* K %k
v
¥ *

* *
* e K

European

Commission
.|

Estimating displacement rates
of copyrighted content in the
EU

Final Report

[Written by Martin van der Ende, Joost Poort, Robert Haffner, Patrick de Bas, Anastasia Yagafarova,
Sophie Rohlfs, Harry van Til]
[May - 2015]



EUROPEAN COMMISSION

Directorate-General for Internal Market, Industry, Entrepreneurship and SMEs
Unit 0.1 — Chief Economist Team

Contact: Kamil Kiljanski

E-mail: kamil.kiljanski@ec.europa.eu

European Commission
B-1049 Brussels



EUROPEAN COMMISSION

Estimating displacement rates
of copyrighted content in the
EU

Final Report

Directorate-General for Internal Market, Industry, Entrepreneurship and SMEs
Chief Economist Team
2014 KM-04-14-009-EN-N



Europe Direct is a service to help you find answers
to your questions about the European Union.

Freephone number (*):

0080067891011

(*) The information given is free, as are most calls (though some operators, phone
boxes or hotels may charge you).

LEGAL NOTICE

This document has been prepared for the European Commission however it reflects the views
only of the authors, and the Commission cannot be held responsible for any use which may be
made of the information contained therein.

More information on the European Union is available on the Internet (http://www.europa.eu).
Luxembourg: Publications Office of the European Union, 2014

ISBN 978-92-79-35136-5
doi: 10.2780/26736

© European Union, 2014
Reproduction is authorised provided the source is acknowledged.

PRINTED ON ELEMENTAL CHLORINE-FREE BLEACHED PAPER (ECF)
PRINTED ON TOTALLY CHLORINE-FREE BLEACHED PAPER (TCF)
PRINTED ON RECYCLED PAPER

PRINTED ON PROCESS CHLORINE-FREE RECYCLED PAPER (PCF)

Estimating displacement rates of copyrighted content in the EU
ECORYS A



TABLE OF CONTENTS

EXECUTIVE SUMM A RY ettt ittt te et et s te et et e ae et et e et e e e et e e et et e e e e e e e ane e eenes 7
1 RESEARCH QUESTIONS ...ttt ittt s et et s e e s e e s s st s e s a s e et e e s aee s nennrnsneanans 19
3 R =Y ol (e | /o 11 T [ PP 19
1.2 ReSEarCh QUESTIONS . ciiiitii i e 20
1.3 G0N Nt e 20
1.4  Internet using popuUlation .....cciiiiiii i e 21
1.5 Representation of results forthe EU28 ..o 23
2 STUDY OUT LINE . ututiuitieititete et ee et et et et et e et e e e et e e e e e e e s e e e e naneneeennanens 27
2.1  General overview of the stUdy ......cciiiiiiiiiii 27
2.2  How to define the counterfactual .........coiviiiiiii 28
2.3 Truth @nd recall. ..o s 30
2.4  Econometric ChallenNges ......ouiuiiiie i 33
2.5  Further steps within the approach..........ccoiiii i 35
2.6 First terature FEVIEW . iu i e et a e aaans 36
A 1 1= Y711 36
DA B O T =TS o (o] o g =Y =T PP 37
A B (/o] aTo] o =) Tol= | g = Y= [ PP 40
2.10 Methodological challenges and sOIULIONS ....ciiviiiiiiii e 42
3 COPYRIGHT REGULATIONS L1iititiititiit ittt et et e e e et e e s e s e s s e s e e e s ane et e eanaenaans 47
3.1  Legal Framework in FranCe ...iouiiiiiii it et e e r e nanneanes 48
3.2  Legal Framework iN SpPaiN .. iii i e 52
3.3  Legal Framework in GeIMaANY ..ot ittt e ae e e e e e aeeaneaneanes 57
3.4 Legal Framework in POland ......coiiiiiiiiiici e e 61
3.5 Legal Framework in the United Kingdom .......cocoviiiiiiiiiiii v 64
3.6  Legal Framework in SWedeN. ... ...iiiiii e 67
C I A @] o Tol [T =] [o ] o - PP 71
4 SALES DEVELOPMENTS ..ttt e e steae s et sae e s ase s reae s asesnene s nsesnennrnaneanens 73
4.1 APPIOACKH e 73
L \ V=] o 73
4.3 AUAIOVISUAL ettt e 76
L = o To ] <= PP 77
L T T o 1T 79
L N ©o Lol U= o o = P 80
5 INITIAL LITERATURE SCAN L.ttt ittt ettt et st et e e e et e e e e e et e e e a e e et e e e naneanans 81
5.1  Literature COVEIed ....civiiriiiiiiiiiii it e e st e e e e e anens 81
5.2 Methodology scan — displacement rates......ccouiiiiiiiiiiiiiii 81
5.3 Methodology scan - Willingness t0 Pay...cccviieiiiiiiiiiii i e aeae 86
6 1A o N N I S PP 89
6.1  SAMPIE SEIECHION .t 89
6.2 Sample desCriPrion ...ueeie i e 90
6.3  Use of creative CoONteNE.....iviiiii i 92
6.4  Proportion of illegal downloaders / streamers.....c.covviviiiiiiiiiiiie s 93
6.5 Numbers of transactionS . .....cviiiiii i 99

