UNDERCOVER REPORT: COMPUTER/VIDEO GAME PIRACY IN ASIA
War On Piracy Continues in China (Billboard, Hollywood Reporter) New Technology, Lax Penalties Foster Ongoing Counterfeiting 

By BRETT ATWOOD
HONG KONG-The war against CD piracy in China is far from over, say many software industry insiders. Although U S. sanctions against China were averted June 17 after a lengthy dispute over China s failure to act against copyright violations and counterfeit production of CD products within its borders, there are likely to be continuing conflicts with the country over counterfeit CD production.
“It's a huge business,” says Valerie Colbourn, a corporate attorney for the law and corporate affairs division of Microsoft (Hong Kong).  “Focusing on China is the key, since the factories that produce the illegal products are located there. Even though the seizures may be increasing, the counterfeit market is getting worse. These China-produced goods are continuing to seep out through Hong Kong into other Asian markets, then to Russia, Europe, and even the U.S.”
Some industry insiders say that China's drawn-out reluctance to adhere to the 1995 International Intellectual Property Rights Agreement is a signal of things to come. Despite China s written pledge to help combat counterfeit goods within its borders, counterfeit production of audio and video CDs skyrocketed after the agreement's implementation.
According to the Recording Industry Assn. of America, in 1995 Chinese raids seized about 2 million illegal CD-based products; this pales in comparison with the more than 50 million products that the RIAA estimates to be available on the market. Legitimate CD and CD-ROM production in China is estimated at 5 million units annually, but there have been at least 31 known counterfeit CD plants in China, according to the RIAA. Although 15 of those plants were closed in mid-June amid threats of sanctions by the U.S. government, others remain open and are operating at full capacity.
Many of the factories are reportedly joint ventures with Taiwanese businesses, which help finance the costly equipment needed to produce counterfeit CD product.
When CD piracy began in the early '90s, audio CDs represented the bulk of pirate activity. However, in 1995 most seizures were CD-ROMs. In 1996, it appears that video CDs that contain MPEG-encoded movies will join computer software as the most widely available pirated goods, according to Calvin H. Leung, head of intellectual property investigation for Hong Kong's customs and excise department intellectual property investigation bureau.
Although some factories have been closed, the market for pirated CDs is continuing to grow on all fronts. The same factory and the same machine can now churn out movies, computer software, and music on the same blank discs. As Hong Kong-based American lawyer Stephanie J. Mitchell says, “The industries face the identical problem: You have to reset the lasers and tweak the machines a bit, but ultimately, it’s the same production process.”
THE HONG KONG CONNECTION
A hub for the export of many counterfeit CD titles is Hong Kong, which, on the eve of its return to Chinese rule, is already a vital component of China's counterfeit business.

At the Golden Arcade, CD-ROMs sell for as little as HKS50 (approximately $7). Each counterfeit disc contains dozens of compressed computer software titles. If bought separately in the U.S., the total value would likely be thousands of U.S. dollars. However, unlike on legitimate CD-ROM titles, some of the densely compressed programs contained on the pirated discs do not work. The packaging is also somewhat makeshift, and spelling errors are common. A legitimately produced CD-ROM can sell for as much as U.S. $70 and generally contains only one software program.
For example, “Game 96” contains several dozen recent hit titles, including “Wing Commander IV,” “Unnecessary Roughness '96,” and “Magic Carpet 2,” on a single disc.
Windows 96, a makeshift upgrade of Microsoft's popular Windows 95 operating system software, is a popular counterfeit title. Another title compresses two versions of Windows 95 with  PrintShop Deluxe Ensemble II, Win '95 Advisor, and Microsoft Office onto the same disc. Microsoft Office alone can retail for several hundred dollars in legitimate channels.
Several video CDs are sold side-by-side with the counterfeit CD-ROM titles. Consumers scout out Disney's “Toy Story,” which is mislabeled “Toy Wonder,” as well as such titles as “Jumanji” and “GoldenEye.” Many of the video CDs that are sold here appear months before their legitimate worldwide release on home video.
Most counterfeit products contain makeshift artwork and misspelled titles. Some of the discs contain the standard “all rights reserved” copyright markings. However, no contact address or phone numbers are listed for the 'publishing' companies.
