European Community, The Peoples’ Republic
of China and most of Asia in allowing unrestricted importation of parallel imports. These
countries have recognised that if legitimate goods can be brought more cheaply overseas
then there should be no barrier to their import.

Europe

In Europe the scope for restricting parallel imports is limited by the European Union Treaty.
Parallel imports are only restricted when they originate from non-European Union member
states. Once legitimate copies of copyright works are put on the market anywhere within the
European Union the free movement of goods is allowed. This permits parallel importing of
goods from one EU country to another without restriction and promotes a common market.
In the UK an exclusive licensee cannot stop the parallel import into the country of goods
placed on the market in any other country within the European community; anyone can
compete for the business of 250 million consumers. Parallel imports are estimated to account
for approximately 0.5% of total sales in the European community and the total value of
parallel imported goods in the UK is approximately 0.1% of the GNP.

The UK

Hong Kong has apparently rushed through legislation and tried to at least in part copy the
UK position on parallel imports but has overlooked at least two important aspects of the UK
situation.

Q) The protection afforded to free trade by the European Union Treaty, and
(i) The Monopolies and Mergers Commission which exists to prevent the abuse
of dominant market positions and ensure consumer interests are protected.

All Western countries have laws to prevent such commercial abuse. Hong Kong has no such
safeguards in place thus neglecting public interest and giving primacy to business interests
alone. Market manipulation is now almost encouraged and no law exists stop it.

Japan

The Japanese government has constantly encouraged parallel importing. In 1972 the Fair
Trade Commission declared that hindering parallel importing was an unfair business
practice. In 1987 the Commission stipulated that distributors could not withhold “service” to
Japan’s “back door” imported goods. The Hong Kong Government is encouraging Japanese
TV/Video makers to sell in Hong Kong to reduce piracy
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Malaysia

A 1990 Amendment Act allows parallel of copyright works in Malaysia.
Awustralia

Instead of barring parallel imports the Australian government has adopted a policy which has
tried to balance the interests of distributors, consumers and parallel importers. It has changed
its policy towards the import of books; making it more flexible and favourable towards
parallel importing. In July 1998 it lifted regulations on parallel imports of sound recordings
and packaging.

The sound recording market was singled out after the Australian Price Surveillance
Authority (a consumer watchdog) reported that sound recordings were more expensive in
Australia than in other countries.

The USA

The US position on parallel imports is based on their role as true net exporters to the rest of
the world. To protect their interests overseas they must condemn parallel importing. Hong
Kong however should take the opposite stance. As a net importing region it should be
promoting parallel importing. It should be noted that even in the US the Supreme Court
recently had to allow exported goods from the US to be parallel imported back into the
country.

New Zealand

In 1997 the New Zealand Institute of Economic Research (NZIER) was contracted to
economically analyse the issue of parallel importing. Their report supported the deregulation
of copyright parallel importing and the New Zealand legislators responded by removing the
prohibition on parallel imports.

The New Zealand government officially noted a trend internationally favouring parallel
imports. It stated access to products via the Internet facilitated the circumnavigation of the
parallel import regulations and supported the trend. It made the observation that most Asian
economies, including Japan, did not have parallel import restrictions. It recognised that
Australia was decreasing its parallel import restrictions.

The government considered deregulation would benefit both consumers and businesses. The
benefits to consumers would be lower prices, improved services and greater choice in
products. (See Annexure E) In turn costs to businesses would be reduced and they would
become more internationally competitive.

Hong Kong
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The HK government has mistakenly been influenced by a perceived need to implement
parallel import laws in conformity with Western countries with which it trades. However any
comparison with Western countries is misguided and superficial, (See Annexure F) the
trend is going the opposite way.

Western countries are changing their stance on parallel imports and where parallel import
regulations remain they are watered down by laws and treaties designed to keep them in
check and benefit consumers. The people of Hong Kong have been given no such protection.
The Consumer Council can’t control business conduct at this level.

The Hong Kong government’s position on parallel imports ignores the world wide trend of
allowing parallel imports and puts Hong Kong at a disadvantage against its competitors for
consumer and tourist dollars. As a freeport_ Hong Kong should be promoting freetrade and
parallel import restrictions create an artificial barrier to free trade. Local economic and trade
conditions demand deregulation of parallel imports.

Any increase in choice of products available to the consumer will stimulate the stalled local
economy. Restrictions should be lifted and the focus shifted to fight flourishing copyright
piracy. Allowing parallel imports significantly decreases consumer temptation to obtain
pirate copies of copyright works.

At recent talks with officials from Beijing and Hong Kong in the SAR, US Assistant Trade
Representative Joe Papovich puzzled:

”Hong Kong has put in place some of the most modern copyright laws anywhere in
the world...yet the prevalence of pirate products is higher than any other place in the
world.” (See Annexure G)

(Have our new laws brought this about?)

26.

27.

If legitimate goods are available at competitive prices the temptation to buy pirate copies is
diminished if not almost totally removed. The emphasis is in the wrong place. We should be
increasing the power to prevent the manufacture, import and sale of pirate works in Hong
Kong and decreasing regulations on parallel imports, ensuring a wide range of legitimate
copyright works available at competitive prices.

Historically there were only two valid reasons to restrict parallel imports:

1) to protect local manufacture (mainly the film/music and TV industry), and
(2)  to allow the copyright owner to maximise commercialisation of his work.

If a copyright owner wants to regulate the marketing of his product he can do so by making
use of his contractual rights. Parallel import restrictions are superfluous to those rights. It has
been argued distributors invest money in the marketing of
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products but that is not justification for the restriction of competition. Copyright owners still
benefit from deregulated parallel importing as goods must still be purchased from them.
Increased competition between authorised licensees and parallel importers benefit the
manufacturer because more goods are sold at more competitive prices. Increased competition
in turn benefits the local Hong Kong economy through better market efficiency and creates
employment.

The truth is copyright owners and their exclusive licensees are using the restrictions (law) to
exclude competitive imports and keep local prices artificially high. Local suppliers are
usually the sole source for a product and therefore dictate if and when a product will be
available to the market and at what price. It is well within the capability of multinational
companies to centralise and standardise global pricing structures to coordinate international
prices should they wish to do so. These companies are taking advantage of the law to simply
inflate their profit margins at the cost of the Hong Kong public: the price of a CD rose $8.00
within days of the law being introduced.

