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PROFIT (CORPORATE) TAX PARTICIPATION IN THE TAX SYSTEM OF THE 

REPUBLIC OF NORTH MACEDONIA 

FATON SHABANI1  

 

Abstract 

Taxes are treated as involuntary payments paid by individuals or entities to the 

accounts of central or local government bodies and institutions. There are a variety of taxes 

depending on the legal system, but almost everyone agrees that they remain one of the key 

sources of filling the country’s budget. Taxes on corporate income are extremely complex. 

When it comes to profit tax, generally it is a tax imposed on the net income of the company. 

Recently, the European Commission in December 2021 proposed a Directive ensuring a 

minimum effective tax rate for the global activities of large multinational groups. It includes a 

common set of rules on how to calculate this effective tax rate, so that it is properly and 

consistently applied across the European Union (EU). The purpose of this paper is through 

normative and economic analysis, both empirical and theoretical, to process the official data 

from Organization for Economic Co-operation and Development (OECD), World Bank (WB) 

and Public Revenue Office of the Republic of North Macedonia, in order to provide a clear 

overview of the current state of the foreseen tax rates as well trends of profit tax collection. 

Research in terms of object is branched in two directions: global and local. In the global 

aspect, the current situation during the last year (2021) is analyzed, relying on the ranking of 

the countries based on the highest, i.e. the lowest statutory corporate income tax rates (starting 

from the reflection of the situation in continents and then across concrete countries). In the 

local aspect, the research deals with the state of corporate taxes in the Republic of North 

Macedonia in the period of the previous law (2003-2013) and the period after the adoption of 

the law in force (2014-2021). To achieve the aforementioned goals, the author has focused on 

the use of some of the scientific methods, of which the most expressed are: the method of 

analysis and synthesis, induction and deduction, normative, comparative, historical and 

empirical method. The analysis of statistical data provides results that argue three existing 

facts: (1) at a comparative level, the Republic of North Macedonia is part of the group of 

countries with the lowest corporate tax rate; (2) the collection (payment) of profit tax in recent 

years proves a serious trend of continuous growth; (3) compared to the two most prominent 

forms of tax, personal income tax and value added tax, profit tax continues to show serious 

setbacks based on the collected values of these taxes in denars. 

Keywords: profit tax, income, Republic of North Macedonia 

JEL Codes: K2 

1. Introduction 

A tax is an enforceable “financial charge” that the state makes on an individual, 

corporation, or other entity “for the support of state operations and programs.” The revenue 

from taxation is generally considered “just” if it is used for one or more of three purposes: (1) 
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paying for government and public services; (2) shaping the behavior of citizens; and (3) 

redistributing resources (Calhoun, 2021, p. 12). As a result, taxation is, “the most important 

instrument by which the political system puts into practice a conception of economic or 

distributive justice.” Justice is the subject matter of economics to the extent that economics “is 

concerned with the proper distribution of scarce resources in society,” and no aspect of 

economics or politics affects that distribution more than redistributive taxation (Calhoun, 2021, 

p. 12). 

According to World Bank collecting taxes and fees is a fundamental way for countries 

to generate public revenues that make it possible to finance investments in human capital, 

infrastructure, and the provision of services for citizens and businesses. As a result, taxes have 

a key role to play in making growth sustainable and equitable, especially in the context of the 

COVID-19 crisis, and through such efforts as “greening” tax systems and fighting tax evasion 

and avoidance.2 

The process of capital accumulation plays a central role in the growth of every 

economy. As a consequence, capital accumulation has been a major focus of economic theory 

of empirical research throughout the history of modern economic analysis. In recent decades, 

the rate and form of capital accumulation have been substantially influenced by prevailing 

systems of taxation (Feldstein, 1983, p.1). Governments all have, to some extent, a 

commitment to provide services for the population, for example a legal system, defense, health 

services, as well as infrastructure such as roads. To fund this public expenditure, they must 

obtain funds; borrowing is a possibility but revenue is most usually obtained through taxation. 

Taxation is therefore required to finance public spending. It is a system of compulsory levies 

or exactions imposed for this purpose on a variety of taxpaying subjects, but it may also be 

imposed for other social and economic objectives (Oats, Miller, & Mulligan, 2017, p. 1). In 

modern economies taxes are considered to be the most important source of governmental 

revenue. The most basic function of taxation is to fund government expenditures. Varying 

justifications and explanations for taxes have been offered throughout history. Early taxes were 

used to support the ruling classes, raise armies, and build defenses. Often, the authority to tax 

stemmed from divine or supranational rights. Later justifications have been offered across 

utilitarian, economic, or moral considerations. Proponents of progressive levels of taxation on 

high-income earners argue that taxes encourage a more equitable society. Higher taxes on 

specific products and services, such as tobacco or gasoline, have been justified as a deterrent 

to consumption. Advocates of public goods theory argue taxes may be necessary in cases in 

which the private provision of public goods is considered sub-optimal, such as with lighthouses 

or national defense.3 The legal regulation of the power of taxation is thus shown as the 

fundamental transmission belt between the human wealth and freedoms and the care of the 

general interests and the developmental goals of the Welfare State, which is an evident index 

of the level of solidarity or individualism in the civil community, and, above all, an 

epiphenomenon of the fundamental relation between the “rulers” persons and the “ruled” 

persons. This axiological relation which is established between the collectivist and individual 

conflicting values, is the basic dialectic of the taxation system, according to which it can be 

identified the concrete unfolding of sovereignty in the several legal systems (Boria, 2017, p. 

4). In this case, it should be mentioned that the condition is the ability to pay. Accomplishing 

this requires that tax burdens be assigned so that individuals with a higher ability to contribute 

will pay more. Thus, tax liabilities are to be distributed so as to equalize burdens across 

taxpayers whose capacities differ (Cordes, Ebel, & Gravelle, 2005, p. 1). 

                                                 
2https://www.worldbank.org/en/topic/taxes-and-government-revenue [last accessed on 26.09.2022]. 
3https://www.investopedia.com/terms/t/taxation.asp [last accessed on 21.05.2022]. 

https://www.worldbank.org/en/topic/taxes-and-government-revenue
https://www.investopedia.com/terms/t/taxation.asp
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The power of taxation is so the subject of a legal regulation which is different in several 

taxing jurisdictions, because of the different constitutional systems and the changing of the 

axiological balance between the general interest and the individual interest. This diversity finds 

its clear basis in the legal traditions of the main constitutional systems (Boria, 2017, p. 6). 

According to World Bank all governments need revenue, but the challenge is to carefully 

choose not only the level of tax rates but also the tax base. Governments also need to design a 

tax compliance system that will not discourage taxpayers from participating. When it comes to 

profit tax payed by companies, the amount of the tax cost for businesses matters for investment 

and growth. Where taxes are high, businesses are more inclined to opt out of the formal sector.4 

The International Monetary Fund (IMF) has long played an active role in research and advice 

on international tax issues. In its work with developing country members, it has been advising 

governments for decades on the design and implementation of effective tax laws, including on 

fiscal regimes for extractive industries, (model) tax treaties, anti-avoidance measures and other 

policies to safeguard revenue while maintaining an attractive investment climate. On the 

analytical side, IMF staff has played an active role in identifying problems and providing 

solutions (De Mooij, Klemm, & Perry, 2021, p. 4). 

The World Bank provides data that prove that many countries are still struggling to 

collect sufficient revenues to finance their own development. Countries collecting less than 

15% of Gross Domestic Product (GDP) in taxes must increase their revenue collection in order 

to meet basic needs of citizens and businesses. This level of taxation is an important tipping 

point to make a state viable and put it on a path to growth.5 

The obligation to pay taxes in the Republic of North Macedonia has been raised to the 

constitutional level: “Everyone has the duty to pay taxes [...]” (Constitution of the Republic of 

North Macedonia, 1991). Such a constitutional definition opens the door for the laws to create 

a broad legal platform that will define in detail the types of tax liabilities and the financial value 

that citizens must pay. Thus, the Republic of North Macedonia has established a simple tax 

system characterized by relatively low tax rates, making it one of the most competitive in 

Europe. The tax system consists of direct taxes (profit tax, personal income tax and property 

taxes) and indirect taxes (value added tax and excises). The introduction of a flat tax of 10% 

on income tax and personal income tax has simplified tax administration and stimulated the 

operation of companies.6 This is the main reason International Monetary Fund (IMF) considers 

that North Macedonia has long pursued an internationally competitive tax regime. Favorable 

income taxation has been at the core of this strategy, designed to attract foreign investment to 

the country (Selected Issues Paper on the Republic of North Macedonia, 2022, p. 4). 

2. Profit tax 

Income generally arises from labor effort, be it wages or entrepreneurial activity, and 

capital return in the form of interest, dividends, or capital gains (De Mooij, Klemm, & Perry, 

2021, p. 12). The term income tax refers to a type of tax that governments impose on income 

generated by businesses and individuals within their jurisdiction. By law, taxpayers must file 

an income tax return annually to determine their tax obligations. Income taxes can be of two 

types: individual and profit (corporate) tax. Individual income tax is also referred to as personal 

income tax. This type of income tax is levied on an individual's wages, salaries, and other types 

of income. This tax is usually a tax the state imposes. Because of exemptions, deductions, and 

                                                 
4https://subnational.doingbusiness.org/en/data/exploretopics/paying-taxes/why-matters [last accessed on 

16.05.2022]. 
5https://www.worldbank.org/en/topic/taxes-and-government-revenue [last accessed on 26.09.2022]. 
6https://finance.gov.mk/%d0%b4%d0%b0%d0%bd%d0%be%d1%86%d0%b8-%d0%b8-

%d1%86%d0%b0%d1%80%d0%b8%d0%bd%d0%b8-2/ [last accessed on 16.05.2022]. 

https://subnational.doingbusiness.org/en/data/exploretopics/paying-taxes/why-matters
https://www.worldbank.org/en/topic/taxes-and-government-revenue
https://finance.gov.mk/%d0%b4%d0%b0%d0%bd%d0%be%d1%86%d0%b8-%d0%b8-%d1%86%d0%b0%d1%80%d0%b8%d0%bd%d0%b8-2/
https://finance.gov.mk/%d0%b4%d0%b0%d0%bd%d0%be%d1%86%d0%b8-%d0%b8-%d1%86%d0%b0%d1%80%d0%b8%d0%bd%d0%b8-2/
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credits, most individuals do not pay taxes on all of their income.7 Businesses pay income taxes 

on their earnings (from corporations, partnerships, self-employed contractors, and small 

businesses). Depending on the business structure, either the corporation, its owners, or 

shareholders report their business income and then deduct their operating and capital expenses. 

Generally, the difference between their business income and their operating and capital 

expenses is considered their taxable business income.8 

In most countries, a company or corporation is a separate legal entity. This means that 

it has an existence independent of its ultimate owners, the shareholders. Companies own assets, 

make profits and incur liabilities in their own right and usually the shareholder has no direct 

right to those assets or profits. The rights of the shareholder are to have the company managed 

on their behalf by the directors, and to receive a share of the profits periodically by way of 

dividend. Treating companies as taxpayers separate from their shareholders allows 

governments to impose an income tax on them directly (Oats, Miller, & Mulligan, 2017, p. 9). 

The existence of profit tax is a direct consequence of the emergence of corporate organization, 

i.e. the organization of economic entities to appear on the market in the form of companies 

(joint stock companies and limited liability companies). Profit tax as recognized by the 

legislation of the Republic of North Macedonia is the type of profit that the OECD recognizes 

as corporate income tax or in comparative legislations as well corporate or corporation tax. 

Taxes paid by companies remain a key source of government revenues, especially in 

developing countries, despite the worldwide trend of falling corporate tax rates over the past 

two decades, according to a new report from the OECD.9 

Business enterprises are required to pay profit tax, which is levied on their profits made 

each year – that is, revenue minus the costs of production, including depreciation of capital 

assets (Moeti, 2014, p. 84). Profit tax is charged on income from trading (i.e. from the sale of 

goods and services) and investments, minus day-to-day expenses (known as ‘current’ or 

‘revenue’ expenditure, which includes wages, raw materials and interest payments on 

borrowing) and various other deductions, notably allowances for investment costs. It is also 

charged on capital (‘chargeable’) gains, the profit from selling an asset for more than it cost. If 

a company makes a loss – its costs exceed its revenue – it can, subject to restrictions, set the 

loss against profits it makes in other years.10 

At the most general level with regard to profit tax, the question arises’ why tax 

companies at all, in addition to the existence of personal income tax? Despite the possibility of 

taxing the distributed profits offered by the classical system, the fact is that the emergence of 

trade companies has led to the introduction of profit tax, which today in most countries is 

separated from personal income taxation; during the existence of income tax, arguments for 

such taxation were sought and presented (Jelčić, Lončarić-Horvat, Šimović, Arbutina, & 

Mijatović, 2008, pp. 340-341): 

 The formal reason for taxing the profits of companies is the fact that companies have 

the status of a legal entity and are, by analogy with natural persons, obliged to pay on 

their income. 

 In theory, there is the rationale that income tax is the price paid for the limited liability 

privilege of company owners (joint stock companies and limited liability companies). 

                                                 
7https://www.investopedia.com/terms/i/incometax.asp [last accessed on 08.05.2022]. 
8https://www.investopedia.com/terms/i/incometax.asp [last accessed on 21.05.2022]. 
9https://www.oecd.org/newsroom/corporate-tax-remains-a-key-revenue-source-despite-falling-rates-

worldwide.htm [last accessed on 21.05.2022]. 
10https://ifs.org.uk/taxlab/taxes-explained/corporation-tax-

explained?gclid=CjwKCAjwjtOTBhAvEiwASG4bCG25iocgMGMU8CxauOQFaCggUjhUcgGq2n_2Ju2QZfIZ

g5cpNAojnxoCilEQAvD_BwE [last accessed on 16.05.2022]. 

https://www.investopedia.com/terms/i/incometax.asp
https://www.investopedia.com/terms/i/incometax.asp
https://www.oecd.org/newsroom/corporate-tax-remains-a-key-revenue-source-despite-falling-rates-worldwide.htm
https://www.oecd.org/newsroom/corporate-tax-remains-a-key-revenue-source-despite-falling-rates-worldwide.htm
https://ifs.org.uk/taxlab/taxes-explained/corporation-tax-explained?gclid=CjwKCAjwjtOTBhAvEiwASG4bCG25iocgMGMU8CxauOQFaCggUjhUcgGq2n_2Ju2QZfIZg5cpNAojnxoCilEQAvD_BwE
https://ifs.org.uk/taxlab/taxes-explained/corporation-tax-explained?gclid=CjwKCAjwjtOTBhAvEiwASG4bCG25iocgMGMU8CxauOQFaCggUjhUcgGq2n_2Ju2QZfIZg5cpNAojnxoCilEQAvD_BwE
https://ifs.org.uk/taxlab/taxes-explained/corporation-tax-explained?gclid=CjwKCAjwjtOTBhAvEiwASG4bCG25iocgMGMU8CxauOQFaCggUjhUcgGq2n_2Ju2QZfIZg5cpNAojnxoCilEQAvD_BwE
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 Profit tax is considered by some theorists to be paid for the use of public goods (such 

as infrastructure facilities) used by companies in their operations, the use of which 

excluding profit tax actually means the burden of operating costs borne by the state, 

i.e. that infrastructure is financed. 

 

However, the aforementioned theories and arguments have been strongly opposed by 

highlighting their weaknesses. The reasons given do not satisfy as arguments on which the 

justification for profit tax can be based. As a result, more convincing arguments have been 

formulated for the existence of this form of taxation (Jelčić et al., 2008, p. 342): 

 Profit tax is an instrument that complements the effects of personal income tax and at 

the same time prevents tax evasion. Namely, the taxation of distributed profits could 

be avoided simply by not distributing profits that would be entirely retained in the 

company and, for example, reinvested. In this way, the value of the property of the 

owner of the shares or stakes would increase, which would make him capital gains. 

The taxpayer could postpone their taxation by postponing their payment, i.e. by 

keeping them in the company, until the moment he deems most appropriate. 

 The argument of taxation of retained earnings is the need to tax net profit or economic 

rent, which is the company's profit defined as “exceeding the amount of profit that 

the shareholder considers acceptable as a justification for his investment”. 

 Profit tax ensures the taxation of that part of the distributed profit which, on the basis 

of their investments, belongs to shareholders or unit-holders who are non-resident 

taxpayers. 

 Profit tax can be used as an effective means of state intervention, i.e. state stabilization 

and structural policies. Namely, targeted changes in profit taxation may affect the 

amounts and timing of dividend payments. 