Estimating displacement rates of copyrighted content in the EU ECORYS A



6.6 100 fillmMS ot 105
6.7  WilliNgNESS T0 PaAY . iuriiuiitiiniitiiit ittt e ettt a et e e e et aa 108
6.8  Truthfulness of self-reported legal and illegal consumption ............coooviiiiienannns 109
(ST I @(e T [l 811 [ o F- T PP 113
7 DISPLACEMENT RATES ..ttt ittt ettt s s et s s e e e s s e s et s e raaeananeraanens 117
7.1 INErOdUCHION e 117
7.2 Econometric specification of the model.........c.cooieiiiiiiiiiii e 118
/28 T @ T B S ¢ =T | === [0} o 119
7.4 Instrumental variables approach ... 125
28 T A VA /=T 1 /=111 [0 o 1= P 133
7.6  Comparison with previous literature.......c.ccviiiiiiiii e 140
/2 ©{o Tl 1813 (o] o = PP 148
8 DISPLACEMENT RATES 100 FILMS .oiiiiiiiiiiiii ittt st et e e e e e e s e aa e naaens 151
8.1  ThE @PPrOACN .ttt e e ea 151
8.2 The displacement of first legal views by first illegal views ............c.coviiiiinnen. 152

8.3 The displacement of second legal views by first and second illegal
R T2 155
8.4  Total displacement effect and coONCIUSIONS......coviiiiiiiiiiiiii e 158
9 WILLINGNESS TO PAY .ottt a e et et a e et e e st e et et e et e te e aaneeranees 161
9.1  Willingness t0 PAy QUESTIONS ..iuiiiiiiiiiitiiie it ar e e a e aaeaneeneanens 161
1S T Y o = | V2] [ PP 162
9.3 Interpretation of the ordered logit model:........coiviiiiiiiiii 166
1 2 I @{e T [ol 813 [o] o F- T PP 170
10 METHODOLOGICAL CONCLUSIONS ...ttt ittt ee s saesesesesasesssernsesnenees 171
A LITERATURE LIS ittt ittt ettt et e et et s e e e et a e et et e e e e et et e a e e et e e e e e naees 173
B: INTERVIEWED ORGANISATIONS ...uiitiiiiiiiiiiiie sttt et e e s e e s e e s e ase s asrnnsnenaenees 177
C: INTERVIEW TOPIC LIS TS titiitiitittitiutatsueiseeaseeisaeesaesseaeassesseneassneaseneessaneeneenennanes 179
Questions National Authorities and copyright collecting organisations........................ 179
QuUESTEIONS fOr CONTENT PrOVIAEIS ..uui ittt e aeaaeanes 181
D: QUESTIONNAIRES ..oiitiitiiitiiiis ettt et e et s e e s e e st s s e s e e s s e s e e s e e anereans 183
E: WILLINGNESS TO PAY DISTRIBUTIONS ...ttt s e e sseseenenaseerenennaeenenees 283
F: FULL TABLES OF ESTIMATED COEFFICIENTS ..ttt e e ie e senesenasnenasees 289
G SAMPLE ST AT IS I S ettt ettt sttt ettt a et et e et e et e e e e et e e e e eeananes 302

ECORYS A

Estimating displacement rates of copyrighted content in the EU



EXECUTIVE SUMMARY

Introduction

The extent to which digital consumption of pirated materials displaces
legitimate purchases is of fundamental importance for EU copyright policy
design. The European Commission has commissioned Ecorys to carry out a
study on the relation between online copyright infringement (digital piracy)
and sales of copyrighted content.