Three months after the law was introduced retailer HMV reported a sales loss of 20-30% in
magazines and books. A spokesperson for the store said they were forced to tell customers
not to even bother requesting imported materials not already on the shelves. The time it took
to locate the copyright owner, check if there was a local distributor, get permission to
parallel import, and then bring in the product made the practice unfeasible. Where the
product could be sourced from a local distributor it cost 20% more than before. Local
distributors now charged more than the cost of the Hong Kong public parallel importing!
(See Annexure H)

With a monopoly on the market local CD and video distributors are benefiting from
spending less money on product duplication. Hong Kong has even become a dumping
ground for poor quality CDs and videos. Regulation of parallel importing is forcing retailers
to accept lower quality products. A good quality DVD parallel import from Canada costs 10-
40% less (depending on the title) than the local DVD offered in Hong Kong but retailers and
consumers must accept the local version which can be of inferior quality.

The legislation has bred a further threat to the video rental businesses. Distributors combined
together via one ‘agent’ to further bleed rental businesses of their profits. They have 300
businesses requiring supply of their products and are now using their power to dictate
unconscienable terms. They are imposinging a revenue sharing scheme on the businesses
they supply whereby the owner must install a computer on his business premises and send
his rental records by modern daily to the Group. The business is provided with products at a
reduced price but must pay the Group $8 each time each product is rented out or 50% of the
rental price; whichever is higher. (See “Smells like a Cartel”’; Annexure H)
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The owners of businesses are being forced to implement the scheme at the cost of their
profits as there is no lawful alternative. The system now mandates a price for video rental in
Hong Kong reducing price competition.

On the 7th of April 1997 Mr Jeffrey Hardee; Vice President of the Motion Picture
Association; Asia Pacific Region, made a submission to the Bills Committee on the
Copyright Bill. He claimed the arguments of parties supporting deregulation of parallel
imports were farfetched. He said it was in the distributors interests to release titles and if
they were not to be distributed the copyright owner would have no objection to parallel
imports of their products.

He argued protection against parallel imports could not adversely effect consumer choice.

He stated that MPA member companies were forbidden from colluding on pricing by US
anti trust laws. He later admitted that US anti trust laws did not apply in Hong Kong but said
that it was MPA policy not to discuss pricing among MPA member companies. Members of
the MPA went on to represent to the Committee that it was their practise to co-operate with
retailers to ensure the availability of the full range of products to consumers.

At the meeting of the Bills Committee held on 30 May 1997 the Motion Picture Industry
Association Chief Executive Mr Woody Tsung explained to the Committee that the MPIA,
together with the MPA and the International Federation of Phonographic Industry,
represented more than 90% of film and sound recordings. They stated that their
comprehensive databases on exclusive licensees for their products would provide adequate
information in an easily accessible and up to date format to allow importers to make
reasonable inquiries to locate over 95% of works.

Mr Hardee confirmed it was the intention of the MPIA and the MPA to provide a referral
service to assist retailers in finding out whether there was an exclusive licensee in HK for a
particular title. He said that where there was no licensee retailers would be ble to parallel
import.

Twelve months after the legislation was enacted the practice of identifying distributors and
obtaining products is frustrating, time consuming and ultimately expensive for retailers and
consumers alike. No promised database exists.

For any business to run profitably it must have an up-to-date supply of products, in the
formats its customers require, at a reasonable cost. When the MPIA was approached by one
such business seeking the promised list of distributors of titles required to source its products
they responded with the following:

“For practical reasons the MPIA will not be able to send you the requested
information.”
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The Committee were assured that the MPIA would offer a comprehensive, up to date and
easily accessible database.

When the MPA are now requested, 12 months after the legislation came in, to supply
information concerning distributors they also require requests to be on a title by title basis
and take up to a fortnight to respond to a query.

If they do not represent the companies owning the titles required they will not identify the
distributors. In any business profits are made when the product are most attractive. This
period is the often the first month of release and if the distributors will not provide the
product within the requested time period or provide retailers with the valid release date
profits are lost.

Delay in identification of rights owners is another covert way to bar free and open product
access.

Without the pressure of parallel imports local movie distributors are now delaying theatrical
and video releases. This is giving pirates a larger window to sell their products before the
legitimate product is released; if ever.

The MPIA emphasized to the Committee that non-availability of films would not be a
problem. The MPIA claimed they always encouraged their members to respond favourably
to retailers’ requests for versions or formats of a title not already available from the licensees.
Mr Hardee told the Committee that MPA member companies were committed to supplying a
wide selection of videos in various formats and they too would be encouraged to respond
favourably to Hong Kong retailers’ requests for versions of videos not already available. He
said:

”This would include, for example, the US laser disc version of a film. When there is
no licensee retailers will be able to parallel import.”

Practical experience shows this was an empty promise and distributors are apparently now
totally outside the control of the MPIA or MPA.

This type of “format manipulation for profit” is exactly what was feared when the law was
being considered. Where free import exists no such market manipulation is possible (See
Annexure J).

When the Bill was debated retailers voiced massive concerns that distributors would adopt
the type of attitude shown. The MPIA and the MPA representatives said these concerns were
unfounded but have proven to be 100% on the side of the distributors and studios-not the
public. This is to be expected as it is indirectly the studios who are their paymasters
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HMYV proposed a clause be included in the Bill listing the factors to which courts should
have regard in determining cases in which retailers claimed sourcing through local
distributors was unreasonable. Mr Hardee stated that such a clause was not necessary as the
MPA would not deny access to a product and was ready to help with the supply of formats
not available locally.

39. (i) Twelve months of history shows retailers’ and consumer groups’ fears as having
strong foundations. The people of Hong Kong are the only ones losing while foreign
multinationals laugh all the way to the bank.

(i)  Hong Kong is rapidly losing ground as the ‘real pirates’ jump in and profit from the
hole left in the supply chain which this legislation has now extended to many months
if not forever.

(@iii) It is not known if any prosecutions have been mounted but as the refusal to
sell/import requested products grows another aspect of Hong Kong as a shoppers
paradise is lost forever.

“Post Script”

40. WHAT ABOUT REVENUE SHARING?

Where a distributor refuses to sell an item of copyright material (or delays sale date) but in
making it available sets a price per copy or a percentage of each rental transaction to be paid
over (based on minimum figures the distributor sets).

This is supply at an inflated price, market price fixing by default and a denial of a right to
buy copyright items at any cost or a need to pay an impossibly high purchase price. Our
legislation permits and encourages this activity at the threat of criminal sanction-a legislated
monopoly on copyright. This is perhaps the strongest argument to de-criminalise any activity
in relation to import of genuine products.

It permits maximum profit for what are often only revenue collection agents acting to collect
the most possible money for overseas rights holders.
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- By Kristr Heng
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Z Hong Kong's new copyright law was
supposed to clamp down on intellectual
property poachers without hurting the
sélection available to consumers. In
practce, the poachers are thriving, while
some magazines, movies ‘and music al-
bums have all but disappeared. .