 

3. Overview of the current state of the profit tax rate in the world 

The rate of a given tax is extremely important in evaluating its impact. Taxes are usually 

discussed in terms of their average and marginal rates. The average rate of tax is found by 

dividing the total tax liability by the amount of the tax base. The marginal rate of tax is the rate 

the taxpayer will pay on an additional unit of the base (Oats, Miller, & Mulligan, 2017, p. 3). 

According the statistics presented by Tax Foundation, one hundred and forty of the 225 

separate jurisdictions surveyed for the year 2021 have corporate tax rates at or below 25 

percent. One hundred and fifteen have tax rates above 20 and at or below 30 percent. The 

average tax rate among the 225 jurisdictions is 23.54 percent. The United States has the 85th 

highest corporate tax rate with a combined federal and state statutory rate of 25.77 percent 

(Bray, S., 2021, p. 4).  

 

Chart 1. Highest Statutory Corporate Income Tax Rates in the World, 2021 by continents 
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Sources: Statutory corporate income tax rates are from OECD, “Table II.1. Statutory corporate 

income tax rate,” updated April 2021, https://stats.oecd.org/index.aspx?DataSetCode=Table_II1 [last accessed 

on 16.05.2022]; KPMG, “Corporate tax rates table, https://home.kpmg/xx/en/home/services/tax/tax-tools-and-

resources/tax-rates-online/corporate-tax-rates-table.html [last accessed on 16.05.2022]; Bloomberg Tax, 

“Country Guides – Corporate Tax Rates,” accessed October and November 2021, 

https://www.bloomberglaw.com/product/tax/toc_view_menu/3380 [last accessed on 16.05.2022]; Tax 

Foundation, “worldwide-corporate-tax-rates,” GitHub, https://github.com/TaxFoundation/worldwide-

corporate-tax-rates [last accessed on 16.05.2022] 

 

The 20 countries with the highest statutory corporate income tax rates span almost every 

region, albeit unequally. While eight of the top 20 countries are in Africa, Europe, Oceania, 

and Asia appear only once. Of the remaining jurisdictions, five are in North America, and four 

are in South America. 

On the other end of the spectrum, the 20 countries with the lowest non-zero statutory 

corporate tax rates all charge rates at or below 12.5 percent. Ten countries have statutory rates 

of 10 percent, five being small European nations (Andorra, Bosnia and Herzegovina, Bulgaria, 

Kosovo, and Macedonia). The only three OECD members represented among the bottom 20 

countries are Chile, Hungary, and Ireland. Chile temporarily reduced its statutory corporate 

income tax rate for most businesses due to the pandemic. Hungary reduced its corporate income 

tax rate from 19 to 9 percent in 2017. Ireland is known for its low 12.5 percent rate, which has 

been in place since 2003. 

 

Chart 2. Highest Statutory Corporate Income Tax Rates in the World, 2021 by countries 

 
Sources: OECD, “Table II.1. Statutory corporate income tax rate” 

https://stats.oecd.org/index.aspx?DataSetCode=Table_II1 [last accessed on 16.05.2022]; KPMG, “Corporate tax 

rates table, https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-

rates-table.html [last accessed on 16.05.2022]; Bloomberg Tax, “Country Guides – Corporate Tax Rates,” 

accessed October and November 2021, https://www.bloomberglaw.com/product/tax/toc_view_menu/3380 [last 

accessed on 16.05.2022]; Tax Foundation, “worldwide-corporate-tax-rates,” GitHub, 

https://github.com/TaxFoundation/worldwide-corporate-tax-rates[last accessed on 16.05.2022] 

 

https://stats.oecd.org/index.aspx?DataSetCode=Table_II1
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
https://www.bloomberglaw.com/product/tax/toc_view_menu/3380
https://github.com/TaxFoundation/worldwide-corporate-tax-rates
https://github.com/TaxFoundation/worldwide-corporate-tax-rates
https://stats.oecd.org/index.aspx?DataSetCode=Table_II1
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
https://www.bloomberglaw.com/product/tax/toc_view_menu/3380
https://github.com/TaxFoundation/worldwide-corporate-tax-rates
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Of the 225 jurisdictions surveyed, 15 currently do not impose a general corporate 

income tax. Except for the United Arab Emirates, all these jurisdictions are small, island 

nations. A handful, such as the Cayman Islands and Bermuda, are well-known for their lack of 

corporate taxes. 

 

Chart 3. Lowest Statutory Corporate Income Tax Rates in the World, 2021 by continents 

(Excluding Jurisdictions with a Corporate Income Tax Rate of Zero Percent) 

 
Sources: OECD, “Table II.1. Statutory corporate income tax rate” 

https://stats.oecd.org/index.aspx?DataSetCode=Table_II1 [last accessed on 16.05.2022]; KPMG, “Corporate tax 

rates table, https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-

rates-table.html [last accessed on 16.05.2022]; Bloomberg Tax, “Country Guides – Corporate Tax Rates,” 

accessed October and November 2021, https://www.bloomberglaw.com/product/tax/toc_view_menu/3380 [last 

accessed on 16.05.2022]; Tax Foundation, “worldwide-corporate-tax-rates,” GitHub, 

https://github.com/TaxFoundation/worldwide-corporate-tax-rates  [last accessed on 16.05.2022] 

 

Chart 4. Lowest Statutory Corporate Income Tax Rates in the World, 2021 by countries 

(Excluding Jurisdictions with a Corporate Income Tax Rate of Zero Percent) 

 
Sources: OECD, “Table II.1. Statutory corporate income tax rate” 

https://stats.oecd.org/index.aspx?DataSetCode=Table_II1 [last accessed on 16.05.2022]; KPMG, “Corporate tax 

https://stats.oecd.org/index.aspx?DataSetCode=Table_II1
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
https://www.bloomberglaw.com/product/tax/toc_view_menu/3380
https://github.com/TaxFoundation/worldwide-corporate-tax-rates
https://stats.oecd.org/index.aspx?DataSetCode=Table_II1
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rates table, https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-

rates-table.html [last accessed on 16.05.2022]; Bloomberg Tax, “Country Guides – Corporate Tax Rates,” 

accessed October and November 2021, https://www.bloomberglaw.com/product/tax/toc_view_menu/3380 [last 

accessed on 16.05.2022]; Tax Foundation, “worldwide-corporate-tax-rates,” GitHub, 

https://github.com/TaxFoundation/worldwide-corporate-tax-rates [last accessed on 16.05.2022] 

 

It should be noted that Bahrain has no general corporate income tax but has a targeted 

corporate income tax on oil companies, which can be as high as 46 percent.11 On the other 

hand, the United Arab Emirates is a federation of seven separate emirates. Since 1960, each 

emirate has the discretion to levy up to a 55 percent corporate tax rate on any business. In 

practice, this tax is mostly levied on foreign banks and petroleum companies.12 

The mere fact that there is an undisputed worldwide erosion of corporate income tax 

rates tells us very little about rate convergence One argument in this regard could be that as 

countries compete to attract FDI (Foreign Direct Investment) from multinational enterprises 

(MNEs), corporate taxes are racing toward a bottom zero (or a nominal) tax rate, which of 

course means total convergence at that rate. This argument would originate in the “doomsday” 

scenario of tax competition, which is most likely to take place in the absence of international 

cooperation (Avi-Yonah, Sartori, & Marian, 2011, p. 139). 

From the three tables analyzed above, we can come to the argued conclusion that in 

general, larger and more industrialized countries tend to have higher corporate income tax rates 

compared to smaller and less economically developed countries. 

4. Overview of the current state of the profit tax rate in the Republic of North 

Macedonia 

4.1. Legal platform for profit tax regulation 

Profit tax in the Republic of North Macedonia is regulated by the Law on Profit Tax 

from 2014. This law is a broad legal platform that regulates the manner of profit taxation, the 

rate at which the profit tax is calculated, the taxpayers, the tax base for the calculation of the 

profit tax, the deadlines for the payment of the profit tax, as well as other issues that are 

important for determining and paying this kind of income tax (Law on Profit Tax, 2014). 

The profit tax rate is 10%. Profit payer is a legal entity resident in the Republic of North 

Macedonia that makes a profit from doing business in the country and abroad. Resident is 

considered to be every entity that is established or has a seat on the territory of the North 

Macedonia (Law on Profit Tax, 2014). Non-profit organizations (citizens’ associations and 

foundations as well as their unions and other forms of associations, economic interest 

community, political parties, religious communities, religious groups, Red Cross of the 

Republic of North Macedonia, foreign associations, international non-governmental 

organizations, humanitarian organizations and associations, unions, chambers and other legal 

entities) are taxed on profit if generate income from performing economic activity within their 

non-profit activity, if their total annual revenues are higher than one million denars. The basis 

for calculating the profit tax is the profit that is determined in the tax balance. The basis for 

calculating the profit tax is determined as the difference between the total income and the total 

expenses of the taxpayer in amounts determined in accordance with the accounting regulations 

and accounting standards (Law on Profit Tax, 2014). 

However, the legislature provides for cases of tax exemptions. The taxpayer is entitled 

to tax exemption on the basis of reinvested earnings for investments in tangible assets (real 

                                                 
11https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Tax/dttl-tax-bahrainhighlights-2021.pdf 

[last accessed on 16.05.2022]. 
12https://taxsummaries.pwc.com/quick-charts/corporate-income-tax-cit-rates [last accessed on 16.05.2022]. 

https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
https://www.bloomberglaw.com/product/tax/toc_view_menu/3380
https://github.com/TaxFoundation/worldwide-corporate-tax-rates
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Tax/dttl-tax-bahrainhighlights-2021.pdf
https://taxsummaries.pwc.com/quick-charts/corporate-income-tax-cit-rates
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estate, plant and equipment) and intangible assets (computer software and patents) in order to 

expand the activity of the taxpayer (Law on Profit Tax, 2014). Likewise, the taxpayer who is a 

user of a technological industrial zone, uses a tax exemption from the profit tax within the state 

aid, under conditions and procedure determined by the Law on Technological Industrial 

Development Zones from 2007 (Law on Profit Tax, 2014). Furthermore, the taxpayer who is 

obliged in accordance with the Law on Registration of Cash Payments (2001) to introduce and 

use a fiscal system of equipment for registration of cash payments, is deducted the calculated 

tax for purchased up to ten fiscal devices in the amount of their value. Finally, there is a 

simplified tax regime for companies. Thus, companies classified as small and micro traders 

(except companies that provide banking, financial, and insurance services, as well as services 

in the field of games of chance and entertainment games) are exempt from the obligation to 

pay profit tax for total income up to 3.000.000 denars. While the companies that during the 

year realize a total income from 3,000,001 to 6,000,000 denars, are allowed to choose the 

regime / model of taxation, so that they will have the opportunity to pay tax on total income in 

the amount of 1%, instead of a profit tax at the rate of 10% as provided by the existing legal 

solution (Law on Profit Tax, 2014). 

 4.2. Profit tax collection 

The analysis of the trend of tax collection in the line of profit tax in the Republic of 

North Macedonia has been done by dividing it into two stages: that from 2003 to 2013 and 

from 2014 to the last year 2021. This division is supported in the strong argument because it is 

about two stages which are characterized by the implementation of two different laws on profit 

tax. The previous law (Law on Profit Tax, 1993) in its initial version had foreseen the rate of 

30%, later reduced with the changes suffered to 15%, while the current law has reduced the tax 

rate requirement to 10%. 

The intervention of the government of the Republic of North Macedonia in terms of 

payment of taxes is observed in the period of the Covid-19 Pandemic. Taxpayers were exempt 

from paying the amount of profit tax advances for the months of March, April, May, June and 

July 2020. Also, income taxpayers who have suffered losses in their operations due to the 

spread of the COVID-19 virus were exempted from paying the amount of profit tax advances 

for the months of November and December 2020 and January and February 2021 (Annual 

Report of the Public Revenue Office, 2021, p. 15). 

 

Chart 5.  Average% of profit tax revenues in the Republic of North Macedonia before the 

adoption of the Law on Profit Tax from 2014 and after its adoption  

 
Source: Public Revenue Office Annual Reports for the period from 2003 to 2021, 

http://www.ujp.gov.mk/en/statistika/naplata [last accessed on 25.05.2022] 

http://www.ujp.gov.mk/en/statistika/naplata
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Chart 6. Average amount of millions of denars for profit tax revenues in the North 

Macedonia before the adoption of the Law on Profit Tax from 2014 and after its adoption 

 
Source: Public Revenue Office Annual Reports for the period from 2003 to 2021, 

http://www.ujp.gov.mk/en/statistika/naplata [last accessed on 25.05.2022] 

 

Table 1 presents the averages of the profit tax revenues in the Republic of North 

Macedonia in million denars in the two periods, respectively from 2003-2013 when the former 

law was in force and from 2014-2021 after the adoption of the law which is still in force today. 

Relevant data show that the highest average of the range of profit tax revenues has from 2014-

2021 with MR = 15.67, in contrast to 2003 -2013 that the average is much lower with a value 

of MR = 7.38. These data show that profit tax revenues in North Macedonia are much higher 

after the period of adoption of the new law, i.e. 2014 until 2021. This verification was 

statistically significant at the rate of p <0.01. 

 

Table 1. Analysis of the comparison of the average ranking of profit tax revenues in the Republic of 

North Macedonia in million denars from 2003 to 2013 and from 2014 to 2021 

  

Year N Mean Rank Sum of Ranks 

Exact Sig. [2*(1-

tailed Sig.)] 

AMOUNTS IN 

MILLION DENARS 

 From 2003 to 2013 13 7,38 96,00  

,001b  From 2014 to 2021 6 15,67 94,00 

 Total 19   

Source: Public Revenue Office Annual Reports for the period from 2003 to 2021, 

http://www.ujp.gov.mk/en/statistika/naplata [last accessed on 25.05.2022]. 

 

Table 2 presents the data on the correlation analysis between the year, value added tax, 

profit tax and personal income tax, the data show that there is a strong correlation with a 

positive and statistically significant direction between the year and the tax on gain with r = 

0.78, p <0.01. This shows that the more the years have passed, the more the profit tax has 

increased, a very strong and positive relationship exists between the year and the personal 

income tax with r = 0.97, p <0.01. In the respective values it is shown that there is a positive 

http://www.ujp.gov.mk/en/statistika/naplata
http://www.ujp.gov.mk/en/statistika/naplata
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correlation between the value added tax and profit tax with r = 0.77, p <0.01 and between the 

value added tax and personal income tax with r = 0.98, p <0.01. 

Table 2. Correlative analysis between year, Value Added Tax, Profit Tax, Personal and Income Tax 

 Year Value Added Tax 

 

 

Spearman's rho 

 

Profit Tax 

Correlation Coefficient ,777** ,774** 

Sig. (2-tailed) ,000 ,000 

N 19 19 

Personal 

Income Tax 

Correlation Coefficient ,996** ,977** 

Sig. (2-tailed) ,000 ,000 

N 19 19 

**. Correlation is significant at the 0.01 level (2-tailed). 

Source: Public Revenue Office Annual Reports for the period from 2003 to 2021, 

http://www.ujp.gov.mk/en/statistika/naplata [last accessed on 25.05.2022]. 

 

Chart 7. Tax revenues through years in the Republic of North Macedonia 

 
Source: Public Revenue Office Annual Reports for the period from 2003 to 2021, 

http://www.ujp.gov.mk/en/statistika/naplata [last accessed on 25.05.2022] 

5. Modern trends 

The development of taxation in recent times can be summarized by the following 

general statements, although allowance must be made for considerable national differences: 

The authority of the sovereign to levy taxes in a more or less arbitrary fashion has been lost, 

and the power to tax now generally resides in parliamentary bodies. The level of most taxes 

has risen substantially and so has the ratio of tax revenues to the national income. Taxes today 

are collected in money, not in goods. Tax farming - the collection of taxes by outside 

contractors - has been abolished, and taxes are instead assessed and collected by civil servants. 

On the other hand, as a means of overcoming the inefficiencies of government agencies, tax 

collection has recently been contracted to banks in many less-developed countries. In addition, 

some countries are outsourcing the administration of customs duties.13 

                                                 
13https://www.britannica.com/topic/taxation/History-of-taxation [last accessed on 21.05.2022] 

http://www.ujp.gov.mk/en/statistika/naplata
http://www.ujp.gov.mk/en/statistika/naplata
https://www.britannica.com/topic/taxation/History-of-taxation
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At the end of the 20th century the expansion of e-commerce created serious challenges 

for the administration of value added tax, income taxes, and sales taxes. The problems of tax 

administration were compounded by the anonymity of buyers and sellers, the possibility of 

conducting business from offshore tax havens, the fact that tax authorities cannot monitor the 

flow of digitized products or intellectual property, and the spate of untraceable money flows. 