This study adds to the existing literature in at least three ways. Firstly, it
compares piracy rates in multiple EU Member States calculated according to
the same methodology. This makes it possible to compare results between
countries. Secondly, displacement rates are estimated in the presence of an
important recent phenomenon, i.e. the widespread availability of a wide
variety of services for downloading or streaming content. Thirdly, the study
includes minors to assess the extent of piracy among this group.

Research questions and scope

This study aims to answer the following two main research questions:

1. How do online copyright infringements affect sales of copyrighted content?

2. How much are online copyright infringers willing to pay for copyrighted
content?

The study uses 2014 data and covers four types of creative content: music,
audio-visual material, books and games. Contrary to many other studies live
attendances of music and cinema visits are included in the analysis. The
countries included in the analysis are:

¢ Germany;
The United Kingdom;
Spain;
France;
Poland;
Sweden.

These countries were selected because based on national socio-cultural
characteristics (using the Esping-Andersen typology) they are as a group
representative for the EU as a whole. In this report the words “legal” and
“illegal” consumption or channels refer to copyrighted and pirated content, i.e.
creative content offered with and without permission of the author.

Main conclusions

In 2014, on average 51 per cent of the adults and 72 per cent of the minors
in the EU have illegally downloaded or streamed any form of creative content,
with higher piracy rates in Poland and Spain than in the other four countries
of this study. In general, the results do not show robust statistical evidence of
displacement of sales by online copyright infringements. That does not
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necessarily mean that piracy has no effect but only that the statistical analysis
does not prove with sufficient reliability that there is an effect. An exception is
the displacement of recent top films. The results show a displacement rate of
40 per cent which means that for every ten recent top films watched illegally,
four fewer films are consumed legally. People do not watch many recent top
films a second time but if it happens, displacement is lower: two legal
consumptions are displaced by every ten illegal second views. This suggests
that the displacement rate for older films is lower than the 40 per cent for
recent top films. All in all, the estimated loss for recent top films is 5 per cent
of current sales volumes.

The study also analysed consumers’ “willingness to pay” for illegally accessed
creative content in order to assess whether piracy might be related to price
levels. To optimize the recollection of the respondent, it was asked for the /ast
illegal online transaction. Consumers may be willing to pay more or less for
other transactions so the results should be interpreted with caution. Overall,
the analysis indicates that for films and TV-series current prices are higher
than 80 per cent of the illegal downloaders and streamers are willing to pay.
For books, music and games prices are at a level broadly corresponding to the
willingness to pay of illegal downloaders and streamers. This suggests that a
decrease in the price level would not change piracy rates for books, music and
games but that prices can have an effect on displacement rates for films and
TV-series.

In sum, the main contribution to the existing literature is the finding on
displacement rates for recent top films and the lack of a robust (positive)
displacement rate for films / TV-series in general, music, books and games
despite the carefully developed questionnaire and the application of
econometric analysis. The quasi panel data approach for recent top films was
the only methodology that resulted in robust estimates of displacement rates.
Hence this approach seems recommendable for other types of creative
content, although top titles would be less dominant in total sales than is the
case for films.

The remainder of this summary explains the basis for these conclusions.
Outline of this summary

This summary starts with the conclusions regarding copyright regulations and
enforcement in the countries included in the study and recent observations of
sales volumes of creative content. Thereafter the survey methodology is
explained. The survey methodology is based on a literature scan. The
summary ends with a discussion of the survey results. The survey covers
three topics:

1. Consumption of copyrighted and pirated content;

2. Displacement rates;

3. Willingness to pay.

Estimating displacement rates of copyrighted content in the EU
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Figure S.1. - Research approach and structure of executive summary

Background and relevance of the study

Copyright law and enforcement Sales developments

Survey methodology and results

Literature scan (methodology)

Survey methodology

Use oflegal and illegal

e hannels Displacementrates Willingness to pay

Background and relevance of the study

Copyright regulation and enforcement

The first objective of the study includes a comparison of online copyright
infringements across various countries and types of copyrighted materials and
a cross-comparison of differences with differences in online copyright
enforcement provisions, about which national authorities of the six countries
of this study were interviewed.

The interviews revealed that France has the most pervasive copyright
legislation and that Polish legislation is less explicit about online
infringements. In Spain enforcement of copyright law is most costly due to
the combination of a focus on illegal content providers (rather than users) and
not allowing representative associations to start procedures.