-. The law, passed Just four days before
ile handover, makes it a criminal offense
% do parallel importing — directly im-
poring. a legal product without going
througtr - authorized ~ local disaiburors.
The law. also gives - customs officers
greater” powers to :confiscate pirated
goods and increases penalties for otfend-
ers. Violators face prison cerms and
HKS30,000 fines. -

.~ But software groducers and sim mak-
ers, the people the law is designed io pro-
tect, say pirated copies of therr produc:s
are still hitting the shelves, aven Defore
chey are reieased in he locai marker. de-
sBite some recent raids on siops. Con-
sumers, meanwhile. face nigher orices
and reduced seiectons from ‘egitimate
retailers, who say they now hattle slower
distribution channels for preducs.

-7 Music retailers say ttles an indepen-
dent labels, which may not have 3 ‘ocal
distributor, have become difficult to buy.
Japanese albums, in general. are hard 0
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find. So are some overseas 7ersions of in-

ternational pop albums by artists like
Mariah Carey, says Portia Chung, adver-
tsing and promotions manager at Tower
Records Hong Kong Ltd., a division of
€.S.-based Tower Records.

- While retailers can get the locally
Hmanufactured versions of International
Qop albums' here, they also used to im-
pert the original versions directly irom
9verseas; some consumers don’t like the

Hasn't Cut Piracy,
Hurts Legal Sales, Critics Say

local versions secause they mav contain
different songs. Local dismributors might
carTy original versions, Ms. Chung says,
but in small quanrities and at a premium
—.a compact disk. that cost HKS110 be-
fore would now -~2rail for-abour HES140.

“The difficuit: we're facing now is price,
and we're zetting the albums we want a lot

slower than tefore.” she savs. Rerailers -8
can’t easily idendry the -

complain that they
local disabutor or new foreign aibums,
which deiays the ardering process.

“The worry we have is if people come in
and they don't =nd what they want. they
MigAt SwD coming,” Ms. Chung savs. -

By law, retatiers must buy all releases
‘ess than I8 mont™s old from local suppli-
ers. Older reiezses

oversess suppiiers if retailers can’t find
a local distrsburcr.

Since local FHsmiburors usually are
‘he sole sourcs

T  product. thev dicrate
when i dte zeccmes availabje and at
what orice. Some preducts now cost
T0Te 0 Juv wiciesale. and =NV Hong
fong, 3 majer ~21ail chain. aas dad 10
Dass those qicra2ces on o duyers. says
e rerajler's zenicr Mmanager in Zong
Kong, "who aske< zct 1o be named.

The U.X.-tased zhain is woriing -with
suppiiers to fine-une deiivery arrangs
ments for the 100.200 ttles it Ties g orfer,
4 process that may take many more
months. The stere gl can’t provide a fuil
range in scine ireas, sueh as severa]
types of ethnic Zusic. HMV hasa’t been
able (o stock recorcings by the Japanese
band BZ or any bums. produced by the
Japanese label Tovs Factory. -

“We're trving w0 play by the rules but
We are seriousiy compromised.” the
BMV manager says. :

HMYV also has Touble getting maga-
znes it once obtained through parailel
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imports. Only about 50% of its previc:
titles are now availanie through local d:
tributors. which charge more than ove
seas distributors. Magazine grices are *
as'much as 20% as a result, he savs.

At KPS Retail Siores L., sioc:
aren’t vet back to the ievel found eariic
this year, and some less popular sele:
tions, such™ as foreign-language dlm.
that don’t.have subritles, may never t
replaced, says Christopher En.tton.. th
ehain’s legal and business aifairs direc

“tor. Still, he says, the video rental firm :

working with suppliers to improve the or
dering system. .

“Everyone is aware that at thg end ¢
the day we’re competing with pirates L
make products available,” he says. -
we don't do it, the pirates are remarx
ably efficient at filling, the niche.

While the new law may have crampe<
retailers’ ability to offer all the producte
they once did, “it"sure hasn't wiped ou-

Please Turn to Page 2, Coiumn 1
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Moaoday July 21 1997
Fears of distribution cartel forcing up CD prices dismissed

P Pomicus oy Next

GREN MANUEL

Fears that CD distributors could form a cartel to force up prices thanks to new copyright legislation have been
dismissed by the Government. 3 '

Speaking about pians bytwolocaldisuibumtomisepﬁcujustaﬁertbclzwhadtakcneﬁ'ecr,th:Direaorof
Inteilectnal Property, Stephen Sefby, said: T don't think one swallow makes a summer " The Copyright Ordinance came
into effect on June 27. It means record shops will have to buy all their CDs from local distributors instead of buving
geauine CDs overseas and importing them directly.

These so-called ‘parallel imports' exert price pressure on local distributors to charge prices similar to those in the
United States or Britain.

Mr Selby said price pressure would still exist,
‘Everybody can buy CDs outside Hong Kong . . . or order them over the Internet or from companies.

'If they started hiking prices, and I'm not convinced they are, they would find the public would take their business
elsewhere.’ He said paralle! imports had been subject to criminai and civil sanctions in Hong Kong since 1912, but the
old law was so unclear it had not generated cases.

He said the new law had provisions that would ensure distributors could not stmply refuse to supply products to the
local market indefinitety.

EMI, whose artists include Faye Wong Ching-man and Cass Phang Ling, has said it will increase wholesale prices by
the equivalent of $8 a CD.

Warner Music Hong Kong is considering following suit.
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Abandon backward legislation
? Pravious q& Next

[t was clear to many people that the copvnight ordinances which came into force last month. would have a sharp impact
on local consumers. but [ doubt if many realised just how quickly e would fes! it.

Shortly before the laws were passed. [ ordered a CD - Earthquake Weather, bv Jce Strummer - from the Windsor House
branch of HMV.

It's a pretty obscure title. and not surprisingly. is unavailable locailv. [n the past. HMV would have simplv shipped it
over from one of its UK branches within a couple of weeks. The Hong Kong store would have got its sale. [ would have
got my music and evervone would be hapnv

When [ called HMV to inquire about the progress of mv order. [ was informed that under the new legislauon. if KMV
wmports the CD. it would be breaking the law. As the CD never 'was and never wiil be a major seller along the lines of
Wet Wet Wet or Michael Jackson, the official distributors in Heng Xong are uniikely to import it.

Whose interests are being served by this restrictive new legislaticn” Certainly not muine. nor those of locai retailers.

If I want to buy this CD now. my only opton will be to order :t over the Internet. or travei to a more liberai econom.
such as Singapore, where parailel imports are positvely encouraged. Either way. the Hong Kong economy loses my
custom.

While the law was still under discussion. a number of local ceiednues. Jackie Chan most vocal amongst them. reguiarsy
complained that paralle! imports were damaging thetr music and +1deo sales. These claims were obvious nonsense.
However restricted my choice of music may be. nothing could compel me to buy one of Jackie Chan's peor pop effors.
[nstead. I will simply buy less music.

