
1 

Intellectual Property Rights and Developing 
Countries: Theory and Evidence 

 
 

Lee Branstetter          
Carnegie Mellon University 
Peterson Institute of International Economics  
National Bureau of Economic Research 



2 

The global movement to strengthen IPR has been 
controversial 

 This movement began in the United States, but quickly took 
on an international dimension 

 Developing countries still object to this shift, long after 
TRIPs ratification 
– Higher prices for patent-protected goods 
– Stronger IPR may retard Southern industrial 

development 
 Advocates of stronger IPR continue to argue that reform has 

had positive effects 
– Stronger incentives for local firms to innovate 
– Stronger incentives for MNCs to transfer production of 

more sophisticated goods to their Southern affiliates, 
promoting Southern industrial development 
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Limited evidence that stronger IPR in developing 
countries promotes indigenous innovation 

 Grossman and Lai (2004):  advanced country markets already provide 
an incentive for innovation 

 
 Studies of large samples of patent reforms generate limited evidence in 

favor of a strong, short-term impact on innovation 
– Lerner (2002) 
– Moser (2005) 
– Qian (2007) 
– Kanwar and Evenson (2003) 

 
 Evidence from econometric case studies of particular reforms is mixed 

– Sakakibara and Branstetter (2001) 
– Lo (2005) 
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How do trade economists think about the impact of 
stronger IPR in the South on the global economy? 

 Grossman and Helpman (1991) and Helpman 
(1993): There is an international product cycle; 
innovation occurs in the North, and that is 
where new goods are initially produced 

 Over time, production of established goods 
shifts to the low-wage South, via imitation by 
Southern producers or the transfer of 
production to the Southern affiliates of 
Northern multinationals 

 This shifting of production is good for North 
and South; production of existing varieties can 
be done more cheaply in the South; Northern 
resources can be reallocated from production to 
R&D, increasing global innovation 

 The strength of the Southern IPR regime can 
influence the speed at which production of 
Northern goods shifts to the South, the share of 
the South in global manufacturing production 
at any point in time, and the pace of global 
innovation – positively or negatively 

 
 

Gene Grossman Elhanan Helpman 
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The role of FDI is crucial in these models 
 If Northern multinationals do not respond, then stronger IPR 

in the South can slow down the product cycle, retarding 
Southern industrial development and slowing global 
innovation (Helpman, 1993; Glass and Saggi, 2001) 
– Stronger IPR in the South slows down imitation; 

“production shifting” decelerates; Southern wages and 
terms of trade are lower 

– Northern resources are tied up in production, so global 
innovation decelerates 

 If Northern multinationals respond by shifting more 
production to the South, the opposite result can obtain (Lai, 
1998) 
– Stronger IPR in the South slows down imitation; but the 

response of multinationals more than compensates; net 
increase in production shifting to the South; South’s share 
of global manufacturing rises 

– More goods shift to the South than would do so under 
weak IPR, freeing up resources in the North to invest in 
R&D 
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Stronger IPR enhances Southern industrial 
development 

 U.S. affiliates appear to expand the scale of their operations, with 
especially strong effects for the affiliates of “technology-intensive” 
firms 
 

 Technology transfer to and R&D spending by affiliates of “technology-
intensive” firms increase 
 

 Analysis of highly disaggregated trade data and industry output data 
suggests that any decrease in “Southern imitation” is more than offset 
by an expansion of production-shifting through multinationals 

 
 
 
 

 

Evidence for increased production shifting 
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Complementary evidence 

 Lee and Mansfield (1996) 
 

 Nunnenkamp and Spatz (2004) 
 

 Javorcik (2004) 
 

 Ito and Wakasugi (2009) 
 

 Poole (2010) 
 

 Hu and Png (2010) 
 

 Bilir (2014) 
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Stronger IPR can play a constructive role in the 
process of industrial development 

 Stronger IPR can enhance FDI 
 

 FDI inflows can support  industrial development 
 

 The diffusion of knowledge from foreign affiliates can benefit 
indigenous firms 
 

 Progress on IPR can be an important part of an industrial development 
agenda 



11 

 (53)   

  

Empirical specifications 

jtjtjttjjt RHP εββααα +++++= 210

 (54) 

iltiljtjt

iltjtitjttililt

TechRR
AHPyInputs

εββ

ββββααα

++

+++++++=

*54

32100

iltiljtjt

iltjtitjttililt

TechRR
AHPyTransfer

εββ

ββββααα

++

+++++++=

*54

32100

iltiljtjt

iltjtitjttililt

TechRR
AHPyDR

εββ

ββββααα

++

+++++++=

*

&

54

32100

ijtijtjtjtjttijijt TechRRHyVA εββββααα +++++++= *32100

 (55) 



13 

 Table 4 – U.S. Multinational Responses to Patent 
Reform 
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Table 4 – Multinational Response to Patent Reform 
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Table 5  Impact of Reform on Industry Value-Added 
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Table 6  Impact of Reform on Entry into Exports of New Goods 
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Are the IPR regime changes “endogenous”? 

 Concern # 1:  Countries reform IPR when they reach a “threshold” level of 
economic development and technological maturity 

– Our 16 reforming countries were at very different levels of per-capita income 
and development at the time of reform 

 
 Concern # 2:  The increase in technology transfer predates reform;  a change in the 

market environment generates more technology transfer and better protection 
– Table VI shows that the increase in technology transfer, R&D, and patenting 

seems to come after reform 
 
 Concern #3:  The reforms in our sample were the result of precisely targeted and 

timed U.S. political pressure 
– In a hazard model of IPR regime change, a country’s placement on America’s 

“special 301 watch list” has no explanatory power 
– Diplomatic histories of IPR regime change suggest that American pressure is 

often resisted 
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Dependent Variable:

(1) (2) (3) (4)

Constant -2.0441 0.7016 -0.8979 0.8188
(2.3708) (1.6815) (2.0430) (4.7270)

Reform(t-4) -0.0780 -0.0305 -0.0147 -0.2616
(0.1048) (0.0569) (0.0777) (0.1801)

Reform(t-3) -0.1139 -0.0195 0.0842 -0.0541
(0.1036) (0.0552) (0.0667) (0.1041)

Reform(t-2) -0.0638 -0.0199 0.0802 -0.0105
(0.0319) (0.0254) (0.0358) (0.1015)

Reform(t) 0.0432 0.0267 0.1509 0.2272
(0.0560) (0.0280) (0.0368) (0.1024)

Reform(t+1) 0.1265 0.0835 0.1145 0.7052
(0.0403) (0.0296) (0.0577) (0.2646)

Reform(t+2) 0.2172 0.1196 0.1639 0.6654
(0.0631) (0.0362) (0.0827) (0.2948)

Reform(t+3) 0.1990 0.1561 0.0475 0.6764
(0.0745) (0.0475) (0.1050) (0.2864)

Reform(t+4) 0.2261 0.1480 0.2093 0.7309
(0.1160) (0.0827) (0.1234) (0.2681)

Log of Non-Resident Patent 
Filings

Timing of reforms

Table VI

Log of Intrafirm Royalty 
Payments

100 X Log of Intrafirm Royalty 
Payments/Affiliate Sales Log of R&D Expenditures
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