Development of sales of creative content

In order to assess the relative importance of digital channels the study starts
with an analysis of the evolution of sales statistics. These statistics are also
used to cross-check the findings of the survey. The overall conclusion from
the sales trends is that consumers increasingly go “online” with regard to
creative content, although the online market is still marginal for books.

In the music industry, live concerts generate more revenues than recorded
music - physical carriers, digital streams and downloads combined. Sales of
recorded music have shifted from physical carriers (CDs, vinyl records) to
paid streams and subscription services since 2009. This is particularly the
case in Sweden, home country of Spotify, a popular music stream service.

Estimating displacement rates of copyrighted content in the EU ECORYS A
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For audio-visual material, the box office (cinema) and physical carriers (DVD /
Blu-Ray) are still the most important sales channels. Total sales have declined
in three out of the six countries in this study (France, Spain and the United
Kingdom). Higher online sales did not compensate for the decline of sales via
physical carriers and the industry does not expect this to change in the near
future.

For books, the availability of e-books is rapidly expanding but e-book sales
are still marginal and total sales exhibit a negative trend in most countries. In
the games industry the greatest proportion of revenues is generated by
physical console games but online games will overtake this segment in a
matter of a few years if current trends continue.

Survey methodology

Methodological challenges

Because displacement rates cannot be directly observed they need to be
estimated on the basis of observed behaviour, or people need to be asked
“what if” questions about the hypothetical situation that creative content is no
longer available on illegal sites. Such “what if” question are usually not asked
because it is difficult for respondents to imagine such situation and they may
provide socially acceptable answers even if asked about regular behaviour.
Directly asking about illegal behaviour is expected to generate even more
untruthful answers. Another challenge is that innovations in the online
delivery of creative content mean that displacement rates are increasingly
difficult to estimate on the basis of observed behaviour. Indeed, in recent
years the number of legal and illegal channels has increased significantly and
consumers use a mix of legal and illegal channels to access creative content,
depending on the occasion. This means that there are no natural “treatment”
and “control” groups.

Methods for estimating displacement rates - lessons from previous literature

An estimate of the displacement rate with a simple correlation between legal
and illegal consumption is likely to be positively biased. That is because
respondents who like e.g. music are likely to listen to more music, whether
copyrighted or pirated.

To address this so-called endogeneity issue, three approaches have been tried
in previous survey-based literature (we scanned 50 studies), each of which
was applied in this study:
1. Include control variables for the degree of interest in the relevant creative
content:
To adopt the first of these approaches, the questionnaire was designed to
include questions about the interest in creative content compared to other
people, and about the use of internet to search for information about
creative content. The latter question, as well as a question about intensity
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of internet usage, also helps to address the negative bias due to consumers
“going digital”.

2. Use an “instrumental variable” for the number of illegal downloads or
streams:
The second approach consists of estimating the number of illegal
downloads or streams with a so-called instrumental variable that is
assumed to affect legal transactions only through these illegal transactions.
Instrumental variables that have been used in previous literature and were
tested in this study include:
e Available internet speed (only in older studies because internet is

nowadays almost universally fast);

e Use of internet for reading news;
e Use of illegal channels for other types of creative content.

In addition, new potential instrumental variables were developed in this

study including:

e Familiarity with internet terms;

¢ Moral attitudes to questionable behaviour that is not related to internet
or creative content.

3. Use a "panel data approach”, assuming that unobserved characteristics
influencing both legal and online illegal transactions (“taste for creative
content”) remain the same over time for everyone. For the third approach,
Rob and Waldfogel (2007a and 2007b) developed a quasi-panel data
approach by asking respondents which of 150 films of the past three years
they had watched and how they had watched those films the first, second
and third time. This approach exploits the fact that most films are seen for
the first time in the year of release. Hence, numbers of film views by
release year of the films are a reasonable approximation of the numbers of
films that respondents saw in that year. To put it simply: if in one year a
respondent watched five films illegally and five films legally, and in another
year watched ten films illegally and zero films legally, it is reasonable to
conclude that the other five illegal views of the other year displace the five
legal views of the first year.