On the other hand. despite the past availability of fore:gn paraile: ‘mported videss. [ have always enjoved watchung Mr
Chan's movies and wiil connnue to do so. Uniess. of course. the lcczl distribuuon cartels forcs up pricss as they zo
doubt will.

The Provisional Legislarure :s currently revising a number of laws zassed in the Zinai davs of our previous lesslarure.
Perhaps it could add the copvnght ordinances to uts list of Duils for reconsideraton? No industv thrnives on
protectionism. jobs are 1ot ‘won by restricing the retaii trade and sackward. reacaonary laws like this are not 2assed m
the interests of Hong Kong consumers.

NEIL TAYLOR Causeway Say
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Consumers losing out
D Previous o Next
It 15 a sad tme fgr all of Hong Kong's music lovers and consurners now that the record companies have won their fight
against parallel imports. =

Trying to find and purchase any non-Tap 40 titles wilt only be possible by going overseas or by mail or through the
Internet. - -

This will also affect anvone who wants to reat or buy videos of movies and TV shows that are never to be scressed in

Hong Kong.

How can consumers benefit from this action? This is conmrary to the spirit of free market consumerism and the laws of
supply and demand And. while we're on thus topic, why have the prices of music compact discs gone up? Did 1
suddenly become more expensive to mass-produce them? O is it simply because the record companies have tecome
greedier? [ doubt if the artists and performers have become gresdier. charging more and thus ensurine that their work
becomes more inaccessibe to their fans. [sn't it obvious that more variety and more choice mean bett::r retumns for the
record companies and the arusts? CHEN QIZHONG Kowiocon

o




Tuesday AugustS 1997

Victory for greed at consumers’ expense
A Prvious  Jp Next

[ read your article on paralle! imports (South China Morning Post. July'30) with interest. The local distributors are
confusing the issues of piracv and paraile! imports aithough they are separate issues.

Piracy has nothing to do with parailel imports.

Other countries specifically allow parallel imports and suffer no piracy, to wit Singapore, Malaysia and the Cnited
States (for performance related material).

Lobbying by the Motion Picture [ndustry Association, and others. has. in my opinion. nothing to do with paralle
imports and evervthing to do with greed. Cinema turnout has increased for Western movies (which are parailet
imported) and decreased for local films (which are not parallel imported) so the idea that parallel imports aifect the
local film industry is misleading.

For exampie, Hung Cho-sing of the Hong Kong Motion Picture [ndustrv Association said in the Post on Septemoer 16.
last year that Twister had lost $12 million in profits because of parallel importation when in fact it had not been
released anvwhere in the world at thar time.

Maybe he meant pirate copies? Regarding CDs. Ricky Fung (letter, Post. August 1) who has a purely vested interest.
made a number of flawed points. He states that a CD, 18 months after release. can be ordered directly bv a retailer if
the copyright holder offers unreasonable terms.

Please define unreasonable. Eighteen months is a long time.

He also states parallel CDs are more expensive. How? No one wouid buy them. Are KPS and HMV selling CDs over
the market rate? [ don't think so.

Lastly Mr Fung says that the copvright law fairly baiances the needs of the record companies. distmoutors and rezatlers.
What about the consumer? The consumer has seriousiv lost out. More importantly, the most free economy in the worid
has just effectvely created one of the most impressive monopoiies. Greed rules once agamn.

SCMP Archive Search - Search Resuit Page 4 of -

I have been led to believe by people involved in this issue thar there is a strong connection berwesn those who make

gimtc copies and those who own the film companies. [ would love to know if this is true? PHIL INGRAM Causeway
- .
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Importers
' contempt

- Ifind it interesting and telling
¢ that after numerous letters
from myself and other readers
. questioning and criticising the
ridiculous paralle] Import laws
now in force, there has not beep

a single reply.

The contempt distributors
and retailers show for the pub-
lic is made quite clear by the
fact that thev find no need {0
defend themselves. Thev have
nothing to lose.

The choice of laser discs, for
example, is considerablv fewer
than before. Some major -a-
leases such as Star Wars Special
Edition have not appearad
here ar all.

Luckily I have discovarag
sources on the Interner where -
one can buy LDs and CDs 2t _
substantial discounts, even K-
INg into account shipring costs.
[tisno longer necessarv 1o give
your money to the rackeresrs
that control distriburior el
Hong Kong.

- ['would like 10 ask KPS WIY
it charges nearly double r7e |
price of LDs. For example. 7 |
Sainr was on sale the other dav ,’
at KPS for $390. That is more
than USS75. The same film ar !
HMYV cost little more than half |
that. Perhaps this is connected |
with KPS’ complete silence on |
the parallel import issue. Has it ;
now joined the ranks of those |
who would take the consumerj
‘r'oreverything he orshe has got?

PHIL INGRAM
Causeway Bay
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Poor law

The letter headlined PI‘IC@\/
CDs™ (South Cm/za .V[ommg
Posz, October 13), attracted my
attention. I completelv agree
with vour correspondent.

I believe that the recent
amendment in the law regard-
ing parallel imports. 11 fact. is
an infringement on people’s
freedom and a nhindrance to
people waniing o receive in-
formation.

Foreign publications like /-
D. The Face. New Musical Ex-
press.and Melodv Makerare no
er on the shelves of local
\oran vou find record-

cult music lazels anv
Tnm i$ an unnecithy sit-
uzat:cn thatsnould not ke [Qle'

l
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na LO:“’IU‘LL‘I:H LlL
k2 Hong Kong) which nas al-
wavs adopted o (gisses-raiie
oolicy.

Local distributors are bene-
flung at the expense of consum-
s.

«

VINICY CHAN
Tuen Mun
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Absurd

Your article on the emer-
gence of the piracy of digiral
"deo discs ( Sundav Moraine
- 0st. May 3). indicates that
the Mpti_on Picture [ndusi—
.-\sspcmtzon considers parai-
lel importing to be a form or
copynght infringement akin
{0 piracy.

The consumer public in
Hong Kong should consider
wheche_r it accepts such a
proposition. notwithstand-
ing the facr thar the legis]a-
Cure has alreadv caved in due

v"l

to lobbyving pressure from the
film industrv. Imposing a
ban on parallel importing, as
we alreadv know. 1s"an anti-
competitive praciice.

The idea of allowing film
studios and disiriburors to
dictate the delay of film. re-
leases to markets ourtside the
US is derrimental to the in-
terests. and perhaps even (0
the rights. of consumers in
the international markat.
The absurdity of the stag-
gered release of movies i ii-
lustrated by the fact thar
Hong Kong residents who
travel frequentiv are able o
enjov filmson pianes long se-
fore their orficial release in
Hong Kong. Shicuid this act
also be banned if the sropoesi-
tion is takan 1o its logicai con-
clusion?