Yet, in the last decade of the 20th century, many countries experienced a greater 

decentralization of government and a consequent devolution of taxing powers to subnational 

governments. Proponents of decentralization argue that it can contribute to greater fiscal 

autonomy and responsibility, because it involves states and municipalities in the broader 

processes of tax policy; merely allowing lower-level governments to share in the tax revenues 

of central governments does not foster such autonomy. 

Although it is difficult to make general distinctions between developed and less-

developed countries, it is possible to detect some patterns in their relative reliance on various 

types of taxes. For example, developed countries usually rely more on individual income taxes 

and less on corporate income taxes than less-developed countries do. In developing countries, 

reliance on income taxes, especially on corporate income taxes, generally increases as the level 

of income rises. In addition, a relatively high percentage of the total tax revenue of 

industrialized countries comes from domestic consumption taxes, especially the value-added 

tax (rather than the simpler turnover tax).14 

The European Commission on 22 December, 2021 has proposed a Directive ensuring 

a minimum effective tax rate for the global activities of large multinational groups. The 

proposal delivers on the EU's pledge to move extremely swiftly and be among the first to 

implement the recent historic global tax reform agreement, which aims to bring fairness, 

transparency and stability to the international corporate tax framework. The proposal follows 

closely the international agreement and sets out how the principles of the 15% effective tax 

rate – agreed by 137 countries – will be applied in practice within the EU. It includes a common 

set of rules on how to calculate this effective tax rate, so that it is properly and consistently 

applied across the EU. 

The European Commission has justified the proposal with the arguments of the need 

for such a directive through the official Statement: "By moving quickly to align with the far-

reaching OECD agreement, Europe is playing its full part in creating a fairer global system 

for corporate taxation. This is particularly important at a time when we need to increase public 

financing for fair sustainable growth and investment and meet public financing needs too - 

both for tackling the pandemic's aftermath and driving forward the green and digital 

transitions. Putting the OECD agreement on minimum effective taxation into EU law will be 

vital for fighting tax avoidance and evasion while preventing a 'race to the bottom' with 

unhealthy tax competition between countries. It is a major step forward for our fair taxation 

agenda. Finally, the directive we are putting forward will ensure that the new 15% minimum 

effective tax rate for large companies will be applied in a way that is fully compatible with EU 

law “.15 

In order to ensure a fair, efficient, transparent and modern tax system based on modern 

digital technologies and innovations in taxation, in order to achieve accelerated, inclusive and 

sustainable economic growth, the Government of the Republic of North Macedonia in 

December 2020 adopted Tax System Reform Strategy 2021-2025 thus replacing the Tax 

System Reform Strategy (2020-2023). This Strategy is result of two years of successful 

cooperation between domestic institutions (primarily the Ministry of Finance, the Public 

Revenue Office and the Customs Administration) and international development partners. The 

                                                 
14https://www.britannica.com/topic/taxation/History-of-taxation [last accessed on 25.05.2022]. 
15https://ec.europa.eu/commission/presscorner/detail/en/IP_21_7028 [last accessed on 25.05.2022].  

https://www.britannica.com/topic/taxation/History-of-taxation
https://ec.europa.eu/commission/presscorner/detail/en/IP_21_7028
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strategy contains five priorities for the tax policy makers and the bodies that manage the public 

revenues in the period 2021-2025, together with their key activities, results, responsible entities 

and key performance indicators (Tax System Reform Strategy, 2020, p. 2). 

 Priority 1 – Greater fairness in taxation, in order to ensure that everyone fulfills their 

social obligation and pays their fair share of the tax. 

 Priority 2 - Greater efficiency and effectiveness of the tax system for better revenue 

collection, through more efficient fight against unregistered activities and tax evasion 

and strengthened institutional capacity, analysis and adjustment of the tax base, 

reduction of arrears of tax liabilities and implementation of a real register of owners. 

 Priority 3 - Increased tax transparency, which includes improving the exchange of 

information between tax authorities and other entities, which will be primarily based 

on electronic services and digitalization of processes. 

 Priority 4 - Better quality of services, in a way that simplifies and speeds up 

procedures and reduces the administrative burden. 

 Priority 5 - Introduce environmental (“green”) taxation, in order to stimulate 

taxpayers to reduce their behavior and / or activities that contribute to pollution. 

 

The implementation of the Strategy will consist of the following steps (Tax System Reform 

Strategy, 2020, p. 3): 

 Based on the priorities, measures and activities contained in the Strategy, annual 

action plans will be prepared which will explain in more detail all the steps for 

implementation of the activities related to the respective priorities. 

 The implementation of the Strategy will be evaluated on the basis of the Performance 

Evaluation Framework which contains detailed instructions for evaluating each 

measure. 

 Monitoring and reporting on the implementation of the Tax Reform Strategy will be 

done by the Working Group on the Tax Reform Strategy. 

6. Conclusion 

The most important purpose of taxation is to raise resources for governments to deliver 

essential public services. Taxes pay for many of the things that are fundamental to functioning 

societies around the world, such as health care, schools, and social services. There is a need to 

ensure that the tax system is fair and equitable. Governments need to balance goals such as 

increased revenue mobilization, sustainable growth, and reduced compliance costs with 

ensuring that the tax system is fair and equitable. As such, taxes have proven to be important 

for four reasons: revenue, redistribution, representation and repricing. Corporate tax is levied 

on the profits of a company, which receives capital gains and profits. The OECD analysis 

shows that corporate income tax remains a significant source of tax revenues for governments 

across the globe. From the research done we can conclude that globally, African countries in 

total hold the first place with the highest rate of profit tax, while Asian countries with the lowest 

rate. It should be noted that between these two categories of countries there are also countries 

with a corporate income tax rate of zero percent. Existing trends prove that developed countries 

anticipate higher corporate tax rates compared to less developed countries. The Republic of 

North Macedonia is one of the ten countries within the OECD with the lowest profit tax rate. 

The results obtained from the research of statistical data argue that the reduction of the profit 

tax rate in this country from 30% in the early 90s to 10 in recent years has resulted in an increase 

in the value of income earned from this type of tax. Legal changes and, above all, a change in 

government strategy have inevitably led to an increase in other types of taxes. 
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Abstract 

Market Failure is the exiting of the company or the business from the market. Inefficiency 

whether in the supply or the demand could lead to market failure. One of the actions that could 

be resulted because of market failure is privatization. Privatization happens when the 

government fail to manage the business and cope with the crisis that could happen in the market. 

This failure will lead to a debt increase, so the government expenditure will increase, and this 

will force the government to sell the company to private investor or investors (Privatization). 

British Petroleum Company was one of the firms that were completely privatized by the United 

Kingdom government in the year 1987 due to many reasons. The purpose of the paper is to 

present the process of privatization of British Petroleum and clarify the prerequisites for market 

stabilization. 

In addition, this paper will discuss the main recommendation and policies that can be 

implemented for this company to succeed to regain its market share. Also, the paper will explain 

the effect the market failure has on the sustainable development goal (SDGs). 

Keywords: Market Failure, Privatization, British Petroleum, SDGs 

JEL Codes: G32, G38, P26, D23, H70 

 

1. Introduction  

Many international brands have disappeared due to market failure. Market failure is the 

failure of a company or a business to compete in the market. Market failure is dominating the 

self-interest of the consumers or the managers of the companies, when this happens the market 

demand and supply will be affected, as in this case the quantity supplied will be more than the 

demand and the cost is much greater than the benefit for the business (Indeed, 2021).  

Companies were unable to keep up with the rapid developments, and many businesses 

throughout history faced numerous challenges. an environment that encourages failure and 

exiting the market (Salman & Hussein, 2020). The market failure occurs due to the inefficient 

allocation of scarce resources that could not be beneficial and satisfactory for society. There are 

two main types of market failure which are: Complete market failure: this type is when the market 

stops producing a specific product. Partial market failure: this type refers to a market producing 

not suitable quantities and prices. Companies must take several precautions to prevent market 

failure. First and foremost, businesses need to keep up with new technology because it has 

become a need in people's lives and might be the simplest method to make money. Second, if 

there are rival businesses, the company must stand out from them with its special offers, deals, 

and bundles. Third, customers' preferences are evolving as a result of advertising. Fourth, while 
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balancing expenses, take government spending into account, (Salman & Seiam, 2020). The 

reasons that could result in happening market failures such as the presence of public good, the 

presence of monopoly business, the presence of externality (Positive and negative), the Lack of 

information, and the lack of property rights (Islam, 2019). Market failure is defined as a state of 

disequilibrium in the market that is brought on by market distortion; in other words, it occurs 

when the quantities of products or services supplied are not equal to those sought (Salman & 

Hussein, 2020). 

The governments could fail in managing their public companies and the state-owned 

enterprises and their lack of management led them to market failure. One of the things that 

governments could make to save the company is to privatize it. Privatization is the transformation 

of the company’s ownership from the government (Public sector) to many investors or investors 

(Private sector) (The Economic Times, 2022). The governments went to privatization to reduce 

the burden on the budget, decrease the costs and increase the efficiency of working the business 

and make it more competitive in the market (Kouser, Azid, & Ali, 2011). 

The idea of sustainable development goals was firstly introduced in the year 2012 at the 

United Nations conference which was held in Brazil. The sustainable development goals (SDGs) 

are goals about the economic, political and environmental issues people are facing now. 

However, the SGDs were declared in 2015 and the country members voted for the 17 goals which 

are existing in the whole world and will derive the world better. The SDGs came to replace the 

8-millennium goals that were set at the beginning of the 21st century which the world countries 

failed to achieve. The countries determine that the world could live in a peaceful and sustainable 

environment by the year 2030 (Enelamericas, 2022). 

This paper aims to analyze the privatization causes of British Petroleum company and 

how this affected the company and suggest policies that can improve the competitiveness of the 

company in the market. This paper is consisting of four parts after the introduction. The first part 

is the Literature review with its two parts theoretical and Empirical. Secondly, the analysis of the 

British Petroleum Privatization case discusses the reasons and policies made after privatization. 

The third part is explaining the effect of market failure on the SDGs. The fourth part discusses 

the policies to improve the British Petroleum Company and finally the conclusion. 

 

2. Literature Review  

The literature review section is consisting of two parts theoretical literature and empirical 

literature to understand the causes and types of market failure and the types of privatizations. 

Theoretical literature   

There are about 11 types of market failure. 

Asymmetric or imperfect information 

The wrong information could mainly lead to market failure as, the wrong information 

could result in inefficiency in the supplied products or the demand for the products, both of which 

could be higher or lower than required. In addition, the pricing also will be affected as, when the 

consumer receives wrong information, this could derive him/her to pay more or to pay less for a 

specific good or service. 

Concentrated consumer market power or control 

This term is called when the consumers can change the price of a good or service in a free 

market as this good or service could have a specific group of consumers and they could have the 

ability to decrease the price according to their satisfaction. This led to a market failure as by 

doing this the supply or the demand will work inefficiently. 

Abuse of monopoly power 

The same term as the concentrated consumer market power or control but from the 

supplier, not the consumer. In the case of a monopoly, the market is controlled by only one 

supplier with strong barriers to prevent any competition. This supplier could create inefficiency 
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in the supply of the good as the supplier could control the quantity to achieve the maximum 

possible profit. 

Externalities 

Externalities have two types positive and negative externality. An externality is the 

external effects on the third party from using a good. Positive Externality: refers to the positive 

effect that could be beneficial for the society as a whole such as a good education system which 

could graduate highly skilled labour for the society. Moreover, investing in health care could lead 

to a healthier population. Negative Externality: the negative impact a product could have on a 

third party as a result of achieving the self-interest of the producer and the consumer. This could 

lead to an increase in the cost that would exceed the benefit and lead to a market failure. 

Environmental concerns 

This term is called for a company that is producing their product with producing high 

pollution rate that is damaging the environment and all of this happens for the sake of the supplier. 

Example: a farmer using old agriculture equipment that is polluting the environment. 

Lack of public goods 

Public goods are the goods at which prices do not change even if the number of people 

using them increases. Any decrease in the production of this public good will lead to a certain 

market failure. 

Equity and fairness issues 

Market failure could occur in this case due to the income gap between the people. The 

market could be made for certain people with certain income level which excludes some people 

from the market and increase inequality which affects the market badly. 

Factor immobility 

This term refers to the moving of the factors of production like capital and labour between 

areas of the economy like the people moving due to high rent and cost of living. However, 

Occupational mobility refers to moving of the people from one job to another due to a lack of 

skills which could lead to an increase in the unemployment rate and a decrease in production and 

efficiency. 

The underproduction of merit goods 

Merit goods are mainly private goods that could have a positive externality on society 

such as good health care and good education. Any reduction in the production of these goods 

could lead to inefficiency in the market. 

Overprovision of demerit goods 

This refers to the overuse of private goods that have negative externalities on society such 

as using alcohol and cigarettes that could damage the health of the people but achieve short-term 

higher profits for the producer as it will lead to a market failure. 

Productive or allocative inefficiency 

This causes market failure when there is an inefficient production of the resources such 

as fuel. The efficient price of resources is enough to cover the cost of production but not for 

achieving profits for the producers. 

Property rights 

Owning the business lands and property leads to more efficient free market work. 

However, owning the property could not be so easy due to the cost and the laws and restrictions 

on this sector. Besides, not owning those properties could lead to market failure due to 

inefficiency (Indeed, 2021). 

Types of Privatizations 

There are five types of privatizations which are:  

Complete Privatization 

All the governments across the world own companies and sectors. Complete privatization 

means that the government sell the shares and the assets with all the company’s responsibilities 
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to the private sector. The government could privatize the public company in one of three ways 

which are: 

 Share issue privatization: the government here sell the shares of the firm and allows 

those shares to be traded in the stock markets. 

 Asset sale privatization: this term refers to selling the whole firm and its assets to 

private investors or investors, it is mainly taking place in auctions. 

 Voucher privatization: this refers to the distribution of the company’s shares to the 

citizens for free or at a very low price.  

Privatization of Operations 

Privatization of operations means privatizing the management and operations of a public 

business to allow private management to generate more revenues. It is mainly existed in the 

sports field as renting stadiums by the private sector during the sports season however, the 

stadium still owned by the government.  

Use of Contracts 

This type of privatization allows the private sector to perform tasks and jobs for the public 

under a contract agreement. Here the government is paying the private firm from the taxes 

collected from consumer fees to have its services. This type is mainly common in security 

services, data analysis specialists or the collection and disposal of solid wastes.  

Franchising   

Franchising is permitting private goods to provide services by the governmental unit. The 

main examples here are the electricity and water sectors.  

Open Competition 

Open competition is opening the market for many private firms to compete with each 

other but under government rules and regulations. This could be implied in the telephone 

services. However, some services could not apply open competition as it is preferred to be offered 

by one supplier such as electricity, gas and water services (Benjamin, 2006).   

 

3. Analysis of British Petroleum Privatization Case 

This part is analyzing the privatization case of British Petroleum company, the reasons 

for the government failure which led to privatising the company and the impact of the 

privatization on the company. 

With the start of the 1900s, oil became a strong tool for any country. Britain started to 

give importance to the oil, not for economic reasons but because of its importance in the military 

field, Britain was not having oil areas while Germany was depending so much on it. The 

American Standard oil company and Shell were the only supplier companies at that time and 

were monopoly companies in the field. The British government started to invest in the field also 

due to the increase in the oil price.  

Britain was having the Burmah oil company and decided to invest in the Anglo-Persian 

oil company, by the year 1908 the Burmah oil company became the greatest shareholder of the 

company. In 1913 APOC was hit by a financial crisis and by 1914 British government became a 

partner in the company after it ended the company cash crisis. (Hoopes, 1994). By the year 1935, 

the APOC changed its name to be called Angelo Iranian Oil Company. Two weeks before the 

World War II declaration, Winston Churchill (Britain's Prime Minster) said in the parliament that 

it is very important to dominate the oil supply, so the British shares increased more (British 

Petroleum, 2022e). In 1954 AIOC changed its name to British Petroleum (British Petroleum, 

2022c). From the year 1977 until 1987 the British government decided to privatize the British 

Petroleum company due to a lack of finances and management. 

The privatization type of British Petroleum case is complete privatization, as the British 

government sold the whole company with all its shares. The government issued their shares to 
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be traded and bought by the private sector, which was completed through five stages over a 

decade from 1977 until 1987.  