Pricey but legal software is sometimes scattered in with the counterfeit merchandise-almost as if it were a deliberate joke on those who attempt to deter the counterfeit pirates.
On April 5, Hong Kong police began their third raid of the year on counterfeit merchants. During the raid, a young merchant, likely no older than 18, leaped over the counter and sealed the only entrance to the small, hidden room that stores the counterfeit merchandise.
The area remained hidden to the customs agents who selectively raided the outside merchants of the shopping arcade. The vendor, wearing a black T-shirt emblazoned with the word 'Lawman,' remained in constant contact with an outside watchman by cellular phone. After twenty minutes passed, the merchant was given the OK by his outside source to reopen for business. The raid finished, customers resumed their shopping through illegal goods.
One customer present at the raid was not put off by the fact that his purchase is illegal.
“Why should we pay more for U.S.-approved software?” asked the customer. “Besides, no one is going to pay more for less. We can barely afford computers, and they want us to spend HKS300 for a piece of software? Not when you can get these (cheap CD-ROMs).”
Another consumer justified his purchase of multiple counterfeit CD-ROMs by asking, “Why shouldn't I buy them? The government of Hong Kong allows them, because they know that if they crack down on (counterfeit CD-ROMs), then people will be less likely to buy computers. Legal software is just too expensive.”
Tariffs and strict commerce regulations prevent foreign companies from selling their goods in China at competitive prices.
A 14% tariff is placed on the import of any non-educational CD-based software titles, while imported game cartridges face a 50% tariff, according to the Interactive Digital Software Assn. The tariff on video cassette movies was recently reduced from 50% to a floating tariff of 9%-15%, depending on the genre of film being imported.
Some U.S. pirates are teaming with the Chinese factories to create illegal music-themed CD-ROMs that integrate bootleg recordings of Internet audio broadcast events with digital photos and artwork o popular rock acts as Porno For Pyros.
Only moments after a June 21 cybercast concert by Porno For Pyros, a World Wide Web user by the name of Jack announced on a post-event chat board that he had recorded the entire event on a recordable CD- ROM and that it would be issued 'within weeks' to several U.S. record stores.
“I've got a deal with a factory in China,” announced the anonymous pirate, who told fans of the act to scout local stores for “Porno On The Net,” a bootleg CD-ROM that contains the audio, video, and multimedia elements of the cybercast event.
Several Internet message forums are used to promote and sell pirated CD-ROMs. However, much of the activity is not on the graphically-rich Web, but on Usenet news groups and Instant Relay Chat.
Pirates openly offer illegal CD-ROM and video cartridge games on numerous Internet message postings. A simple search of the words 'video games for sale' on Usenet reveals several such offers, including  custom-made CD-ROMs and game cartridges that can be made to order from a menu of available software titles.
FIGHTING BACK
Thwarting the pirates and the merchandisers of counterfeit goods is no easy task. The difficulty lies in prosecuting cases. This is because in order to press charge against someone selling pirated goods, the party that holds the copyright must prove ownership with a detailed copyright affidavit stating all particulars and must have evidence of copyright infringement.
Leung says his department estimates that as much as 70% of the product sold in Hong Kong’s arcades falls into a different category: games, miscellaneous software, and pornographic CD-ROMs designed by small companies without the resources to prosecute in the territory's courts.
“The (illegal software vendors) are very small, and they understand the law very well,” says Leung. “They display a product we suspect is pirated, but the CD itself is not in the box. The CDs are stored elsewhere. We believe they are infringing, but we cannot act,” says Leung. “Copyright owners are often reluctant to give evidence. Basically, our job now is this: We protect the rights of those owners who care about then-rights.”
Those shouting loudest-and getting the best results-in the copyright protection battle are large software manufacturers Microsoft and Nintendo are among the companies that have taken proactive roles in the fight against piracy by routinely launching private investigations into illegal pirate activity in China.
In an attempt to thwart piracy of its products, Microsoft adds elaborate hologram stickers to its packaging. However, even these decals are often pirated.
“No matter how innovative we get with the software or hardware, the pirates will inevitably catch up with us,' says Lynn Hvalsoe, general counsel for Nintendo of America.
Nintendo is among the software companies that have had pirated copies of its titles on the streets before they have even been released. As a result, Nintendo keeps close records of all individuals who have access to its games during their development, according to Hvalsoe.