“Parailel impors™ is actu-
al 2 misieading designation
In that it connotes gouds of
the same gquaiity. whereaas
many goods made tor the le-
cal market ov locally licensed
distributors are patently not
of the same qualitv. With
many laser discs made tor the
local market. uniike their tor-
elgn counterparts. the viewer
cannot jump o convenient

points in the film. Also. the
local discs are afflicted with
Chinese subtitles which can-
not he removed [rom the im-
age.
) ALEX KAUNG

Viid-Levels
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S100. The third one,
was a whopping S190. Th
Teason forthijg massive price jn-

utors, SVervone ejse loses - the

foreign €Conomies,

If it didn’t, i would imme.
diately reverse the disastrously
anti-com Petitive ban on pargj-
le] imports, ‘

N ICHOLAS SAMPSON
Pokfulam

Meraian ‘?‘J<“ D0 af?
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NEW ZEALAND|

US threatens action over
law on parallel imports

ASSOCIATED PRESS n ‘Aellingicn

New Zealand has introduced a law on
naralle! importing that has provokac
condemnation from the United States.
which claims it wiil cut the profits of US
companies operating :n e COUnt.

The law is expected [0 bring consum-
2rs cheaper imports of many 20CCS.

US Ambassador Josiah Beeman saic

:he US might “take action within weeks”
over an issue it regarded Tverw. ver’.
very serousiv .
Vir Besman said New Zz2alanc couic
suton Uirade watca.owvitd US Trace
Representative Charlene Barsherss,
omvening in :mmediate. scecial review
[the action. < susgect we will xnow 13e
ueome OF At very seen .. vithin
wesks.” Vr Beeman said.

The aw means local Jicensed Jealers
‘or US companies zcoeds wiil no ionger
icid a menoroly.

Other businesses il 2e abie 0 m-
oort the same zoods. potentially cutiing
prices on evervthing from cars © clotii-
ing and compact discs.

~This issue is not for us a bilaterai
irritant. but rather a precsdent-setting
action by an OECD [Organisation ot
Economic Co-operation and Develop-
ment] nation that could have an adverse
impact on overall world trade.” Mr Bes-
man said on Saturdav. the dav the law
was passed.

VIr Beeman said the move would lead
to lower foreign investment in New Z2a-

(s €4

@]

i

land and could resuit in nigher unem-
plovment.

He said he had not desn <2
sefore the law was announced in tie in-
nuai budger unvetied iast Thurséal.

Drime Minister Jenny Saigier -
Vir Bezman that New Zzalanders i
=07 De old how o run sur Lounis’ h

Whije the US was xe2n 10 orotesl 2
own irade inferesis. i

. thev can dictate ¢ the rest
worié now we can manage Jur
she said.

W

\ash ‘rom Washingren nac s
av o orficials oerere the !

wiil reduce the zroris or LS e

Wil se2 s

sul 've Joge the 3

end of the wortd.” the garer Juct
unnamed senior spokesman for (e Te-
parimentof Foreign Asfairs and Trodeds

saving.

“We fuilv expected a strong reacticn.
out I don't think [the law] is quite as
dramatic a step as statements fave sug-
gesied.”

The decision had besn taken because
it would mean cheaper imports.

While New Zealand understced US
concerns about piracy of such preducts
as computer software, videos and CDs.
the spokesman said the law had in-
creased the fines for importing pirated -
goods.
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Houg.

ongs ctroveidial
auomcovmngfparillel
nmports was.ut of step with
most other r places in the
wor &mm;pg to-be
antize mpentlve;.-a semor
copynghcconsulﬁﬁt said
rencgiavi B B
At 2 seminar in Hong
- Kong, Robin Bridge, a con-
sultant at Pinkerton Asia,
said the:Victims of the new
legislation were-COnSumers
who ‘were no loager “able to
purchase a range of goods be-’
cause licensed dlsmbutors
were often not willing to sup-_
ply a market that sonie con-'
sidered too smalt fo e com-
mercially lucrative.
In_the past;. sich' 3 void”
‘had Been filled witl’ unh-
censed: distributors who sup-
plied pmducts such” as scund'
recordmgs ‘and ndeo tapes
ch&per thaxr authonsed out-
I’ets. e : TI;: U e
B foll ﬁ"he; g Ia- '
tive Counci'’s’ ieE e
Tew: Copyright Ordinance
legislationt ]uﬂeﬁﬁ: he'
handb.nu a’fast Tuslepm et
1mpomng wasmd}
w1th stiff penaities> “~‘-‘
" MrBridge. 3 refired'so
tor; ‘said’ the nsulrwas that

DAVID SAUNDEIS _ﬁ
et e D

’ pons adyersely aff

when other countries were-
overturnmg‘or laosenmg
their legistation =1 3~
 Two-weeks; ago,.the Aus-
mharLGovemment ignored ;

- vociferots - industry ‘protests -

and passed Tawstlifting the

" ban on-parallel importing of

compact dtscs and brand
named goods: '

The move-:sexpected to
lead to- a substantial rcduc-

‘tion in prices. . .

Recently, the Umted
States | courts struck out re-
strictions ori pamllel 1mports
ruling that’ they were uncon-
stitutional.

- “Hong- Kong s legxslatms
look as if they have got egg on .
their faces,” he said.

Reprsmtanva fmmlux- ;
ury-goods compams prsent
at the seminar: argued that |
parailel u'npons‘scverely un- i

dermined proﬁt margins for.--
authonsed supphers.. q )

)

Theyalsomd gse‘

markeﬁn‘g‘i‘r?aﬂgementsand«
lggé ve: dlstxjhunoq,,a;-
LMt Brid; ge sa.ld“plraledi
and counterfeg,@gds,yvere a,
much bigger problem for dis- i
tributors-and manufacturers.

— o -
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'HONG KONG/CHINA

Official slams anti-piracy efforts

ANDREW CHETHAM

The Government needs to
“try a lot harder” to stamp
out the piracy of software and
films in Hong Kong, a prob-
lem that is getting worse not
better, according to United
States Assistant Trade Rep-
resentative Joe Papovich.

In a hard-hitting analysis
of illegal copying in Hong
Kong, Mr Papovich left no
doubt that the US was unhap-
py about the situation.

“Hong Kong has put into
place some of the most mod-
ern copyright laws anywhere
in the world, yet the puzzie is,
as far as I can tell, the preva-

lence of pirated products is
higher than any other place in
the world,” he said during
talks with officials and busi-
nessmen from Beijing and
Hong Kong in the SAR. -

Hong Kong was reaf-
firmed on a US Trade De-
partment list in May because
of ease with which consumers
could buy pirated goods.

“I give the Government of
Hong Kong credit for trying
hard,” Mr Papovich said,
“but they are going to have to
try harder.” .