During the 1950s and 1960s, the dominance of the British on the oil started to decrease, 

as in the year 1950 a coup happened in Iran and the new Iranian Leader opposed the British 

existence in the country and decided to nationalize the Iranian oil company. However, the British 

government imposed some restrictions on Iranian oil which decreased the Iranian production 

quantity from 660,000 b/d to only 20,000 b/d and the British government was affected by this 

decrease too. In addition, in the year 1956 British activities affected the oil industry, when 

Egyptian President Gamal Abdel Nasser decided to nationalize the Suez Canal it was a shock 

and a crisis for the British and the whole of Europe, as about two-thirds of oil going to Europe 

was passing through the Canal. Britain, France and Israel decided to attack Egypt and as a result 

of this Europe was entering into an energy crisis if this attack continued and the British 

government lost a lot during this attack (Hoopes, 1994). 

 

Figure 1. Oil Prices per barrel (US$) 

Source: (McMahon, 2022) 

 

The 1970s was the worst period for the British Petroleum company and the British 

government in the oil field as heavy losses occurred due to the opposed events happening in the 

middle east. In the year 1971 Libyan leader Muammar Ghaddafi decided to nationalize the 

Libyan oil company and nationalize British Petroleum shares in the country which resulted in 

decreasing the company’s production. Moreover, in 1972 other middle east countries forced the 

oil companies to give up about 25% of their concessions and this percentage reached 51% over 

10 years. By the year 1973 October war has started and Arabian OPEC members decided to 

embargo the oil and cut the exportation of oil to foreign countries, and this incurred Britain a 

heavy loss. 

Despite the increase in oil prices in 1974, the British government did not benefit so much 

due to the cut in production and the embargo from the Middle Eastern countries. By the year 

1975, the crude oil production of British Petroleum decreased to 10% because of the previous 

actions (British Petroleum, 2022b).  

Those actions from the Middle Eastern countries derived the British oil company to look 

for new markets and make new investments. The exploration of oil in the North Sea after then 

was very important and profitable for the oil industry however, with every increase in the oil 

prices because of the crisis the exploration process became very hard due to the high cost on the 

company and the government which results in a major loss like the crisis happened in 1979 due 

to the coup happened in Iran on Shah Iran. The above table shows the stages of Britain to privatize 
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the oil sector by selling the shares owned by the government, especially for the government's 

biggest oil company British petroleum. The British government sold 17% of their shares in 

British Petroleum company valued at 535 million £ due to the hard financial situation because of 

the events that happened in the middle east, especially the crisis that happened in 1973-74. The 

British government asked the IMF for a loan three times to cover the deficit in the budget, the 

IMF requirement was to decrease the public sector borrowing to 7 billion £ in 1977-78 from 

£11.2 billion. The government decided to sell the shares of the company to decrease the spending 

rather than increase the taxes. Later, in 1979 new government was elected and they followed the 

last government and sold about 5% of the owned shares to raise £290 million for the country.  

In addition, in 1981 the government sold another 7% of the company shares after the 

ministers decided not to participate in the company’s rights issue. The government boosted the 

privatization program by selling extra shares with a value of £565 million in 1983. Lastly, the 

government completed its privatization program for the oil sector in 1987 by selling the last 

31.5% of shares which were valued at 5.5 billion£, while the whole oil privatization revenues 

were £8.5 billion.  

The government’s goal from privatization was to reduce the public sector borrowing 

requirement without cutting the expenses or increasing the taxes, so they found that selling the 

shares will decrease the expenses in this field and increase the budget at the same time and they 

succeeded in their goal as shown in the above figure (Hoopes, 1994).  

   

3.1. British Petroleum after privatization  

After the privatization process was completed by the government the company’s new 

management has taken new expansion policies to be competitive in the oil market, as in the same 

year of completing the privatization British Petroleum company bought the remaining 45% 

shares of the American standard oil company and then bought the Britoil company in the United 

Kingdome. In addition, by the year 1989, the company announces its expansion and exploration 

in new markets such as Colombia, Azerbaijan and Angola. However, in 1990 the country faced 

a financial crisis due to the decrease in oil prices and the accumulative debt on the company, the 

management of the company has been changed as a result (British Petroleum, 2022b).  

Moreover, the company entered the Russian oil market and opens its first service station 

in the year 1996. The new management hired in 1992 focused on enhancing the financial situation 

of the company by decreasing the debt and increasing profits and capital expenditure. Moreover, 

in the year 1997 British Petroleum bought 10% of the Russian oil company (Sidnaco) which 

became part of TNK-British Petroleum (British Petroleum, 2022b). With entering the 2000s 

British Petroleum completed its expansion in US, Germany, and Russia. The company put 

society in front and announced its investment strategy in low carbon in 2005. The company was 

expanding more and more signing contracts with Chinese companies and Iraq companies with 

the start of the great plutonium project in Angola. Since 2010 the company is investing in many 

projects worldwide such as the Clair Ridge Project and Shah Deniz. Today British Petroleum is 

the third-largest oil company in the world (British Petroleum, 2022d). 

 

4. Policies to Improve British Petroleum Company 

British Petroleum company now is not in a bad state, it is one of the most advanced and 

productive oil companies in the world. However, there some actions could be taken to improve 

and develop the company to make it in a better competitive situation than it is nowadays. the 

company must increase its alliances and agreements with the world countries and different 

continents. In addition, the company need to invest more in the petrochemical products and 

renewable energy field too as, this will make the company’s portfolio diversified and by this, the 

revenues and profits of the company will increase, and reduce the risk will occur as well. 

Moreover, the most influential action that should be taken by the government is to increase 
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investments in the technological sector in the oil field and other products, as this way oil 

production will increase along with the decrease in the company’s profits and competitiveness 

worldwide, as technology is considered the major factor of production for any industry (Amlôt 

& Alfaisal, 2020). 

In the economic world now, there is a great concentration on the efficient allocation of 

resources, to decrease the gap and inequality and increase the skills of the people to increase the 

employment rate and improve economic growth. Market failure is making the inverse happen in 

the above things as, market failure decreases the efficiency decrease the production and increases 

the unemployment rate, which means that market failure is affecting one of the sustainable 

development goals (SDGs) which is the number the goal number eight (Decent work and 

Economic growth), as the market failure is decreasing the economic growth and indirectly 

affecting goal one (No Poverty) as increasing the unemployment mainly increase poverty 

(Jackson & Jabbie, 2019).  

 

Figure 2. UK Public Sector Employment 

 

 

 

 

 

 

 

 

Source: (Closer, 2018) 

 

In 1987 the SDGs did not exist; however, the policy is the same and as shown in above 

figure 2, the market failure and the privatization policy decreased the public sector employment 

rate in the UK, as there are workers got fired from the company after the privatization completed. 

Since the beginning of the privatization process and the public employment sector is declining 

and by the end of the 1980s over one million employees were fired from public sector 

employment and lost their jobs (Pendleton, 1997).   

 

5. Conclusion  

To sum up, starting from the 1900s and oil became a very important factor for the country, 

as first, it was very important for the British government on the military bases only but then it 

became very important for the economy of the country too. Starting from the year 1909 when 

Britain cooperated with Iran in making an oil company called Angelo Persian oil company 

(APOC) buying a huge percentage of its shares in the year 1914 for using the oil imports in the 

war. By the year 1935, the company name became Angelo Iranian oil company (AIOC). The 

British were dominating the oil market, especially in the middle east however, starting from the 

1950s until the mid-1980s the British has been exposed to many shocks started by the Iranian 

coup in 1950 which resulted in nationalizing the Iranian oil company, then the Suez Canal crisis 
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and the triple attack from England, France and Israel on Egypt due to deciding to nationalize the 

Suez Canal in 1956 which affected the production and transformation of oil all over the world. 

 The 1970s was the crisis in Britain starting from 1971 when Muammar Ghaddafi (the 

Libyan Leader) decided to nationalize the Libyan oil company, followed by the force of the 

Arabian countries to the foreign companies including British Petroleum to give up 25% of their 

shares in 1972 which increased later to 51% in. However, the shock happened in 1973-74 due to 

the Egypt-Israel war as the Arabian oil exporters cut the oil on the people helping Israel which 

led to a huge decrease in the supply despite the increase in the oil prices, but the British 

government and the company have lost so much which derived Britain to search for another 

source of oil rather than the middle east by the exploration in the North Sea.  

However, due to the previous events the British government has been exposed to a hard 

economic situation which made them ask the international monetary fund (IMF) for a loan three 

times due to the increase in the budget deficit of the country. The IMF conditioned that the British 

government must reduce its public Sector Borrowing requirement. The goal of the British 

government was to reduce public borrowing and at the same time not to cut the government 

expenses, as this was impossible for the government to do and the second this was not to increase 

the taxes on the people, so the government found it profitable to sell the shares of the public 

companies’ assets decrease the expenditure and increase the government revenues at the same 

time. The government implemented the privatization program of the British Petroleum company 

only in 5 stages from 1977 until 1987, while privatising the other oil and gas companies in 4 

stages the overall privatization program was implemented in nine stages and boosted 8.5 billion£ 

to the British treasury, (British Petroleum, 2022c). Today British Petroleum company is 

considered to be the third largest oil producer company in the world.  

British Petroleum company can be improved and the company could increase its spending 

on technology, Research & development (R&D) and make many new explorations and 

agreements with other countries, as the profits of British Petroleum were $12.86 billion, and this 

profit could increase with the increase in the oil prices today due to the successive political 

conflicts happening in the world. However, the company will need to do many efforts to be more 

competitive in the market and to achieve first place from Aramco which has a profit of $110 

billion, so competing against this huge company is not an easy thing and will take time.    

The studies showed also that market failure has an impact and effect on the SDGs by 

decreasing the employment rate and making people’s life harder which led to a decrease in 

economic growth, which is affecting specifically goal eight (Decent work and Economic growth). 

In nutshell, allowing rival businesses and customers to gradually move the market closer 

to equilibrium can fix market failures. Markets always strive for equilibrium but never quite 

achieve it. This is due to the limits of human understanding and shifting real-world conditions. 
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 Appendix 
 

Table 1: Revenues and costs of selling British Petroleum shares 

Source (Hoopes, 1994) 
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IMPACT OF THE EUROPEAN FUNDS ON BULGARIA’S ECONOMIC GROWTH 

AND OF THE NMS-11’S ECONOMIC GROWTH AS A GROUP 

 

KALINA DUROVA1   

 

Abstract 

The purpose of this study is to analyze the short-term and long-term relationship 

between European funds and economic growth in the new member states (NMS-11) as a group 

and Bulgaria in particular in the period 2014-2020. The influence of EU funding on the 

economies of NMS and Bulgaria has been assessed through  a methodology based on 

Autoregressive Distributed Lag (ARDL) model. The research results imply that, as a public 

investment, the absorbed EU funds affect the economic growth of the NMS - 11 in the short 

term, but not in the long term. The analysis of the relationship between economic growth and 

the EU funds absorbtion rate in Bulgaria indicate that there is a short-term positive but not 

long-term impact of the absorbed EU funds on the growth rate of real GDP. 

Keywords: New Member States, European funds, Economic growth 

JEL Codes: F15, F43, O47 

Introduction 

The EU Cohesion Policy is a system for the shared management of EU funds to 

promote the harmonious development of the Union as a whole. It is subject to periodic changes 

based on the processes of deepening EU integration and enlargement. The health crisis caused 

by the COVID-19 pandemic has also become an economic one as a result of restrictive 

measures taken to prevent the spread of the infection. These conditions have made EU funds 

an important tool for overcoming the negative health and economic effects of COVID-19, and 

the importance of the efficient and appropriate use of EU funds is constantly growing. 

The main beneficiaries of cohesion funds are the New Member States (NMS), which 

should converge to the Old Member States in nominal and real terms and catch up with them 

in terms of economic development (Camagni, Capello, Cerisola, & Fratesi, 2020).  . In order 

to achieve this process of economic convergence, the NMS economy development should 

grow faster than the countries of Northern and Western Europe (Todorov, 2014).  

The aim of the present research is to estimate the short-term and long-term relationship 

between the absorbed European funds and economic growth in the NMS-11 (Estonia, Latvia, 

Lithuania, Poland, Slovakia, Slovenia, Hungary, Czech Republic, Bulgaria, Romania and 

Croatia) as a group and Bulgaria in particular during the period 2014-2020. The  goal of the 

study has been achieved through the fulfilment of the following tasks: 

 analysis of the management and implementation of the European Union funds 

in the NMS-11 during the period 2014-2020; 

 the change in the budget of the NMS-11 as a result of the COVID-19 pandemic has 

been analysed; 
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 empirical assessment of the relationship between economic growth and the 

absorption rate of EU funds in the NMS-11 for the period 2014-2020; 

 empirical assessment of the impact of the absorbed EU funds on Bulgaria‘s 

economic growth for the period 2014-2020; 

 conclusions and recommendations are formulated to maximize the benefits of EU 

funds for the economies of the NMS - 11 and Bulgaria in the contecst of the 

economic  crisis caused by the coronavirus and the structural transformation 

towards digitalization and environmental protection. 

The research methods used are comparative analysis, Autoregressive Distributed Lag 

(ARDL) model and formulation of recommended policies and measures to maximize the 

benefits of EU funds for the economies of the NMS-11 and Bulgaria in the health and economic 

crisis caused by coronavirus. 

 

1. Specifics of the European Union funds by the country for the period 2014-2020 

During the programming period 2014-2020, Cohesion Policy underwent changes due 

to the new context in which the EU is developing - it is simplified, with a focus on results 

(https://cohesiondata.ec.europa.eu). The EU's 2020 targets include higher employment, 

investment in research and development,        reducing greenhouse gas emissions, education, 

fighting poverty and social exclusion (Conte, Lecca, Sakkas, & Salotti, 2020). The Cohesion 

policy in the 2014-2020 programming period is in line with the Europe 2020 Strategy (by 

focusing on 11 thematic objectives derived from the strategy) and the European Semester (by 

taking into account country-specific recommendations and the National Reform Program). 

More attention is paid to the Cohesion policy in the period 2014-2020 due to its specific 

budgetary burden (about 32.5% of the EU Budget for the single policy), thematic scope, spatial 

orientation, its inclusion in the Partnership Agreements and Operational Programs and 

reporting requirements. of the EU (www.europa.eu).  

The European Cohesion policy for the period 2014-2020 provides for 351.8 billion 

euros, which is equivalent to 32.5% of the total EU budget 

(https://www.eufunds.bg/archive2018/index.php/en/programming-period-2014-

2020). The amount of EU funds for the period 2014-2020 varies by country - the highest 

budget is set for Poland, the country with the largest population in CEE. EU funds per capita 

are highest in Estonia and Slovakia. Poland and Romania receive approximately 50% of EU 

funding for CEE. Together with the Czech Republic and Hungary, their share reaches 75% of 

the total EU budget for CEE 

(http://2020.eufunds.bg/en/0/0/ProgrammeGroups?programmeGroupId=%2B9feukjpWJqQv

CXzCjt54w%3D%3D).  

The process of absorption of funds during the programming period 2014-2020 contains 

four main steps: 

 planning; 

 negotiations with the european commission; 

 concluding an agreement with the european commission; 

 implementation of projects (https://ec.europa.eu/eurostat/web/main/data/database). 

Most CEE countries are moving together through the four stages of absorption of funds 

for the new programming period 2014-2020. 

The period 2014-2020 is characterized by some changes in the implementation 

of the cohesion policy, such as: 

 greater emphasis on results: clearer and more measurable goals for better 

accountability; 

 simplification: one set of rules for the five funds; 

https://cohesiondata.ec.europa.eu/
http://www.europa.eu/
http://2020.eufunds.bg/en/0/0/ProgrammeGroups?programmeGroupId=%2B9feukjpWJqQvCXzCjt54w%3D%3D
http://2020.eufunds.bg/en/0/0/ProgrammeGroups?programmeGroupId=%2B9feukjpWJqQvCXzCjt54w%3D%3D
https://ec.europa.eu/eurostat/web/main/data/database
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 introduction of special preconditions that must be met before funds can be 

disbursed; 

 strengthened the urban dimension and the struggle for social inclusion; 

 link to economic reform: The EC may temporarily suspend funding for a 

Member State that does not comply with EU economic rules (Ehrlich & Overman, 

2020). 

 

2. Change in the NMS budget as a result of the COVID-19 pandemic 

Table 1 presents data on the planned, decided and spent EU funds, percentage of 

decided to planned and percentage of spent to planned EU funds of the NMS-11 during the 

programming period 2014-2020 as of 15.01.2021. 

 

Table 1. Planned, decided and spent funds, share of decided funds in the general budget and share 

of spent funds in the general budget of the European Structural and Investment Funds (ESIF) for 

the new  member states (NMS-11) during the programming period 2014-2020 

 Source: Own calculations 

 

In March 2020, the European Commission allowed EU member states to use € 37 

billion in cohesion funds to fight coronavirus (Kaneva, 2015). As a result of these decisions 

of the European Commission,  the budget of the NMS-11 for the programming period 2014- 

2020 has been amended (see Table 1). 