Methodology - willingness to pay

The willingness to pay questions elicit what respondents would be willing to
pay for their last pirated content if that is no longer available for free. They
started with the willingness to pay a price in a range slightly below the
average market price for the last illegal download on a similar legal site.
Depending on whether the respondent was likely or unlikely to pay that price,
the respondent was then presented a higher or lower price, for a legal
download from a faster site. Again depending on the answer, the respondent
was presented once more a higher or lower price, but then for a legal
download from a site with an easier search function. The price ranges were
specific for each country and type of creative content.

Estimating displacement rates of copyrighted content in the EU ECORYS A

11



Method — number of respondents

The research questions are answered on the basis of an econometric analysis
of the results of an online questionnaire in September and October 2014
among the internet using population with close to 30,000 respondents (5,000
for each of the six countries). Minors in the age of 14-17 years were slightly
oversampled to allow a representative analysis of that specific group. Note
that the internet using population is not entirely representative for the
population as a whole.

Survey results

Use of creative content

Table S.1 shows that at the EU level the majority consumes any of the forms
of creative content. In Poland and Spain the share of respondents that
consumes creative content is slightly higher than the EU average. Minors
consume more creative content than the average internet user in each of the
countries included in the study.

Table S.1. Consumption of creative content (percentage of respondents)

Category Group DE UK ES FR PL SE EU*

In the past year, have you Total 63 62 65 48 67 58 61
purchased, rented, Minors 81 77 69 68 80 77 75
downloaded or streamed music

or visited a live concert?

In the past year, have you Total 64 72 75 59 74 69 69
purchased, rented, Minors 83 86 74 75 76 88 79
downloaded or streamed films

or TV-series or visited a

cinema?
In the past year, have you Total 62 54 54 30 50 41 50
purchased, downloaded, or Minors 62 52 50 38 58 51 52

streamed books or audio-
books or borrowed or e-
borrowed any of these from a

library?
In the past year, have you Total 46 49 51 39 50 39 46
purchased, downloaded or Minors 65 75 65 61 65 69 66

streamed computer/video

games, or played online

games?

* Although the survey covers only six countries, results are aggregated to the level of EU28 by

making certain assumptions (see Section 1.5 of the report). Percentages are also weighted by
age and gender for each country. N = 28,649.

Estimating displacement rates of copyrighted content in the EU
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Use of illegal channels

The proportion of respondents admitting to illegal online transactions in this
study (table S.2) is high compared to previous studies.! Exceptions are music
and audio-visual material for which piracy rates are similar to those found in
recent economics’ literature, and for music even somewhat older economics’
literature. This suggests that the use of illegal channels has matured for music
and perhaps recently also for audio-visual material.

Table S.2. Use of legal and illegal channels (% of respondents using the channel)*

Music Films/TV Books [CEINES

-series
Purchase on physical carriers 39 40 42 30
Rental (including library) 28 29
Legal downloading 38 30 26 21
Legal streaming 44 46 17 27
Illegal downloading 32 31 18
Illegal streaming 24 35 14
Live concerts 41
Cinema 59
Cloud gaming (legal) 15
Free games (legal) 31
Illegal downloading or streaming 18
Playing on a chipped game 16
console

* Weighted by age and gender per country, and to the EU28 level as discussed in Section 1.5, N
= 28,649.

Number of transactions - are responses reliable?

Self-reported numbers of legal transactions are generally higher than official
sales statistics indicate, except for live music and the top-100 films. A
plausible explanation is that the sample of internet users in this study, while
being representative of the population of internet users, is not representative
for the whole population in general. It also indicates that it is probable that
responses to the questions regarding live music and top-100 films are
accurate and reliable. The over-reporting of legal consumption raises the
question whether the self-reported numbers of legal purchases are
contaminated by untruthful over-reports of legal activity by pirates. To test
this, the response to the knowledge of piracy terms was analysed. Among
self-confessed pirates the proportion that is familiar with piracy terms is 20
percent point higher than among self-reporting legal buyers. This significant
difference is so large that it suggests that, in general, respondents have
replied truthfully.

1 On the basis of the review of previous literature the questionnaire did not include terms like
“illegal” and “piracy”. To clarify the distinction between legal and illegal sites, the
questionnaire referred to illegal sites as “file sharing and hosting sites” and named country-
specific examples of sites providing illegal access to creative content.