Mr Papovich said he had
seen estimates that there
were as many as 100 pirated
product lines in the SAR,

with 40 alone found in one
location during a raid.

“The situation is worse to-
day than it was one or two
years ago,” he said. .

Another US speaker, Gen-
eral Counsel of the Interna-
tional Intellectual Property
Alliance Steven Metalitz,
praised Hong Kong's intel-
lectual property laws as
“models for the rest of the
region”, but he said the prob-
lem lay with enforcement.

“We need more consistent
efforts and tougher senten-
cing,” he said.

Replying to the com-
ments, Eddie Poon, principal
assistant secretary in the

Trade Department, said that
during raids in the first six
months of this year, 28 mil-
lion pirated CDs had been
seized and more than 50 pro-
duction lines closed.

“These figures demon-
strate the commitment on be-
half of the Government to
tackle the problem. Raids are
held on a weekly basis.”

Asked whether the finan-
cial turmoil in Asia had in-
creased piracy across the re-
gion, Mr Metalitz said the
early indications were that it
had not.

But he warned that could
take time to work its way
through the system.

N D RS Mcm;f\o Fact 1€.77-Q9R
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Our new copyright law is a hangnail on
the proverhial free hand of the market.
Plus, it's making it harder to get CDs

and videgs. Here's the fuil story.

By Davena Mok

HMY ]

suppiy of Products (music, lms. mugszines)

Restriczea by the New Copyrignt Lemsiativn
Dear ¢istamer.
starung Crom o ouy 1997, che new Cuovazht Ormnunce i
onz. Unaer this new lemisiauon. [NV Hune
Koag s -miitv. s 4 TTidier. '0 xource und ceolemsh our vide
~ange yt IMAUCIS (3t we currently ofer has heen consideraoly
~esincieq. Therciare. e may 0Mme defay 1
i the “1wks we reaure 10 serve 2l Your neegs. 3

ctTecuve :a rlong

\» & najor ‘niernationai music cetdder. HMV s etaily Kk
Lommiticy 10 maintain (the widest selecuons (or our customers.
We re currently wrorking very ciosety with Lib our suoptiers 0
unumize (his aisruonan.

-

Ve upotwgize [or ‘ne mcoventence caused (br the time nemns ung

[hANK * 0y (OF Y BUP HAUTUOUS SUBPLTT 1Na DaLronace.

“ours sincerety.
TNV
v apwe S
Chilia v Kung
\lanaene Direvior
HMY Hone Koz

SHENTINGDADT  NRECIENERS  RIMEDTIY SRR AULAD

cou waiked :nwo HDMV. EFS

Tower Recorcs in zary Juiv. 3

were greeted With cCosters It
‘eatlets warnng "hat customers Jav -
Je apie o find CDs. videes ina =agt
zmnes wnich had een avaiapie :zer
_ust 3 ‘ew weexs 2ariler. The proolec
-he recaiiers said. 'vas that 1 new 2
agnt .aw consicerapiy restmictea
2ouire 19 source 1=d repier:sn the i
-hev useq 0 nave 11 sTOCK.

Toaay. however. Hniv inree
‘ater. roull And 2o trace of tnese ¢
and the learlets xren
ing vou “ont tear anv of iie ore

eing rep

7 wocal Jpponments O ine law iz
1bout ‘t—aot even Garme loman. Tan
2@ng director of APS. wno fougn
:age Of :he new Copymgnt Oraizanc
‘onger and louder *han anvone #ise. .
‘act. if rou tr¥ wTiting 1 story aoout
-ou wont ind a sngle persan 0
-ecord saving anything apout now
‘aw nas arfected thetr Huswness or Int
~ented them trom orfering customers o
same stream of products they 22
Jetore.

One reason for chis is true confusio
‘n the industry adout just what the v
means and how it will be :mplementec
Another reason. retailers will secret!
zeil vou. is that they have been builie
into keeping quiet by the distnoutot
who supply their products: "We hav
Seen toid quite tirmly thae if we sav un
thing bad to the press. it will be seen .
an act of bad aich.” one top execuuve
1 large retail company commented




condition of anonymity (we'll call him Mr.
Black). Apparently, it's hard to run a
retail cutlet without anything to sell.

This deafening silence certainly does-
. 't mean things are improving. In fact,
. quite the y. C hopping
. in major music retail outlets report
shrinking sections of “New Releases.”
Some CDs are now more expensive. And
calls to record labeis reveal that their
current catalogs do not even contain CDs
that were widely for sale in Hong Kong
caly four months ago.

What's going on here? Why, in laissez-
faire, free-markst Hong Hong, is our
actess to entertsinment products shrink-
ing? And why, ch why, after waiting so
many years for major international
retailers like Tower and HMV to arrive
on our shores, do we restrict their ability
to give the best sel atthe
best price?

Even legal experts are puzzling over
that one, though one solicitor who han-
dles i clients d up
Copyright Ordinance 1997, which weat
into effect June 27, this way: *It's a hor-
rendous law.”

WHOSE SIE ARE YOU ON?
Whether you agree with that opinion
depends on which side of the business
fence you happen to frequent. In a nut-
sheil, the new law is good for companies
that create copyrighted materiai—let's
say an record labei—b it
strengthens their ability to fight piracy.
And the new law is very good for compa-
oies who hold the rights to seil such copy-
righted material in Hong Kong—let’s say
the loczl office of the oversess record
label—b it the p 3
known as “parallel imparting.” As of June
27, a retailer such as HMV i3 only
allowed to buy a perticular CD from the
one local distributar that holds the Hong
Kong rights to that title. Before, Hong
Koog retailers were free to shop litarally
around the world, find the best prices
and selection they could, and import
products "in parallel” with those on offer
from local distributors.

Tt follows, then, that the new law is bad
for retailers hecause it restricts the num-
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same price. “All competition will be
wiped out.... [t's a2 monopoly market.” he
says.

A LESSON IN LAW-MAKING

The history and enforcement of copyright

the government's original plan was to
beef up penaities for piracy, and in fact w0
decriminalize parailet importing.

This move was strongly opposed by

local copyright-owners and distributore.
led, some say, by the local film studios.
The story goes that Hong Kong's movie

law in Hong Kong is a pli d and
convoluted story, so put on vour horse-
hair wig and bear with us for the short
course. Uncil the new law was passed.
Hong Kong’s copyright regulations were
based on the UK's 1956 Copyright Act.
hed criminal les

indusery shot itself in the foot by selling
overseas rights to their films—particu-

larly in China—for upfront. lump-sum '

fees. This action created a whole layer of
legai distributors who were abie to pro-

duce legitimate copies at a cheaper cost. :

This law bli: p

for both piracy and parallel importing.
However. in practice. courts had diffcul-
ty interpreting parallel importation as an
infringement of copyright. And as for the
legality of actually bringing parallel
imports into Hong Kong, the Customs
Department historically turned a blind
eve. So. whatever the intent of the origi-
nal law. the situation has been that Hong
Kongopemudasa&eelndeponand
did not restrict parallel imports.