The decided funds in absolute terms have the highest value in Poland at 92.69 billion 

euros, followed by Hungary with 31.27 billion euros and the Czech Republic with 28.56 billion 

euros. The least contracted ESIF funds are for Slovenia, amounting to 4.36 billion euros, 

followed by Estonia with 5.11 billion euros and Latvia with 6.38 billion euros. The funds 

decided by Bulgaria amount to 10.23 billion euros. 

As a share of the total budget of the funds determined for the respective EU member 

state, the decided funds have the highest value in Romania of 108.93%, followed by Croatia 

with 105.86% and Hungary with 105.08%. The lowest percentage of decided to planned 

budgeted EU funds is observed in Bulgaria with 87.38%, which is, however, above the EU 

average as an indicator. 

Country Planned funds (billion euro) Decided 

funds(billion 

euro) 

Spent 

funds(billion 

euro) 

Decided to 

planned funds 

(%) 

Spent to 

planned funds 

(%) 

EU National co- 

financing 

Total 

Estonia 4,42 1,35 5,77 5,11 3,33 88,48 57,59 

Lithuania 8,44 1,56 9,99 9,37 5,80 93,75 58,03 

Latvia 5,63 1,273 6,91 6,38 3,94 92,29 57,05 

Poland 86,11 18,83 104,94 92,69 52,01 88,32 49,56 

Slovakia 15,14 4,00 19,13 17,75 7,98 92,78 41,71 

Slovenia 3,93 1,03 4,95 4,36 2,61 88,03 52,67 

Hungary 25,01 4,75 29,76 31,27 16,12 105,08 54,16 

Czech 

Republic 

23,87 8,42 32,28 28, 56 16,84 88,48 52,16 

Bulgaria 9,87 1,83 11,70 10,23 5,68 87,38 48,52 

Romania 30,88 5,89 36,77 40,05 15,81 108,93 42,98 

Croatia 10,73 1,91 12,65 13,39 5,53 105,86 43,76 
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Spent funds in absolute terms by funds are the highest in Poland - 52.01 billion euros, 

followed by the Czech Republic and Hungary, respectively, with 16.84 billion euros and 

16.12 billion euros and Romania with 15.81 billion. The funds spent by Bulgaria from the ESIF 

are 5.68 billion euros. The lowest absorption of EU funds in absolute terms at the end of 

January 2021 was in Slovenia, Estonia and Latvia, respectively for 2.61 billion euros for 

Slovenia, 3.33 billion euros for Estonia and 3.94 billion. euro for Latvia. 

In terms of the share of spent funds in the total budget of European funds, Lithuania is 

best represented with 58.03%, followed by Estonia with 57.59% and Latvia with 57.05%. Next, 

again with values above 50% digestibility are Hungary with 54.16%, Slovenia with 52.67% 

and the Czech Republic with 52.16%. Bulgaria ranks 8th among NMS-11 with 48.52% spent 

on planned EU funds. The lowest percentage spent on planned EU funds is observed in 

Croatia - 43.76%, Romania 42.98% and Slovakia with 41.71% according to data as of January 

31, 2021. 

 

3. Empirical analysis of the relationship between economic growth and the EU 

funds absorption rate in the NMS-11 for the period 2014-2020 

3.1. Methodology and data 

The methodology used in this study is an Autoregressive Distributed Lag (ARDL) 

model. The study uses annual data from Eurostat and the website 

https://cohesiondata.ec.europa.eu/ for the period 2014-2020. The ARDL model includes the 

following variables: GDPGR - real GDP growth rate in country i in year j; EUFAR - 

percentage of absorbed European funds in country i in year j. EUFAR is calculated as a 

percentage of the European funds actually spent and planned at the beginning of the 

programming period for the country concerned. 

3.2. Tests for stationarity 

The stationarity tests of the variables in the ARDL model showed that  the GDPGR 

is stationary at baseline and the EUFAR is at first difference. The different order of 

integration of variables requires the application of Autoregressive Distributed Lag (ARDL) 

model. 

3.3. Optimal lag length 

The test for the optimal number of lags in Autoregressive Distributed Lag (ARDL) 

model indicate that according to the FPE and AIC criteria, this number is one lag. 

3.4. Results from the econometric estimation of ARDL and ECM 

The ARDL model has been estimated with one lag. The ARDL model  looks like 

this: 

 

(1) D(GDPGR) = C(1) + C(2)*D(GDPGR(-1)) + C(3)*D(EUFAR(-1)) + 

C(4)*GDPGR(-1) + C(5)*EUFAR(-1) 

 

The ARDL model includes the variables real GDP growth rate and the percentage of 

absorbed European funds in NMS-11. The results from the econometric estimation of the 

ARDL model are shown in Table 2. 

 

Table 2. Results from the econometric estimation of the ARDL model 

Dependent Variable: D(GDPGR)   

Method: Panel Least Squares   

Date: 01/28/21 Time: 08:47   

Sample (adjusted): 2017 2019   

Periods included: 3   

https://cohesiondata.ec.europa.eu/
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Cross-sections included: 11   

Total panel (balanced) observations: 33  

     

     

Variable Coefficient Std. Error t-Statistic Prob. 

     

     

C 3.596064 0.802374 4.481779 0.0001 

D(GDPGR(-1)) -0.007242 0.157004 -0.046125 0.9635 

D(EUFAR(-1)) 0.020972 0.090973 0.230526 0.8194 

GDPGR(-1) -0.614606 0.229077 -2.682967 0.0121 

EUFAR(-1) -0.131861 0.063799 -2.066804 0.0481 

     

     

R-squared 0.507163 Mean dependent var 0.181818 

Adjusted R-squared 0.436757 S.D. dependent var 1.376466 

S.E. of regression 1.033031 Akaike info criterion 3.041599 

Sum squared resid 29.88029 Schwarz criterion 3.268342 

Log likelihood -45.18638 Hannan-Quinn criter. 3.117891 

F-statistic 7.203466 Durbin-Watson stat 1.629748 

Prob(F-statistic) 0.000404    

     

Source: Own calculations 

 

 The results shown that the statistically significant and negative regression coefficient 

before EUFAR (-1) means that the long-term absorption of EU funds has a negative impact on 

economic growth in the NMS-11. This negative effect can be due to various reasons - 

inefficient spending of EU funds, corruption and displacement of private investment from 

public. The author's position based on this results is that the effect of EU funds on NMS-11 is 

insignificant. 

The Bounds test that was made shows that there is a long-term relationship between 

the variables in the ARDL model. This requires the construction of an error correction model 

(ECM). 

The ECM model has the form: 

 

(2) D(GDPGR) = C(1) + C(2)*D(GDPGR(-1)) + C(3)*D(EUFAR(-1)) + C(4)*ECT(-1) 

 

The results from the econometric estimation of the ECM model are shown in Table 3. 

 

Table 3. Results from the econometric estimation of the ECM model 

Dependent Variable: D(GDPGR)   

Method: Panel Least Squares   

Date: 01/28/21 Time: 09:27   

Sample (adjusted): 2017 2019   

Periods included: 3   

Cross-sections included: 11   

Total panel (balanced) observations: 33  
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Variable Coefficient Std. Error t-Statistic Prob. 

     

C 0.713349 0.383834 1.858483 0.0733 

D(GDPGR(-1)) 0.063660 0.170126 0.374195 0.7110 

D(EUFAR(-1)) -0.113600 0.083102 -1.366998 0.1821 

ECT(-1) -0.782808 0.242081 -3.233664 0.0030 

     

R-squared 0.382852 Mean dependent var 0.181818 

Adjusted R-squared 0.319010 S.D. dependent var 1.376466 

S.E. of regression 1.135889 Akaike info criterion 3.205922 

Sum squared resid 37.41710 Schwarz criterion 3.387316 

Log likelihood -48.89771 Hannan-Quinn criter. 3.266955 

F-statistic 5.996793 Durbin-Watson stat 1.489747 

Prob(F-statistic) 0.002614    

     

Source: Own calculations 

 

The results from the estimation of the error correction model showed that the  error 

correction term (ECT) is statistically significant and negative, which means that there is a 

long-term equilibrium relationship between economic growth and the absorption of EU funds 

in NMS-11. The absolute value of the ECT (0.78) indicates that any deviation from the long-

run equilibrium between GDPGR and EUFAR is eliminated at a rate of 78% per year. The 

short-term ratio before D (EUFAR (-1)) is not statistically significant, which means that the 

absorbed EU funds do not affect economic growth in the NMS-11 in the short term. The 

author's position is that there is a significant negative relationship between economic growth 

and the absorption of EU funds in NMS-11. 

 

3.5. Diagnostic of the ARDL and ECM 

The tests for normal distribution of residuals in ARDL and in ECM are shown in Figure 

1 and Figure 2.  

 

Figure 1. Test for normal distribution of residuals in ARDL 

Source: Own calculations 

 

Tests for normal distribution of residuals in ARDL and ECM indicate that in both 

models the residues are normally distributed, which is an indicator of the reliability of these 

models.  

 

Series: Standardized 

Resi Sample 2017 

2019 
Observations 33 

Mean -4.03e-16 
Median -0.041399 
Maximum 2.246042 
Minimum -1.437849 
Std. Dev. 0.966312 
Skewness 0.206000 

Kurtosis 2.276060 

Jarque-
Bera 

0.954021 

Probability 0.620636 
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Figure 2. Test for normal distribution of residuals in ECM 

 Source: Own calculations 

 

Other indicators of this reliability are the relatively high coefficients of determination 

(0.51 for ARDL and 0.38 for ECM) and the low probabilities of the F-ratio (0.002614 for ECM 

and 0.000404 for ARDL). 

 

3.6. Results interpretation 

The results of the empirical analysis of the relationship between economic growth and 

the EU funds absorption rate in the NMS-11 for the programming period 2014-2020 indicate 

that as public investment, the spent EU funds have an impact on economic growth in the 

short term, but not in the long term. 

The statistically significant and negative regression coefficient before EUFAR (-1) 

means that the long-term absorption of EU funds has a negative impact on economic growth 

in the NMS-11. This negative effect can be due to various reasons - inefficient spending of EU 

funds, corruption and displacement of private investment from public. 

In the period 2014-2020, a negative long-term, but not short-term impact of the EU 

funds absorbtion on the economic growth in the NMS-11 was established. This negative long-

term impact can be explained by inefficient spending of European funds, corrupt practices and 

the effects of shifting private investment from public. 

The author's position is that the Cohesion policy is an important, but insufficient 

condition for achieving economic and social cohesion between the NMS-11 and the rich 

economies in the EU. In the context of the health and economic crisis caused by the 

coronavirus, EU funds can be used not only for short-term stabilization purposes (overcoming 

the negative effects of the crisis), but also for long-term orientation - by investments in digital 

and green technologies for structural transformation of the economies of the NMS. 

 

4. Empirical analysis of the relationship between economic growth and the 

EU funds absorption rate in Bulgaria for the period 2014-2020 

4.1. Methodology and data 

The methodology used in this study is an Autoregressive Distributed Lag (ARDL) 

model. Quarterly data from Eurostat and (https://eumis2020.government.bg) for the period 

2014-2020 are used. The ARDL model includes the following variables: GDPGRt - growth 

rate of Bulgaria's real GDP in quarter t; EUFARt - percentage of absorbed European funds 

in Bulgaria in quarter t. EUFARt is calculated as a percentage ratio between the actually 

absorbed EU funds in quarter t and the European funds planned for Bulgaria at the beginning 

of the programming period. 

4.2. Tests for stationarity 

The stationarity tests of the variables in the ARDL model showed that  the GDPGR 

is stationary at baseline and the EUFAR is at first differences. The different order of 

Series: Standardized Resi 

Sample 2017 2019 

Observations 33 

Mean -1.79e-16 

Median -0.184678 
Maximum 3.078723 
Minimum -2.100722 
Std. Dev. 1.081335 
Skewness 0.511727 

Kurtosis 3.535642 

Jarque-Bera 1.834760 

Probability 0.399564 

 

https://eumis2020.government.bg/
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integration of variables requires the application of Autoregressive Distributed Lag (ARDL) 

model. 

4.3. Optimal lag length 

The test for the optimal number of lags in the Autoregressive Distributed Lag 

(ARDL) model shows that this number is one lag. 

4.4. Results of the econometric estimation of ARDL 

The ARDL model was estimated with one lag. 

The Bounds test shows that there is no long-term relationship between the variables in 

the ARDL model. This result makes it impossible to construct an error correction model 

(ECM). In a short period, however, the EU funds absorption rate has a positive effect on 

economic growth in Bulgaria with a delay of one quarter (the regression coefficient before 

D (EUFAR (-1)) is statistically significant). Its value of 1.4 shows that an increase in the EU 

funds absorption rate by 1% increases Bulgaria's economic growth by 1.4%. 

4.5. Diagnostic of ARDL 

Residual tests in ARDL show that there is an absence of heteroskedasticity and serial 

correlation. The CUSUM test results imply that ARDL is dynamically stable and the Ramsey 

test results indicate that there is a lack of errors in the specification of ARDL. 

Other indicators of ARDL reliability are the relatively high coefficient of determination 

(0.76) and the low probability of the F-ratio (0.000009). 

4.6. Results interpretation 

The results of the empirical analysis of the relationship between economic growth and 

the EU funds  rate in Bulgaria for the programming period 2014-2020 indicate that there is a 

short-term positive but not long term impact of absorbed EU funds on the growth rate of real 

GDP. This means that the Bulgarian macroeconomic government can use EU funds as a means 

of overcoming the recession caused by the coronavirus. 

The existence of short-term and the absence of long-term impact of the percentage of 

absorbed EU funds on economic growth in Bulgaria can be explained by redirecting some of 

the absorbed EU funds from investment to consumption. This reorientation is a result of both 

the diversion of EU funds to finance short-term measures to combat the coronary crisis with 

the permission of the European Commission, and the misuse and corruption of European funds. 

 

Conclusion 

During the 2014-2020 programming period, the Cohesion Policy is in line with the 

Europe 2020 Strategy and the European Semester (Nikolova, 2014). More attention is paid to 

it in the 2014-2020 programming period due to its specific budgetary burden (around 32.5% 

of the EU Single Policy Budget), thematic scope, spatial orientation, its inclusion in the 

Partnership Agreements and Operational Programs and the requirements for EU accountability 

(Dall'Erba & Fang, 2017). The Cohesion policy is not independent, but comes with tools that 

are based on the sectoral policy implemented through the local approach (Cerqua & Pellegrini, 

2018). The highlights of the use of Cohesion policy in the last year of the programming period 

2014-2020 and in the new programming period 2021-2027 are overcoming the health and 

economic consequences of the coronavirus (Ascani, Faggian, & Montresor, 2021). 

In the period 2014-2020, the EU funds absorption rate had a negative long-term, but 

not short-term impact on economic growth in the NMS-11. This result leads to two conclusions: 

first, it confirms the nature of European investment expenditure funds with a long-term impact; 

second, the negative long-term effect on growth implies inefficiency of public investment as a 

result of corruption and displacement of private investment. 

In the period 2014-2020, there is empirical evidence of a positive short-term, but not 

long-term impact of the absorbed EU funds on economic growth in Bulgaria. These results 

suggest: first, that EU funds can be used to overcome the effects of the coronavirus crisis in 
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the short term; secondly, that part of the EU funds earmarked for investment have been 

redirected to the fight against the coronavirus. 

The author believes that the importance of the absorbed EU funds for Bulgaria is great 

for the following reasons: 

• EU funds are an important source for financing investments in Bulgaria, which 

directly increases the capital stock in the Bulgarian economy; 

• EU funds contribute to the creation of innovation and increase the technological 

level of the economy; 

• the European Social Fund finances projects that improve the quantity and quality 

of human capital; 

• EU funds finance the construction of important public infrastructure sites that 

attract foreign investment and stimulate economic growth; 

• european funds are an important tool for overcoming the health and economic 

consequences of the COVID-19 pandemic. 

The health crisis caused by the coronavirus has also become economic as a result of 

restrictive measures taken to prevent the spread of the pandemic. In these circumstances, EU 

funds are an important tool for overcoming the negative health and economic effects of 

COVID-19, and the importance of their effective and appropriate use is constantly growing 

(Ganchev & Todorov, 2021). The crisis must be seen not only as a danger, but also as a chance 

for development and structural transformation of the Bulgarian, European and world economy 

in the direction of digitalization and “green economy” (Crescenzi, Giua, & Sonzogno, 2021). 