Estimating displacement rates of copyrighted content in the EU ECORYS A
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Theoretically, it is also possible that pirates who self-report as being legal
buyers also lie about their knowledge of piracy terms. However, a further test
reveals that the difference in knowledge of non-piracy internet terms
compared to piracy terms is the same among both self-confessed pirates and
self-reporting legal buyers. Hence the difference in knowledge of piracy terms
indicates that pirates have responded truthfully (unless they in addition lied
about their knowledge of non-piracy internet terms as well).

The reliability of self-reported consumption was also tested. Consumers’
responses are clustered around convenient numbers (such as 50 and 100).
This suggests that large-scale consumers do not recall exactly how much
content they have consumed. This negatively affects the robustness of the
statistical analysis of the first two approaches.

Displacement rates — creative content in general

Methodology 1 (control variables) and methodology 2 (instrumental variables)
were used to estimate displacement rates for music, films, books and games.
Methodology 1, with interest in the relevant creative content and use of
internet to search news on creative content as control variables, results in
robust, significant and positive estimated effects of internet piracy on sales.
However, test results show that from a statistical perspective this
methodology is not sufficient to address the bias caused by endogeneity.

Table S.3 reports the results of methodology 2. For music, the estimated
overall displacement rate is zero. The displacement of physical sales (though
with a large error margin) is compensated by a significant positive effect of
illegal downloads and streams on live concert visits.

Table S.3. Estimate of displacement rates (methodology 2,
instrumental variables)

Music Films/TV- Books Games
series
Displacement rate + 0% -27 % -38% +24%
(coefficient)
Nr. respondents 13,896 15,851 11,383 11,226

* Standard errors and test statistics are included in table of Chapter 7 in this report.

For films or TV-series, every 100 illegal streams or downloads are estimated
to displace 27 legal transactions (online or offline). The magnitude of the (not
robust) estimated displacement effect is in line with robust estimates for the
displacement rate of 27 per cent and 32 per cent in two previous survey-
based studies.

For books, the reported number of illegal streams is negligible. The estimated
displacement rate of illegal book downloads is insignificant.

Estimating displacement rates of copyrighted content in the EU
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For games, the estimated effect of illegal online transactions on sales is
positive - implying that illegal consumption leads to increased legal
consumption. This positive effect of illegal downloads and streams on the
sales of games may be explained by the industry being successful in
converting illegal users to paying users. Tactics used by the industry include,
for example, offering gameplay with extra bonuses or extra levels if
consumers pay.

Displacement rates — the 100 top films

To estimate displacement rates for 100 top films methodology 3 was used
(quasi panel data approach). Displacement rates were estimated for both the
first and second time a film is watched.

Internet using consumers have seen on average 2.4 films of 100 top films of
the last three years the first time via an illegal site, which is equivalent with

0.8 top films per year. The (statistically significant) estimated displacement

rate is 40 per cent.

Respondents watch on average 0.5 films the second time via an illegal site.
These illegal second views displace 0.1 legal views which implies a
displacement rate of 20 per cent. The reason for the lower displacement rate
for second illegal views (20 per cent compared to 40 per cent for first illegal
views) may be that people are less willing to pay for a second view.

Displacement rates — comparison with previous literature

Three previous studies with robust findings for music reported small but
significant displacement rates of around 10 per cent. However, these previous
studies do not include effects on live music concerts, and this is exactly where
this study and one previous study (Dang Nguyen et al., 2012) find a
significantly positive effect of illegal streams.

Interestingly, the only available previous study analysing effects of illegal
downloads on games also reported significant positive effects (Bastard et al.,
2012).

The estimate of displacement rates for the 100 top films is based on the
methodology suggested by Rob and Waldfogel (2007). Compared to Rob and
Waldfogel this study finds a lower displacement rate (34 per cent compared to
76 per cent) and a higher loss of sales (5.2 compared to 3.5 per cent). This
difference can be attributed to increased volumes of illegal downloads with
lower average displacement rates as Rob and Waldfogel predicted. Another
possible explanation is a real difference in behaviour between the 2005
sample of American students used in Rob and Waldfogel’s study and the 2014
EU sample of internet using people used in this study.

Reflecting on previous literature, Rob and Waldfogel (2007b) predicted that
average displacement rates would decrease when the volume of file sharing
increases. They argued that around the year 2000, when file sharing was still

Estimating displacement rates of copyrighted content in the EU ECORYS A
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slow and difficult, only people who expected to (illegally) download much
invested time to master (illegal) file sharing. Nowadays, also people with
lower (illegal) online consumption use piracy sites because access has become
much easier. This may partly explain the lack of robust estimates of
displacement rates in this study.