Why did a review of copyright law
start in the firsc place? The Intellectuai
Propercy Department says it was time to

dernize our legislati - 4

copyright and intellectual property. But

N, 1
back to Hong Kong. Local film companies
found themselves being undercut by
lower-priced. legally imported products
and could do nothing about it.

Whatever their role. it's clear film .
studics were upset about the guvern- ;

ment’s proposal to decriminalize parallei

importing. No less a lobbyist than Jacidge |

Chnnsaidhawouldmnveoutoiﬁnng

Kong if the law was repealed. Underl'

pressure from rights-holders, the govern-
ment offered a compromise response.
proposing that parallel importation
become a criminal offense only for a peri-
od of one year from the first day of
release or publication anywhere in the

those copies found their way |
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world. Thereafter, it would he prosecuted
as a civil offense. Ultimately, this propos-
al wna adopled, though the period of
criminal liability increased from one year
to 18 months.

What we wound up with was Copy-
right Ordinance 1997, levying fines up to
$50,000 for each “infringing copy” of a
copyrighted item that was either pirated
or brought into Hong Kong as a parallel
import. Oh, and a maximum four-year
jail sentence, na well. And, it appeared,
the regulations against parallel imports
would be strictly enforced this Lime.
Today, all imports of CDs, videos,
magazines, hooks and computer software
must be purchased through the sole local
rights-holder. If a product does not have a
local licensee, retailers can apply to
import it from the overseas distributor,
but only 18 months afler its release dale.
And if there is a local licensee who for
some reason chooses not to issne the
product in Hong Kong, they must grant
the relailer permission to import it.

AS THE SELECTION SHRIVELS

Prior to the new ordinance, parallel
imports meant locals could see a movie or
read a book earlier and cheaper than il a
local agent was used. "Hong Kong is a
unique market: if a local supplier didn't
have a specific CD, they would either sit
on it for a while or not bother to order it
because of the cost and hassle factor,”
says lawyer McLellan. "So il was easier
for retailers to call up the overseas dis-
tributor and get a copy sent out straight
away."

Now, consumers are simply waiting
and missing oul as retailers scout for and
negotinle with local suppliers. While
finding the licensed Iong Kong distribu-
tor for mainstream CD titles is no prob-
lem, tracking down who has local rights
for independent or alternale labels could
take up to six months. Although shelves
are heing slowly replenished, retailers
say sales arc suffering. An HMV
apokesperson says that since the legisla-
tion came into effect, magazines and
hooks were most prominently affected.
"I'here was a 20 to 30 percent sales drop

1K Magazine/Northern Territory Australian Escape
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tags. “It's ail just a coincidence that the
price changes occurred arcund the same
time a3 the new ordinance being passed.”
EXMI Deputy Managing Director Duncan

And there are other price concerns on
the home entertainment fronc. Video
rental companies are aiready crying toul
at what they call the monopolizacion of

Wong says. He says i ional titles
or compilations pressed in Hong Kong

© 41 will nos join the add-$8 lisc because their
. production costs will stll be minimal
! without the recording fees.

The government [P department's

{ | Cheung aiso thinks the price issua is 2
coincidence of timing. “It's a free mar-

ket be says, unaware of the irony
“There’s no price control [sn't that the
life of Hong Kong?* IFPT's Giouw doubts
the matter will get out of hand. as he has
faith in “the reality of supply and
demand *

An HMV spokesperson says when
imported magazines return to the sheives
tall former titles are available from local
suppliers), they will cost more. A whole
20 perrent more. “We can't heip it. the
local agents are more expensive.” she
expixing,

the indusay. “The f ion of cartels
would easily result in unquestionable
price rises and a limited market.” says
one retailer we'll cail Mr. Blue since he
feared he would be put our of business if
he gave his real name. The law is
crazy—it's like we're treadng parailei
immports like pirated goods.™

SMHLS LKE A CARTEL
Some film rights-holders are taking
advantage of their strengthened posiaon
by wrying to get a piece of the lucraave
market in video rentais. Whereas terore
2 video shop could buy a utie outright
via parallel imports and then keep all
rencal profits. distributars now want ta
supply titles to them in exchange for a
big cut of the take.

Golden Harvest. China Star Wins
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Entertainment; and ERA joined turces in
July to form Carnival Home Entertain-
ment Ltd., setting up a video and laser
disc rental revenue-sharing scheme.
"Rather than retailers paying around
$600 for a movie and getting all the prof-
its, we are providing releases at nominal
cost—as low as $15 for a video or 330 for
a laser disc—but are sharing the profits

50/50." says Carnival and ERA's manag-

ing director Andrew Leung.

“It's a great scheme. Shops won't suf-
fer—they can afford to have more copies.
say 15 instead of four, to rent out. Every-
one has been happy since the scheme was
launched (six) weeks ago.” The prouiem is.
Carnival owns a large share of the Hong
Kong market, with Warner, MGM/UA and
Columbia Tristar under its belt, and can
effectively do and say what it wants.
Leung says Carnival supplies to more than
300 retailers, including KPS and Fotomax.

“The creation of Camival is nothing to

do with a monopoly and squeezing out -

other distributors and making more
money off retailers,” Leung claims. (In

fact, Leung recoils at the use of the M-
word. “Please don't use that word.” he
of iiza- |

pl when the subj p
tion is brought up again.) “You fail to see
that it gives a better service to con-
sumers...and retailers can now afford
more copies of videos and laser discs.” As
for subsequent price increases by rentai

shops to combat the prost loss? “T have

no objections to that.” Leung says.
Leung reasons that if Carnival was a
monopoly, it would charge at least 5700 a
video. But retailers question why they
can't choose whether to buy titles out-
right or participate in a revenue-sharing
scheme, as is the practice in the US.
Smaller rental shops and ctubs fear that
being forced to revenue-share wiil put
them out of business. "Nearly ail my cus-
tomers are expats who wanc foreign films
without Chinese subtitles or perhaps
non-mainstream movies that distrioutors
think Chinese people would not want to
watch.” says Mr. Blue. "But my market is
so small that it's very hard for the agent
to justify getting the few products I want.
To supply my customers with what they
want has
ridiculous.”

SEE, HEAR, SPEAK NO EVIL
Though for the moment Hong Kong con-
sumers are being deprived of products

that were previously available to them. '

it's too early to tell how much of the dam-

age will be permanent. The mass audi- .
ence will certainly be catered for. but

those who have minority tastes tsay. if
you're into Angolan bossa noval. speak
minority languages (like Englishi. or

become a criminal offence. It's .

want minonty formats fun un-subtitled
laser disc), will probably not be as weil
served as they were in the past.