In this sense, the use of European funds in the current crisis is important not only to overcome 

the crisis, but also to make a revolutionary technological transition to a digital green economy 

on a national and European scale. 
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ROLE OF INTELLECTUAL PROPERTY RIGHTS IN ECONOMIC GROWTH: 

THEORY AND EVIDENCE 

 

ORKHAN HASANOV1  
 

Abstract 

This article will reveal pros and cons of IPRs on economic advancement, technology, 

and knowledge diffusion from both developed and LDCs perspective and will provide a correct 

balance referring to the recent developments and draft papers concerning this sphere. In 

addressing such enhancements, the article will highlight certain legislations adopted at inter 

(national) and regional level to establish a fair balance mechanism that will be able to lift 

problematic issues with the maximum effectiveness. In this respect, opinions and discussions in 

the academic literature and the studies concluded by the independent organisations also take 

a great deal of importance, because they may appear as a road map to define the boundaries 

of holistic/balanced approach to the matter based on the concept of fairness.  

The article will deliver an analytical summary of the topic by referring to both primary 

and secondary academic materials. Increasingly, the applicable legal provisions will be 

examined, construed and evaluated before being compared and contrasted with other 

legislative basis using scholarly writing such as books, journal articles and working papers 

and publications by the relevant authorities. Since the topic has a broad scope, newspaper 

articles and reliable websites will also be used for the purpose of providing the most recent 

statistics and updated changes in appropriate places of the Article. 

Keywords: Intellectual Property Rights, the Agreement on Trade-Related Aspects of 

Intellectual Property Rights, European Union 

JEL Codes: K22, O34 

 

Introduction 

Intellectual Property Rights (IPRs) have gained a more importance with the 

establishment of international and regional mechanisms concerning IP protection through 

existence of challenges addressing international trade and economic growth (Fink & Braga, 

1999). The fact that most of the actions at any level have emerged as the result of Western 

countries’ initiatives while developing countries have overestimated the significance of IPRs 

due to several factors, including low innovation rate that is one of the aims of the Article to 

analyse. It is commonly, particularly in developed parts of the world, accepted that new ideas 

and knowledge, namely IP is an important factor for long-run economic advancement in terms 

of stimulating trade relations and technology transfer through various channels such as foreign 

direct investment (FDI), licensing and Joint Venture (JV) (Gallini & Scotchmer, 2002). From 

this viewpoint, it could be argued that the western approach has certain fairness pie, since it 

seems to give positive outcomes not only to developed countries, but also importers of IP assets. 

But it is also argued that most developing are net IP importers and implementing western 
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practice and theory will restrict and create obstacles to, including but not limited to knowledge 

and technology diffusion, unless holistic approach has been established to interpretation and 

enforcement of IPRs. Thus, a strong regime imposed by developed countries is only in the best 

interests of these countries in today’s context, according to most developing countries. As an 

example of this matter, financial benefits of the western economy from R&D is considerably 

high and appear as a substantial driver of economy (Watters, 1989). Another point of view, a 

weaker IP system in second parties is also an important barrier to domestic innovation, 

furthermore it discourages flowing foreign investments to a country (Xu & Wang, 2000). All 

these issues have been subject to extensive discussions for a long time, and some developments 

in the process express a lot in terms of on which problems have been agreed, what IP provisions 

have passed on and what kind of problematic aspects have been waiting for a consensus. 

Today, most developing countries such as China, India, Turkey and Brasilia have been 

the subject to criticisms due to the narrow interpretation and avoidance from fulfilling 

international IP obligations, however their stance reveal that status quo is in their best interests 

and, in fact, encourage economic growth in those countries (Maskus, 1998). It could be argued 

that western practice has not taken a root or there is not enough awareness about IPRs 

appropriately in such countries that are dependent on importation of IP assets, therefore it is 

claimed that contributions to absorption of IP concept on a global scale may be an important 

remedy. Another important point is that enacting a strong regime may open opportunities to 

monopolisation in domestic market which will be amounted to as a serious obstacle to 

technology/knowledge diffusion and economic growth in importer countries (Schneider, 2005). 

Thus, a correct balance that will lead to globalisation of IP protection is frequently voiced 

necessity among economy actors.  

Globalisation is the process of compactly integration enhanced towards eliminating 

obstacles to trade relations and doing commercial operations and technology/knowledge 

diffusion (World Bank, 2002). Significant changes in this area observed over last a few decades 

prove that there is an ongoing process towards globalisation of IPRs and its challenges are 

widely accepted by all actors. Further, the paper aims to provide answers regarding the 

following concerns. 

In what spheres are divergent approaches to IP protection emerging? What is the trade-

related aspects of IPRs? To what extent does IP protection have positive or negative effects on 

trade relations? In which circumstances does a weak IP regime creates obstacles to technology 

and knowledge diffusion and economic growth and visa versus? Are the TRIPS2 able to 

establish a balanced approach to IP protection on o global scale? What are the recent 

developments concerning with balancing approaches of countries? What are the remained 

problems with the TRIPS from a balance perspective? Will a strong IP regime fit appropriately 

concerns of IP assets importers? To what extent diverse range of measures taken by northern 

countries appear effective? What is the reaction to the existing scope of IP and newer emerging 

IP forms both in developed and developing countries? What is the role of multinational 

corporations in the evolution process of IPRs? These are some of the significant points that this 

Article will try to respond from both theory and empirical viewpoint. 

 

1. Intellectual property and economic growth 

It is common approach that IPR is a substantial factor for overall health of economy and 

knowledge diffusion, but the impact level shows differences depending upon economic spheres 

and countries’ macro-economic realities. Second, the appointment of IPRs is to further 

innovative activities by securing investment returns, but the fact that most developing countries’ 
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economies are based on low level innovation or totally imitative activities, therefore avoidance 

from implementing international obligations is observed on the side of developing countries. 

Latter support that implementation of international obligations relating to IPRs cannot be 

carried out as found in innovation-based economies because of the above noted concern. This 

translates that such countries will enact those international obligations under two circumstances 

if; a) they have R&D capacity as much as developed countries; or b) international IP legislation 

provides flexibilities in favour of developing parts of the world to reach a satisfactory point. In 

this regard, this chapter intends to analyse what the most recent situation is and what kind of 

flexibilities and international actions have been decided for imitation based economies to 

establish a holistic approach. Further, it will highlight recent achievements and in what spheres 

approaches of developed and developing countries remain far divergent. 

 

1.1. Ongoing debates between industrialised and developing countries 

Some claim that main difference between developed and developing countries results 

from divergently approaching to the definition/scope of IPR, more simply some countries 

included into the developing category prefer to interpret the meaning in a narrow context (Van 

Caenegem, 2003), while developed countries intent to protect all types of IP, including business 

secrecy, data protection and other new areas (Halbert, 2011). In addressing this concern, there 

is an ongoing process of approximating countries’ approaches to IP protection that has been 

subject to the negotiations at the inter (national) and regional level; recent developments in this 

sphere in various countries and within the framework of the WIPO and the WTO can be a good 

example of this tendency. Apart from foregoing actions under international organisations, 

separate initiatives by countries also take a great deal of significance, for example France, New 

Zealand, South Korea, Taiwan, UK have recently accepted the substantive provision of a timely 

reminder of the serious online file-sharing issues and implementing a more effective program, 

including cross-border measures and criminal enforcement in order to cope piracy are more 

observed actions at international level (Yu, 2010). But it must be noted that notwithstanding 

some recent developments in the approximation process, approaches to the IP protection 

between developed and developing economies still remain far divergent that will be analysed 

in details in further sections. 

 

1.1.1. Developed and developing countries’ perspectives 

In common context, IP infringements can be observed in all forms and through 

production process, and a consumer deliberately breaches the rights of the holder by buying the 

goods as it is highly easily accomplished, cheap and rarely sanctioned, especially in developing 

countries. Countries are divided into two main categories; developed “North” (innovative) and 

developing “South” (imitative) on the ground of protection level of IPR UNIDO3. Northern 

countries support a strong IP regime that will work on a world-wide scale in an effective 

manner, while the southern states show avoidance from implementing this concept on the 

grounds of series concerns. Accordingly, northern countries exporting knowledge and protected 

items to such countries try to establish an effective manner that will be able to treat their 

concerns. Since imitation activities reduces profits of right holder countries and other interests 

of IP exporters in the long term in southern countries in which they are engaging in business 

operations. On the other hand, one of the main concerns sound by southern countries is that a 

stronger regime binding all parties will only be important for further innovation in exporter 

countries while creating barriers to their economic growth, transfer of technology/knowledge, 

consumer choice and development of other spheres in those countries, therefore defining the 
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correct balance becomes unavoidable (Wu, S. E. 2006). With Stockholm Protocol 1967 revising 

Berne Convention, special rights were granted to developing countries such as translations, use 

of protected knowledge and reproduction (Ricketson, 1987), and the same countries also tried 

to include such provisions into Paris Convention revision, but the proposal was not successful 

since most developed countries did not agree on that (Loughran, 1982). 

Some authors (De Carvalho, 2010) strongly support that the conflict relating to IP is 

resulting from the different interests of technology tran0sferors and transferees, as the fact that 

exporter countries intend to maintain monopoly in production and distribution of IP by means 

of a strong protection system. In this respect, the US stance against IP infringements committed 

against US rights owners may express importance for the illustration of northern countries’ 

approach to IP protection. It states that the US has a right to impose direct and/or indirect by 

means of WTO (Duncan, 2008) economic sanctions against some countries such as China, 

Turkey, Brasilia and India who are committing massively infringements against American 

İntellectual Property (Halbert, 2011). Similarly, in 2005, a number of northern countries lead 

by the US took an initiative within the framework of the WTO requiring China an official report 

on how the Chinese government is combating against piracy (Alden, 2005). According to the 

report dated 2005 by the US Trade Representative’s office, infringements of all forms of IPRs 

in China was at 90 % or higher, which was one of the highest records on a global scale (Hitt, 

2005). This translates that fiscal losses resulted from IP infringements in some countries such 

as China may cause considerable negative consequences to R&D based economies, that is why 

“North” countries approach to this issue from the perspective of economic security. Notably, 

the recent report by Organisation for Economic Co-operation and Economic Development 

(OECD) provides that counterfeiter in international trade and IP piracy cost to developed 

societies from as low as $200-600 billion to as high as $1 trillion annually (Chaudhry & 

Zimmerman, 2013). Similarly, another exercise for 112 economies by Thompson and Rushing 

(1996) found out the same situation while appreciating statistical data on the above-mentioned 

concern (Chaudhry & Zimmerman, 2013). In 1991-1992, the US urged China to negotiate the 

effective protection of IPR and placed the second under deadline to comply with the 

requirements proposed by the US, otherwise China would face 100% tariff increase on Chinese 

exportation to the US (Schiappacasse, 2003). In addition, in 1999, the US sent its officials to 

China for the purpose of training Chinese Customs officials, and approximately 225 IPR 

infringing cases were sanctioned by means of the cooperation (Ling Li, 2001). It may be said, 

a strong influence of the US played a key role in the modification of China’s IP Law and in 

putting the agreements into actions in that country. However, statistics provided by the US 

International Trade Commission show that strict control measures and pressures imposed on 

Chinese government have not yet given adequate outcomes, and total losses, in royalties or 

licence fees, of the US firms associated with IP infringement in China was approximately $48.2 

billion in 2009 (USITC, 2011). To prove this concern, China has stood at second in the ranking 

of the list of software piracy according to Global Piracy Rate statistics in 2011. From an overall 

perspective, enhancement process of IP interpretation and enforcement in China is slowly 

strengthening, and empirical results show that the country does not intend to fully implement 

western practice in IP due to the high imitation level. Apart from this argument, there are other 

political and socio-economic factors that constitute the grounds of developing countries’ 

avoidance, China’s as well. For instance, drafting China’s Copyright Law took over ten years 

due to the counter arguments sound by Country’s State Science and Technology Commission 

on the grounds of a stronger regime’s negative impact on the free flow of information and 

country’s scientific and technological improvement goals Wu, S. E. (2006). In this sense, author 

Josh Lerner emphasizes one thing is clear that countries historically amended and shaped their 

IP systems in response to their internal needs and objectives (Lerner, 2002). 

http://www.google.co.uk/search?tbo=p&tbm=bks&q=inauthor:%22Nuno+Pires+de+Carvalho%22
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Beyond the above noted actions, northern countries implement limiting strategy to the 

extent of technology transfer which is carried out by means of; restricting trade relations or 

imposing economic sanctions and including mandatory requirements in trade agreements. In 

present context, approximately all western business entities prefer to include the relevant 

provision/clause regarding the effective protection of IP into Joint Venture (JV hereinafter), 

Production Sharing (PSA) agreements and other types of contracts concluded between the 

Operating Company and Contractor while they entering into co-operation with their southern 

counterparts (USITC, 2011). The specific clause concerning IP regime covers the scope of the 

protection, referred legislations and possible sanctions that are one of musts in the creation of 

partnership. Herewith, one sample IP clause in a JV agreement is attached that comprises not 

only patents, trademarks, and copyrights, but also includes the soft IP rights as the matter of 

protection. 

But, imposing sanctions, trade restrictions and other measures is not also in the best 

interests of developed countries because the appointment of investments on innovation is to 

earn capital and return investments with higher level as possibly. Therefore, these methods may 

not be able to create desired results, so an international umbrella of IPR protection can, in any 

circumstances, be a crucial remedy to eliminate divergent approaches between exporters and 

importers. 

Further, northern countries support that effective protection of IPR may have significant 

positive outcomes on foreign direct investments (FDI) and exports to southern countries in 

which the risk of imitation is considerably high. For this purpose, such countries should allow 

interpretation and enforcement of international IP legislations, as well as should take effective 

measures in order to encourage the process, whether in legal or in executive sphere. The fact 

that the US and other northern countries whose companies maintaining monopoly in Copyright, 

Trademarks and Patents are interested in creating a universal protection system to secure profits 

or investments return (Alden, 2005). 

Southern countries also highlight that the cost of the effective protection of IPRs are 

extremely high and a universal protection will preclude them from the benefits, nevertheless 

this argument is not accepted by all countries and economic sectors, as observed in practice. 

For instance, notwithstanding with being a net IP importer, Australia supported the US stance 

on the TRIPS standards focused on effective enforcement while believing that it would be 

contributable for the home-grown innovative facilities in its agricultural sector. 

Other greater concern of developing countries is enacting strong IP regime will top up 

prices, specifically in pharmaceutical sector. One third of world population does not have freely 

access to quality medicines. 50 % of total medicines are distributed in the poorest African 

countries and most part of the pharmaceutical items are useless for health system because of 

the mal provision of IP protection. There are two directions that are highlighted in academic 

literature concerning with the link between IPRs and pharmaceutical sector. One of them sound 

very often is well IP protection can stimulate discovery and development of new and quality 

drugs in developing countries. Second argument is a stronger regime will not extract desirable 

results and does not necessarily motivate drug discovery in such countries of those have been 

suffering weak economic situation. To further break down it, a strong regime and importing 

conditions will speed up monopolisation in this sector and price differentiation, thus benefits of 

favourable IP will be very poor. Some also claim that poor protection system has serious side 

effects in the context of health system attributable to less developed countries, similarly the 

investigation conducted by the US Drug and Food Administration uncovers that 88% of 

imported pharmaceutical goods contained unapproved materials, many of which cause 

disastrous consequences to human life/health. But it must be noted that easily access to AIDS 

drugs, or other types of crucially important medicines can represent positive outcomes in 
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consumer welfare rather than concerning about higher prices of patented items. And some 

scholars and experts state (Adelstein & Peretz, 1985) that the introduction of patenting will not 

replace the existed unpatented items, but will develop consumer choice, so it depends upon the 

fiscal opportunities of a consumer to buy patented or unprotected medicines. Implementation 

of international IP obligations in a southern country will increase reliance of foreign investors 

relating to bring patented and quality pharmaceutical items to the market of the country. In this 

regard, relevant case law shows that a strong IP regime may, from the EU point of view, not 

respectively fit concerns, moreover IP protection creates, in some instances, barriers to 

consumer choice. More specifically, the European Court of Justice (ECJ) case law4 provides 

that a strong regime creates great opportunities to lock freely circulation of goods or services 

which is an obstacle to consumer choice and a right of market access, as a consequence it effects 

negatively economic growth of the Union that will be addressed in details in further section. 

Northern countries emphasize that a weak IP protection is one of the main causes of a 

shadow market and allows unfair conditions in competition, therefore it will be difficult for 

foreign investors or traders to establish a business reputation and quality which is also barrier 

to business expansion. In the meantime, shadow/grey market precludes exporter countries from 

tax revenues, making job and leads investment losses. Facts say that total tax losses of the EU 

economy resulting from counterfeit and piracy is estimated to be around €240 billion by 2015. 