Willingness to pay

The willingness to pay for pirated content was analysed to assess whether
piracy might be related to price levels. If illegal online users are not willing to
pay the market price in the situation that the content is only available for pay,
it seems fair to assume that the illegal consumption does not result in
displacement of legal sales, as these consumers would just forego
consumption of these goods. If this is the case the industry could increase the
volume of legal sales by lowering prices, or by making more legal content
available online.

However the converse - displacement takes place if pirates would be willing
to pay the market price - is wrong for two reasons. Firstly, some illegal online
users in fact may have purchased the content legally as well. More
importantly, the willingness to pay was only asked for the last illegal online
transaction. The consumer may have been willing to pay more or less for the
other illegally downloaded or streamed content than for the last one. For
example, an illegal downloader of 500 books may have been willing to pay
100 euros for the last book, but not necessarily 50,000 euros for the whole
package.

Table S.4 shows that the proportion of the internet using population that is
willing to pay at least the market price for the last illegal online transaction is
the lowest for films and TV-series. Pirates are most willing to pay the market
price for books.

Table S.4 Proportion of people willing to pay the market price or
higher for the last illegal online transaction, per category, EU28"

Music Films / Books Games
TV-series
Proportion 51 21 66 55
Nr. respondents 2,186 3,841 2,638 1,976

* Weighted by age and gender per country, and to the EU28 level as discussed in Section 1.5.

Table S.5 states the average willingness to pay for digital content. It makes
clear that there are substantial differences between countries.

Estimating displacement rates of copyrighted content in the EU
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Table S.5. Average WTP price per country and for EU28 (in euros)

Country Music Films / TV- Books Games
series
Germany 1.0 6.1 17.8 9.7
UK 1.1 6.9 26.2 8.3
Spain 0.7 7.4 11.0 9.0
France 0.7 5.4 14.5 7.6
Poland 0.8 6.8 10.5 6.2
Sweden 1.1 10.1 18.4 10.1
EU28" 0.9 6.9 15.8 8.4
Nr. respondents 2,186 3,841 2,638 1,976

* Weighted by age and gender per country, and to the EU28 level as discussed in Section 1.5.

The numbers in table S.5 should be compared with the market prices, which
are also lowest in Poland. Lastly, Table S.6 shows the share of respondents
that is not willing to pay the lowest price range of the three (country specific)
price ranges they were shown?. The willingness to pay analysis indicates that
for films/TV-series more than half of the pirates are not willing to pay more
than extremely low prices. For books, music and games the price setting
alone cannot explain piracy levels because most pirates of those content are
willing to pay more than extremely low prices.

Table S.6. Share (%) of respondents not willing to pay the lowest
price range

Country Film/ TV-
series

Germany 27 59 15 22
UK 10 47 9 16
Spain 28 68 16 28
France 44 77 13 32
Poland 44 73 19 41
Sweden 27 68 15 26
EU28" 30 65 15 28

* Weighted by age and gender per country, and to the EU28 level as discussed in Section 1.5, N
= 2,186.

While also depending on the variety of price levels per type of content and per country, the
lowest price ranges were roughly 4 times as low as the current market price, e.g. for
Germany € 0.10-0.39 compared to 0.80-1.00 for music, € 2-4 compared to 8-10 for
films/episodes, € 1-2 compared to 8-10 for books and € 1-2 compared to 5-7 for games.
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1.1

RESEARCH QUESTIONS

Background

The conventional wisdom says that illicit use of copyrighted material reduces
revenues of rights-holders and thus their incentives to produce content.
Creative industries suggest piracy represents a significant threat to sales of
copyrighted materials, aggravated by the rapid development of digital
technologies, which substantially reduce the cost of making, distributing and
accessing copies of copyrighted content. Related theoretical and empirical
economic research is more ambiguous about the piracy effects, however. This
impact can be anywhere from total substitution of legal offer, through no
effect on sales, to even positive effects on creators' revenues (thanks to
stimulation of legal demand for some types of uses). Thus, to a large extent,
the jury is still out when it comes to the size or even the sign of piracy effects
on legitimate sales.

At the same time the extent to which digital consumption of pirated materials
displaces legitimate purchases is of fundamental importance for EU copyright
policy design. More specifically, a rough idea about what a consumer would
have done without access to illicit content, eit