Just as troubling, perhaps, are the
strong-arm tactics from distributors that
some retailers are reporting. Besides pres-
suring retailers not to comment on the law
(an allegation distributors we contacted
officially denied), distributors are now
saying retailers should absorb additional

custs—which will likeiy be passed nn o
consumers. “Same retailers ure even heing
asked to foot the bill for extra air-freight
costs. And they have to pay, even though
thex didn't before the legislation came inta
place.” says one retailer.

If you're 2 conspiracy theorist, you
might even wonder if someone could buy
the rights to a title but not release it as a
form of censorship. That's theoretically pos-

sble. but not likely, according to Mcleilun

The Provisional Legislature has helc
briefings to try to understand the conero-
versial law they have inherited, anc
there are moves to get the law reviewed
Unul then—or until some cases go beforc
the courts to test the limits of our new
Copyright Ordinance—the business or
show business in Hong Kong wiil be
haunted by confusion and uncertainty. ®

THE AMertcaN DPig

Its not the American food
you grew up with.

If you think American food is Just hamburgers, we'll change your mind.
The new Yankee cuisine is lighter, healthier, Sfull of vivid tastes and
surprising ingredients. Drop by and find out how different food can be -
and still be American. From 6:30pm till lute.
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Stand firm on US threats

he United States was
quick to vent its dis-
pleasure at New Zea-
land’s” removal of
parallel importing re-
strictions. Four months later, its
opposition has not relented and
there is talk of retaliation. Assis-
tant Trade Representative Donald
Phillips says that New Zealand
could be placed on a watch list for
possible action. At worst, that
could mean trade sanctions.
The Prime Minister’s response,
on first hearing of the American
pique,” was to order full steam
ahead. If the stakes are raised, she
must remain steadfast. In thls
Mrs Shipley should be fortified, in
the first instance, bya.recogmtlon
that the Govemment’s decision
‘'was .right in principle. A small
market such as New Zealand can
be easily exploited by a restricted
line of supply. The result is exces-
sive margins — and excessive
prices for the customer. In the
second instance, and if the United

States attempts to flex its protec-
tive muscle, the Prime Minister
has recourse to the World Trade
Organisation.

The main American objection
to parallel importing seems to be
that it denies American manufac-
turers effective intellectual prop-
erty rights. The WTO has drawn
up internationally agreed rules for
protecting such property and is
keen to ensure that those rules
permit maximum competition
between the distributors of pro-
tected brands. Manufacturers
may confer exclusive distribution
rights, but these dealers should
not be a vehicle for extracting
excessive prices. If an item can be
obtained in another country so
much more cheaply that it is econ-
omiic to import it here, the manu-
facturer would be hard—pressed to
defend the price it is charging
through its franchise. . o

For the sake of New Zealand
consumers, the Government must

- stand firm.




s you are all aware the launching a new release before another. We all recetve the movies
Arecent budget included the at the same time, we all pav a similar price, leaving each retailer or
announcement by the Treasurer group to torge their own ‘point of difference’ in the market to
that the Covernment have compete for the consumer dollar. Any activity that may put at risk
amended the Copyright ACt the health of our industry must be avoided, after all, it is the
1994, eriectively  revoking industry that we all relv on for our income.

section [-44. )
The NZVDA Executive recently met with the major distributors to

discuss this critical sste and the message from them was clear,
anvone can now import ‘branded’ thev ail plan to rand now have; alter their release dates to be either
merchandise not just the license before or simultaneous with Australia. This etfectively removes
- holder. So what does this mean the ‘opportunity” for parailel importing and s a move strongly
Chris Jones for the Video Industry? supported by the NZVDA.

On the face of it this means that

In summary, we need to take a responsible and professional
approach to this issue, it would be very easy to begin to destrov the
market we all depend on for our incomes. This is not to say that
the New Zealand distributors shouldn't be ensuring that their
product is well supported and competitively priced internationally,
this is the best way to ensure no parallel importing occurs.

Well, firstly we need to acknowledge that at present we have largely
a well organised, well serviced and professicnal supply network
already in place in New Zealand. This network of distributors
provide our industry with a range of support including things such as
time codes, co-op advertising and merchandising material along with
a number of the larger distributors who presently advertise their
product on Television.

| urge anyone considering parallel importing to also take careful
legal advice relating to their existing supplv contracts: we can be
certain that the distributors will not easily give awav hard fought &
revenues and market shares. As with all these new laws. someone %
will become a test case!

The issue must then be whv would any one want to parallel import
video product against this established network? The most obvious
reasons would be;

1. To gain a price advantage

Well, anyone who has seriously ‘done the numbers’ and

considered the other associated costs such as freight, exchange we are retailers and we have a lot of work to do to grow our

rates and of course the cost and issues related to rating any such business against the increasing threat of other home entertainment =

product, will know that there would need to be significant income options, particularly "pay TV’ sport. No one ever got rich buving

potential from any such activity to justiry this action. something cheap, we already have a solid and well supported
supplier network, let's leave it to them to fight this one.

Finallv, at the end of the day ! urge you to ‘stick to vour knitting’, :

2. To gain product advantage

As a relatively new member of this industrv one of the aspects of Good selling

the video rental market that is unique and impressed me as a real

advantage is the ‘level playing field’ we all operate on. Unlike most Chris Jones, C.E.O

other markets no one retailer is going to steai a jump on another by~ United Video Franchising Ltd

- g_—g - —
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NZ VIDEQ DEALERS ASSN INC

Debt Collection - BayCorp made a superb presentation to the meeting on the company and the debt collections service
available to members. The company offered to waive the tracing and debt loading fees for members under the scheme
proposed. The importance of using the NZVDA membership and credit application form was stressed. Enclosed with this
issue of Video Voice is material from BayCorp explaining the scheme.

Your elected Executive meet every two months to address issues of importance to the video industry.
Summarised for your information, are some of the topics discussed at the last meeting.

Membership subscriptions - The Executive is pleased to be able to announce that membership subscriptions for the 1998/99
year have been held at the same low level set last year. J

White Paper - Much time has been spent over the last six months in creating an industry ‘White Paper’, which details the
state of the video industry. This will be an excellent tool for the Association to use in promotion to media and others who
regularly enquire about the video retailing.

Industry Promotion - A proposal for the collection of industry statistics, was received by the meeting. This will proceed
with the Association’s auditor, Marley Loft, undertaking the work of data capture and analysis. The franchises and chains
will provide the data, which will be used to map the growth of the industry and track the effect of advertising campaigns.
All NZVDA members will benefit from this research.

Shelf Release Dates - Distributors have been requested to advise release dates more prominently in consignments as there
had been an increase in the amount of product appearing on shelves before release date. Members are reminded to

2,