But this statistical data covers imitation and its results within the EU, so total sum will be 

enlarged if we consider main fiscal damages caused by imitation of European invention outside 

of the Europe. To clarify that in Company Law, if a company is established in one country it 

shall be liable for paying taxes not only on their revenues in that State, but also on world-wide 

profits (Schreibe & Müller, 2013).Given all, the impact of a strong IP regime on economic 

development and technology diffusion is highly unclear and ambiguous depends upon a 

country’s realities. However, one thing is clear that a stronger system in some southern 

countries suffering from poor economic situations may stimulate market power but will also 

cope usage of protected knowledge and potentially dissemination of knowledge due to higher 

prices. While the main content of IP protection is furthering innovation by protecting the rights 

of owners. 

  

1.1.2. Positive and negative effects of IP protection on economic growth 

Effective protection of IP may take a great deal of importance for economic 

development both in developed and developing economies with high returns on further 

innovation in a long term. But if there are continuing risk in terms of imitation in certain areas 

of IP and certain regions of the world, gaining desirable results seems likely difficult. The basic 

question in academic literature is that has received an international attention is how to balance 

benefits of IP and innovation costs. A strong IP regime is crucial means for all countries to 

transfer new technology/knowledge for private sector from developed countries (Lewis, 2008). 

Furthermore, economic areas rely on IPRs support economic growth from diverse range of 

directions, including GDP, tax profits, employment, FDI and most important – strategic value. 

It is commonly accepted that innovation, technology/knowledge diffusion, commercialization 

of IP assets and weight of small and medium enterprises (SMEs) and domestic innovation will 

be respectively speed up in a country that appreciates the importance of IPRs. In 2009, patent 

application filed in several developing countries including Basil, India, China and Russia 

moved to 15.8%, 18.4 %, 62.4% and 69.7% respectively (WIPO, 2009). The survey covering 

G8 countries provides significant points in terms of economic contribution of IPRs, according 
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to that statistical data, IPR based sectors’ support to GDP and employment level is around 4-

11% and 3-8% in member states. The statistics on US economy dated 2004 provides that IP 

constituted approximately 40% of total economic growth achieved by US private sector as of 

2003 which; is equivalent of 20% contribution to GDP and means a largest reason for lower 

unemployment level (Ilias & Fergusson, 2011). In a similar vein, the survey dated 1996 

covering 95 countries carried out by Gould and Gruben also indicates positive link between 

IPR protection and economic well-being, and this tendency shows maximum effectiveness 

depending upon countries that are implementing “open door” policy for foreign investors - 

respectively for IP protection and business sectors (Fink & Maskus, 2005).  

It is highly important to underline that to what extent a country can evaluate this 

opportunity to develop domestic innovation while transferring technology from developed parts 

of the world. As a positive example, Chung-Ju-yung (The Guardian, 2005) established Hyundai 

Motor Company with technology licensed from Ford, and this company turned from franchising 

firm into innovative business entity by giving contribution to the dramatic economic 

development of South Korea over the years. Nevertheless, facts say that (Lewis, 2008) this case 

may not be applicable to all business entities and all countries since each country has own 

macro-economic realities, moreover social interests is another point in this issue that will be 

analysed in a broad manner at next steps. 

There is no meaningful approach to negative impact of IP on economic growth, however 

some empirical evidence provides indirect link so that economic advancement shall be 

paramount if there is an incompatibility with IP protection. The main problem in this matter is 

the result of either poor foreseeing at the time of legislative actions or the parties prefer 

stimulating trade and economic growth rather than focusing on IP protection. The situation can 

be found in the relevant ECJ case law, in other words it states that a strong IP regime, in some 

instances, precludes intra-Europe trade, market access which is serious obstacle to economic 

growth (De Carvalho, 2010). Therefore, the Court overturned most of the cases concerning 

incompatibility between IP protection and legal provisions of Internal Market for goods and 

services on the ground of its negative effect on intra-union economic development. The problem 

is that parallel importation constitutes significant part of intra-union trade since the same 

product is registered in a couple of member states. In the case a double registered item is 

imported to another member state one of the rights holders may claim to stop the free 

movement. One of the first cases is Deutsche Grammophon v Metro5 in which the rights holder 

claimed his subsidiary firm based on distribution of the protected item in other member states 

without his consent. According to their contract, the consent was only given to the firm to 

exercise economic rights of the owner in the territory of France. In that case, the Court stated 

that once a protected item is put on a domestic market, there should not be any barrier to its 

freely circulation throughout the Union.  Similarly, in Dassonville case6, the Court held that 

any measures in whatever form and whichever nature make obstacles to free movement of 

goods are prohibited. There are several points that have to be emphasized before appreciating 

the ECJ rules concerning bypassing IPR in the case IP protection and Internal Market 

contradicts. Firstly, most of the Member States have joined the WTO and the TRIPS, therefore 

international obligations should be prioritised even it has incompatibility in attitude to regional 

norms. Furthermore, notwithstanding Internal Market provisions have a precedence in the EU, 

the relevant legislations also stipulate a flexible approach in attitude to IP protection throughout 

the Union. For example, Article 36 plainly underlines several exclusions from Internal Market, 

including protection of intellectual and commercial property. In addition, Article 345 Treaty on 
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Functioning of European Union (TFEU thereinafter) (Art. 249 EC Treaty) highlights that: ‘This 

Treaty shall in no way prejudice the rules in Member States governing the system of property 

ownership’. 

Addressing the above noted matter, the Court tries to say that in the event IPR appear 

as a barrier to intra-union trade and it has negative effects on economic growth, Internal Market 

provisions have precedence and should be implemented undoubtedly. It could be argued that 

by such rulings over the foregoing cases, the Court obviously violated or underestimated the 

applicable international IP obligations, and particularly Article 345 TFEU. With these 

decisions, exercising IPRs and parallel importation were equally accepted in the Union, and it 

must be stated that this approach opens opportunities to shadow market that negatively affects 

innovative activities in the EU. Recent statistics show that equally recognition approach has 

been placing R&D at a slow pace throughout the Union (Grigoriadis, 2014). Statistical data 

proves this tendency so that only 1.5% of companies engaging in pharmaceutical sector invested 

in R&D in 2007 which was before the fiscal crisis of 2008 (EC, 2009). 

 

1.2.  Legal Frameworks 

Over past two decades, Global Business Community has witnessed an international 

attention to IPR in terms of international reforms concerning effective protection of IPR on a 

global scale (Cavazos-Cepeda & Lippoldt, 2010). Main outcomes of the international actions 

encompass global policy developments in this area and can be summarized such as; Agreement 

on Trade-Related Aspects of Intellectual Property Rights, regulatory action within the 

framework of the WTO, international conventions under the World Intellectual Property 

Organisation (WIPO), the relevant rules within the framework of the General Agreement on 

Tariffs and Trade (GATT), The North American Trade Agreement (NAFTA) and TRIPS-PLUS 

(bilateral agreements concerning with IP protection which defining other rules that exceed the 

rules in the TRIPS) and other regional trade agreements (Bagley, 2003).  

Although the TRIPS remains the main legal substance of IP protection, NAFTA is the 

first international trade agreement contained obligations to protect intellectual property rights 

of holders in three countries (US, Canada and Mexico) became effective from 1994. The 

Agreement intends to ensure that IP protection works in a balanced manner with principles of 

free market access and non-discrimination, and authorizes one party state to prevent any trade 

relations in the event another party violates these principles.7 Provisions on anti-discrimination 

and non-disguised commercial barriers stipulate a party may not, in any circumstances, impose 

a more favourable regime (including discriminatory strong IP regime) which is intended to 

place its business entities at advantage. For the purpose of fair balance, three-step approaches 

have been taken by parties of the Agreement that are carried out in practice effectively. First, 

NAFTA sets out minimum standards of IP protection inspired from international conventions 

on IP and provides effective enforcement appropriately. Second, NAFTA parties impose a 

preventive policy in attitude to IP protection at the borders to inhibit infringements by imported 

products8 which is one the main distinguishing character of this agreement compared with 

others (Barutciski, 2009). Thirdly, by entering into the agreement, parties agreed on a resolution 

procedure concerning with trade disputes and, in some instances, IP infringements to be payable 

to rights owners in the event domestic law remains unable to resolve such disagreements 

adequately (Cooper, 2012). Regardless of strict application of IP regime in most areas, NAFTA 

also recognizes that some inventions on the grounds of protection of public order (morality), 

and human, animal or eco-diversity may, in certain circumstances/conditions, be regulated on 
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the basis of domestic law that will not be intended to discrimination or disguised commercial 

barriers (WTO, 2002), as embodied in Article 36 TFEU. This list may be extended by exclusion 

of diagnostic, therapeutic and surgical methods of the treatment of humans or animals, and 

issues in accordance with environmental sensitivities.  

A few cases relating to the violation of the relevant provision under the NAFTA that 

has been a discussion subject for a long time. One of the important confusions referring to the 

NAFTA was held between the US and Canada.  

In 2001, internet pharmacy started to regulate market price by selling medicines through 

websites to US residents which was estimated approximately $800 million. The problem was 

that pharmaceutical products circulated through websites were produced in the US and exported 

to Canada for the sale purposes with the consent of US owners, then the products exported back 

to the US, while the consent was given for only selling in Canada. This problem was subject to 

the negotiations between party states, nonetheless it could not be bound to decision for a long 

time due to difficulties to detect such transactions (Condon, 2002). Notably, the relevant legal 

provision under the agreement provides a quite different direction contrary to act or omission 

of the Canadian Government found in practice. According to: Article 1709(5) of the NAFTA 

requires each party to ensure that a “patent shall confer on the patent owner the rights to 

prevent other persons from making, using or selling the subject matter of the patent, without 

the patent owner’s consent”. 

Most bilateral and regional trade agreements contain specific clauses in respect of IP 

which inspired from world-wide standards in international IP conventions such as Berne and 

Paris conventions, the TRIPS as well. The main difference of bilateral agreement is that it opens 

a great opportunity for party states to maintain a right to provide specifics, exemptions and 

limitations in accordance with their interests, while wholly implementation of international 

(regional) treaties may restrict this manoeuvre of state parties. It is often claimed that providing 

fiscal and technical contributions to the developing countries seems a more realistic and optimal 

way to approximate the interests and approaches of countries. As stated above, each country 

has own interests and realities, socio-economic situations (geo-strategic factors as well) 

therefore making international treaties mandatory or imposing pressures on least developed 

countries (LDCs) does not, according to some scholars, appropriately fit all problems. From an 

analytical viewpoint, regardless Azerbaijan and Saudi Arabia have not yet joined most 

international conventions on IPR, including the TRIPS, it can be said IP is effectively protected 

by laws and enforced in practice in those countries by means of bilateral agreements that are 

directly or indirectly (e.g., Agreement on the Protection of Mutual Investments) concerning 

with IP protection. It may be argued that zero/low imitation level is a factor for the effective IP 

protection in these countries. Another example of this point, despite China is a WTO member 

and its signatory status with the TRIPS, IP protection is considerable weak and the 

strengthening process slowly gives outcomes as imitation constitutes the basis of economic 

growth (Hu & Gomez, 2005).  

One of the important IP-relevant bilateral agreements is between US and Australia that 

involves diverse range of IPRs which is intended to stimulate mutual investments effectively, 

and key points of the agreement may be synthesized as per below. 

a) “First-in-time” and “first-in-right” principles shall be applied to trademarks and 

geographical indications, moreover any disputes will be regulated within the 

framework of the system in the agreement. 

b) With the Agreement, the parties agree mutually recognition of an online system 

for the single registration mechanism for trademarks to cope any further disputes 

resulting from different registration dates of the same IP object in these countries. 

http://www.google.co.uk/search?tbo=p&tbm=bks&q=inauthor:%22Bradly+J.+Condon%22
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c) Rights relating computers will be regulated based on this document, which will 

cover protecting videos, music, software, and text from widespread unauthorized 

sharing via the Internet. 

d) Provides that only authors, composers and other copyright holders are legally 

able to make the objects publicly available via Internet. 

e) Establishes strong technological and legal provisions, as well as tough sanctions 

to prevent piracy and unauthorized distribution of files by means of Internet. 

 

1.3. Problems with implementation of TRIPS standards 

There have been thirty-one cases brought to the WTO under the TRIPS in order of 

consultation, the most recent one is filed by Honduras against Australia on the grounds of strict 

application of trademark restrictions and plain packaging requirements on tobacco products 

resulted from the latter’s Tobacco Plain Packaging Act 2011. Similarly, the US took its dispute 

with China to the WTO as a matter of consultation, in which it was held that China has to fulfil 

all obligations resulting from its joint agreements and should take necessary actions, including, 

adopting relevant IP legislations, amending and repealing existing contradictory provisions. 

As Carlos Correa emphasized (Shi, 2008), it is extremely difficult to say that the TRIPS 

is implemented as a whole, particularly in southern countries, because of divergent existing 

national legislations and the development level of sectors. Numerous problems with 

implementation have been subject to discussions for a long time and other reasons of countries’ 

failure in complying with standards of the TRIPS may be analysed under several headings.  

At first, by approving the TRIPS rules, developing countries agree on amending all 

forms of IP, including copyright, patents and trademarks, and ending this process may take 

considerable time and resources (e.g., trainings) depending upon countries’ realities/economic 

powers, thus diverse range of contributions should be available to put the theory into action. 

For example, Argentina, Brazil and Andean Group countries have modified several domestic 

provisions governing IP, but significant part of international IP obligations has not been fulfilled 

due to the lack resources. Moreover, the concept of western IP has not yet taken root throughout 

the world appropriately.  

Secondly, it is, in scholarly writing (Shi, 2008), claimed that modification process 

should not only cover certain issues concerning with IP, but should also include amending 

various law spheres, such as civil, criminal, administrative procedures and customs authorities 

as well.  

Thirdly, in this process, some countries, specifically LDCs face serious fiscal 

difficulties, thus financial contribution by means of international and regional institutions is 

frequently voiced claim by such countries. Increasingly, unavailability of funds is a serious 

difficulty for governments for enacting and enforcing international IP legislation, as well as 

persons who intend filing, registration, and preserving fees from using IP (Matthews, 2003) 

There are also fixed (indirect) costs such as registration office, drafting, training the personnel 

that are other arguments of governments of poor economies. For example, an artist in Ghana 

has to pay minimum $35 to file and more for registration out of $600 income saved annually, 

this is why the object of IP turns into the object of piracy (Finger & Schuler, 2003).  

Under the TRIPS, the relevant provisions gives protection with patents for only twenty 

years and this period is defined as the author’s life plus fifty years for copyrighted items. The 

fact that traditional knowledge is obviously older than twenty and copyright protection period, 

thus most traditional knowledge are referred to the public domain in the TRIPS (Manley, 2006). 

Therefore, Indian farmers’ negative reactions to the proposition of disagreed plant variety 

protection illustrates the concern. 

http://www.google.co.uk/search?tbo=p&tbm=bks&q=inauthor:%22Wei+Shi%22
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Other aspects of the problem are, direct or indirectly, related to a lack of resources in 

importer countries such as interpretation of treaty language, and more importantly lack of global 

cooperation linking TRIPS (Binkert, 2006). 

Another important issue is the purpose of TRIPS’ conflictual attitude to a right to health 

which intends to protect scientific knowledge in terms of medicines by means of patents that 

seems time-consuming matter. While a right to health is provided in different international 

conventions. Universal Declaration of Human Rights9, the International Covenant on 

Economic, Social and Cultural Rights10 involve the same provisions concerning with “the right 

of everyone to the enjoyment of the highest attainable standard of physical and mental health”. 
11 Further, Articles 12(2) (c) & 12(2) (d) of the Covenant specifies some aspects of the right by 

recognizing the full right to access all necessary drugs to be used for purposes of prevention, 

control and treatment. 

TRIPS sets out time framework for developed, developing and less-developed countries 

who have to amend domestic legislation and compliance with new standards and policies, and 

in some circumstances, 10 years extension will be grant to fulfil all duties.12 In 2002, the 

Council for TRIPS excluded the LDCs from further time extension, and obligations to 

protection of confidential information must be carried out by 2016, however, it was not cleared 

that what and to which extent financial instruments shall be available to them. As a result, 

accessing funds remained fully in initiative of such countries. That is why, implementation of 

all provisions is exceedingly difficult, particularly in poor economic situations without adequate 

fiscal contributions. 

Not every country has the WTO membership, and only 149 nations are members out of 

271, however most powerful economies (US, Germany, France, Great Britain) actively joined 

actions with respect to enforcement of IP legislations on a global scale as the necessity of 

national interests and of the membership. Nevertheless, some significant markets such as Russia 

and Ukraine are simply observer countries in assembles of the organisation, therefore 

complying with the TRIPS rules is not mandatory for these countries, and of those have not the 

WTO membership. From a solution point of view, a universal system on the ground of IP 

protection does not seem as a reality until all global participators joined the WTO and comply 

with the TRIPS. 

While there are numerous international and regional provisions governing global IP 

system, the main question in academic literature is that how and to what extend these provisions 

optimise the outcomes, can promote economic growth and development and acting in the best 

interests of all actors. a) How basic principles of Agreements on IP should be implemented; b) 

how to provide an adequate protection regime to IPR; c) how to encourage countries in applying 

those rights appropriately within their national borders; d) how to effectively achieve dispute 

resolution in accordance with IP between member states. 

 

1.4. A balanced approach to IPRs in order of sustainable economic growth 

The fact that most of the compromising suggestions regarding IP enforcement were 

proposed by developed countries, and none of them appeared fitting common concerns voiced 

by LDCs (Shi, 2008), thus it would be better to take a more detailed international attention to 

this matter and proposals by importer countries into consideration that can play a key role in 

creation of a holistic approach. Until 1996, the term “balance” has not been explicitly 

                                                                 
9 Article 25. Universal Declaration of Human Rights 
10 https://www.ohchr.org/en/instruments-mechanisms/instruments/international-covenant-economic-social-
and-cultural-rights  
11 Article 12 (1). International Covenant on Economic, Social and Cultural Rights 
12 Part 6, Article 66. TRIPS 

https://www.ohchr.org/en/instruments-mechanisms/instruments/international-covenant-economic-social-and-cultural-rights
https://www.ohchr.org/en/instruments-mechanisms/instruments/international-covenant-economic-social-and-cultural-rights
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emphasized in previous IP treaties, including Paris, Berne and Madrid Conventions, and WIPO 

actions before that date. The balanced approach attributable to IPRs was firstly introduced by 

TRIPS in Article 7 which provides that:  

“The protection and enforcement of intellectual property rights should 

contribute to the promotion of technological innovation and to the transfer and 

dissemination of technology in a manner conducive to social and economic 

welfare, and to a balance of rights and obligations”. 

 

Notwithstanding it is the first significant initiative to provide a fair balance, Art. 7 does 

not appropriately satisfy all socio-economic demands due to its narrow scope, therefore it leaves 

parties with a great room of interpretation. Such an approach has also been observed in EU 

policies, for example, the ECJ decisions on conflictual intersection between IP and Internal 

Market prove that tendency. Some also argue (De Carvalho, 2010) that Art.7 is working in a 

conflicting manner with the goals of the TRIPS. This issue was put into extensive discussion in 

Canada – Patent Protection of Pharmaceutical Products Canada consultation in which it was 

found that one of the fundamental goals of TRIPS is creating a holistic approach between IPRs 

and other socio-economic policies in question rather than balancing obligations and rights. On 

the basis of wording of TRIPS, in 1996, WIPO Copyright Treaty declared the need to maintain 

a balance between the rights holders and public interests, specifically education, research, and 

access to information.13 In a recent context, the WTO adopted a Development Agenda that 

comprising forty-five Recommendations produced by Organisation up to 2007. These 

Recommendations involve a holistic and/or approximate approach in order of global IP 

protection and enforcement by considering societal interests (De Carvalho, 2010) as defined in 

Article 7 TRIPS. In addition to the foregoing, the Doha Declaration strengthened this process 

which provides that if the TRIPS is unable to provide adequate regulation, the decision-making 

mechanism of WTO will be competent authority to suggest an ad hoc option in terms of both 

“decision” and “interpretations”. With that provision, the Ministerial Conference and the 

General Council of WTO are given the exclusive authority with respect to resolve any IP 

disputes are associated with gaps and lacunae in any WTO agreement (De Beer & Bannerman, 

2010). With Doha Meeting, the WTO member states also commenced to negotiate new agendas, 

including lifting anti-dumping policies and revising IP governing rules, specifically 

strengthening the TRIPS rules which are still in progress. Nevertheless, the DOHA 

negotiations, according to the Economist 2001, revealed and sharpened divergent approaches 

even among developing countries in above mentioned matters, for instance India and Brazil 

encountered due to concerns about opening domestic markets to cheap importation from China. 

Regardless of the Agenda’s considerable approximation intention, it also raised serious 

concerns from developing countries as it continues to provide one-sided approach without 

considering complex liaison between IP concept and its enforcement. For example, the Agenda 

does not mention neither flexibilities regarding enforcement regime (Netanel, 2010), take into 

account socio-economic realities of countries (De Beer & Bannerman, 2010) that shall be the 

object of further development projects with respect to create a more favourable climate.  

There are numerous elements that appear as obstacles in the creation process of common 

interest, but the following two certain areas illustrate the core of the problem:  

a) Practices and alternative dispute resolution (ADR) mechanisms regarding IP; 

and 

b) Preventive policy and counter measures with respect to minimise the scope of 

grey/shadow market. 

                                                                 
13 Preamble of the World Intellectual Property Organization Copyright Treaty 1996. 

http://www.google.co.uk/search?tbo=p&tbm=bks&q=inauthor:%22Nuno+Pires+de+Carvalho%22
http://www.google.co.uk/search?tbo=p&tbm=bks&q=inauthor:%22Nuno+Pires+de+Carvalho%22
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In 2000, the WIPO organised three regional conferences for African, Asia and Arab and 

Pacific LDCs which were ended with participators’ agreement on signing final document 

relating common concerns. In the following year, another seminar took place in Lisbon based 

on discussion of forward-looking thesis of “Innovation, Knowledge Society, IP and LDCs” with 

establishing technical and fiscal contribution mechanisms for above stated countries. During 

the conference, it was strictly emphasized that lack of resources and skilled personnel, a weak 

IP infrastructure and inappropriate awareness of IP and international IP agreements in this 

sphere make international efforts fruitless, thus there is no better time to take active actions 

instead of passive criticisms. The key points delivered by the WIPO conferences and 

suggestions; however, the problem requires a program, take a great deal of importance for the 

establishment of common interest in order to protect IP on a global scale, and may be 

categorized under a number of headings (WIPO, 2001):  

 

a) Some suggest that it is crucial to provide transferring of knowledge with 

participation of civil societies and non-governmental organisations that can contribute 

effectively to the satisfaction of expectation of LDCs that will also, as a consequence, 

stimulate the development of globally approved standards. 

b) Encouraging the WIPO Worldwide Academy that serves as an educational 

institute at wide range of spheres for increasing international IP awareness, such as 

providing teaching, training advisory and research services. Nevertheless, it is highly 

desirable to expand the scope of Service and the territory.14  

c) Traditional knowledge is core of most modern medicines, and it expresses 

economic value attributable to biotechnology (e.g., in pharmaceutical and agricultural 

sectors), and education system. But none of the international and regional actions has 

clarified the extent of tradition-based innovation, legal obligations for its protection 

(enforcement as well) and sharing its benefits with LDCs since most traditional 

knowledge are in those countries. Notwithstanding series of actions such as the WIPO 

Intergovernmental Committee on Traditional Knowledge, Genetic Resources and 

Folklore founded in 2000, there are still numerous unclear issues in this regard, and 

WIPO is exploring the possible ways to tackle this confusion.15 

d) In economic term, Small and Medium Enterprises (SMEs hereinafter) is the 

foundation stone of sustainable economic growth and play a crucial role in encouraging 

social welfare by reducing unemployment level. The fact that considerable part of SMEs 

in LDCs are not adequately informed to seek protection for their inventions which 

impede them from benefits of IP protection, and as a response to the great challenge, 

WIPO tried to assist national governments, support institutions and business entities in 

such countries to boost their efficiency and competitiveness through effective use of the 

IP system, and this process will be supported by further actions.16 

 

1.5. A short summary of analysed issues 

Addressing the foregoing, several key points extracted from the research in the section 

are highly significant for the illustration of the current situation, and may be summarized under 

four subheadings: 

                                                                 
14 Paragraph 6 of the Lisbon Declaration 
15 Paragraph 4 of the Lisbon Declaration 
16 Paragraph 7 of the Lisbon Declaration 
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1) It is highly ambiguous that whether there is a direct, positive and negative impact 

of IPR on economic growth or not. This is a dependent context and shows diversification 

through spheres and economies.  

2) Northern countries approach to global IPRs from one-sided prism, simply just to 

secure their profits returns, while globalisations stipulate to access a world-wide 

consensus on each issue, this is why establishing a holistic approach to implementation 

seems highly difficult without unanimity. 

3) As can be noticed, in most cases developed countries separately prefer to impose 

certain sanctions and pressures (e.g., restricting trade relations and economic sanctions) 

on their southern counterparts, but it is most crucial to understand that all of them are 

temporary measures since most of such developing countries, such as China, India and 

Brasilia are significant markets for northern exporters (e.g., US, Canada and the EU). 

In this regard, there are only two ways; northern countries should either accept the 

situation or developing countries should be provided with contributions in order to 

become innovative.  

4) Another important point is that separate actions and bilateral treaties bypass 

international umbrella and cause unfair competition in a southern market. More 

specifically, only US business entities will enjoy a higher degree IP protection in China 

as the US has a bilateral treaty with that country, so others will, in any instances, be 

outside of IP protection in Chinese market. 

 

3. Conclusion 

Apart from debates on direct or indirect link between IPRs and trade and FDI, facts say 

that piracy and counterfeit causes negative consequences to global trade and FDI, as found in 

statistics of OECD and the World Bank. Addressing this concern, a diverse range of actions 

taken at regional and international level, nevertheless not all countries co-operate with each 

other, therefore a more efficient global co-operation is still continuing one of the needs in order 

to overcome trade-related IPRs infringements. 

The scope of compulsory licensing and foreign patenting is enlarging on a global scale, 

but the issue is mainly regulated with referring to national legislations because of deficiencies 

and lacunas in and lack of consensus on the applicable international mechanisms.17 Further, 

abuse of the procedure by governments relating compulsory licensing, particularly in 

developing countries stipulates the establishment of an international mechanism that will have 

rights of control, regulation and will work in an effective manner. 

Determining compensation for compulsory licensing shows differences across countries 

which is justified on reasonable and non-arbitrary conditions, namely fairness concept, however 

the boundaries of the concept has clarified neither in developed nor in developing countries’ 

practice. 

To sum up, northern countries express that IPR protection will be panacea for southern 

countries by stimulating domestic innovation, technology and knowledge diffusion and 

economic advancement, however formers consider a strong regime will lead to monopolisation, 

increasing the powers of the rights owner and making barriers to consumer choice and 

technology transfer. In addition, a strong IP regime will not give positive outputs immediately, 

especially in certain southern countries with poor economic situations due to administrative 

expenditures and potential market abuse. 

Stronger regime has been giving positive results over northern economies, but this effect 

is likely depend upon several components in southern countries, in other words, its potential 

                                                                 
17 Tono v European Commission (T-434/08) [2013] 5 C.M.L.R. 14 

http://login.westlaw.co.uk/maf/wluk/app/document?src=doc&linktype=ref&context=38&crumb-action=replace&docguid=I1AC76050FA3911E2BCACC4D758D5D21C
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effects are highly unforeseeably. Therefore, some scholars offer international mechanisms 

should firstly focus on encouraging business climate and carefully consider the needs of poorest 

countries while developing global policies in this sphere. Since it will be a crucial remedy to 

decrease such costs and other potential damages. 

One of the main challenges is unawareness of IP, particularly newer existing forms in 

most southern countries, and respectively their legislations do not underline the relevant 

provisions to protect. Therefore, it would be fair to say that the most important question is how 

to mobilize global knowledge stock to address this concern. It must be emphasized that this 

requires a carefully reviewed program that would enhance global partnership and commercial 

relations among countries. 

There have been a lot of developments in terms of legislative actions in this sphere at 

regional and international level, however divergent approaches are continuing due to socio-

economic interests of countries. Therefore, it may be argued that approximating countries’ 

interests and considering the realities and concentrating on enforcement of existing 

international obligations seem a more effective and practical solution rather than focusing on 

unification of legal documents. More simply, unification of legislative documents by means of 

sanctions and pressures without considering such realities will not be able to fit concerns as 

unification does not mean that it will be enforced as embodied in documentation. As found in 

practice, there may be a good legal provision relating any concern in a country, but its 

enforcement has always been the most important issue.  
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Abstract 

Circulation of counterfeit (fake) money is a part of crimes against currency. At present, crimes against 

currency continue to occur and are latent, the most important impact caused by crimes against currency is public 

interest and can threaten monetary conditions and the national economy. This research was conducted to see how 

the problem of criminal investigations against criminals as money dealers and their obstacles. The research 

method used in this research is descriptive research method, and examples of legal events at the Umbulharjo 

Police, Yogyakarta City. Next, what are the legal settlement steps and criminal sanctions against counterfeit (fake) 

money dealers, based on the provisions in Indonesian positive law regulated in the Criminal Code and more 

specific laws and regulations, namely Law Number 7 of 2011 About Currency. Where the provisions of the 

criminal law are contained in articles 33 through 41. It is necessary for the role of Bank Indonesia to continuously 

disseminate information on the ins and outs of money being measured, especially in certain denominations. 

Keywords: Investigation, dealers, criminals, counterfeit money, fake money. 

JEL Codes: K14, K420 

 

Introduction 

Money counterfeit usually has connections to some criminal organization and tends to 

be transactional, there are facts that some high quality fake dollars are made by counterfeiters 

from Colombia, Israel, Peru, Russian Kaukasus, and some West Africans. These zones are 

dominated by criminal organizations and also Euro counterfeited outside Europe (FATF, 

2013). Like mentioned in one of the summaries issued by the Organization for Economic Co-

operation and Development Organization de Coopération et de Développement Economiques, 

that there is also increasing concern that counterfeiting will lead to other criminal activities, 

such as narcotics trade, money laundering and terrorism (OECD, 1998). 

Until now there are no reports/facts in Indonesia about participation in the production 

of fake money with criminal organizations tends to be transactional, but it has a possibility 

these weaknesses will be used by criminal organizations. This is in tune with an international 

opinion about some developing countries having a great impact on the criminal pattern that 

happens in their country, criminal organizations tend to be operating in good locations in 

countries have a low capacity to enforce the law against money counterfeiters (UNODC, 2019). 

Money counterfeiters are an old problem. Money is a commodity to fulfill human needs. 

The economic system needs to have a medium of exchange to facilitate the exchange of 

commodities. Money is a thing that can be accepted by society as a tool of payment and as a 

tool to exchange commodities. Money is a medium that plays an important role in society as 

stated by Iswandono as follows:  

                                                 
1Faculty of Law, Widya Mataram University, Yo, Indonesia, email: hartanto.yogya@gmail.com  

ORCID iDhttps://orcid.org/0000-0002-0308-3230  
2Faculty of Law, Widya Mataram University, Yo, Indonesia, email: syafiqurrohman@ombudsman.go.id 

ORCID iDhttps://orcid.org/0000-0002-8131-4356 

  
This work is licensed under a Creative Commons Attribution-Non Commercial 4.0 International License 

 

mailto:hartanto.yogya@gmail.com
https://orcid.org/0000-0002-0308-3230
mailto:syafiqurrohman@ombudsman.go.id
https://orcid.org/0000-0002-8131-4356


     
  

57 

 

"Journey through human civilization shows that money is a part of human daily life, 

even though there are some people who stated that money is the core of the economic system, 

now in modern society, where is the economic mechanism based on commodities traffic. Every 

Economic activity needs money as a tool to run economic activities" (Iswandono, 2004). 

Thereby explaining why money is so important and why humans trying so hard to focus on 

their careers to make a lot of money, even though it has to break the law. Breaking the law has 

many forms of crime to the money itself like money counterfeited and the distribution of fake 

money.  

The distribution of fake money and money counterfeit becomes more and more 

terrifying to society, Zulkarnaen stated that the effect of the money criminal act can threaten 

the stability of the monetary, especially the national economy (Zulkarnaen, 2020). Criminal 

acts like money counterfeiting and distribution of fake money are included in the category 

special criminal even though it is written in KUHP, but KUHP has not yet comprehensively so 

its regulated by special regulation(ex specialis) that is  Law on Currency.3 

Though Bank Indonesia (BI) through the Director of Money Management Department 

BI Yudi Harymukti officially stated there is a reduction in the amount of distribution of fake 

money dominated by Rupiah currency in Indonesia. That happened from the comparison of 

fake money to real money which has a downtrend in 2019 from 2015. The fake Rupiah ratio 

as a benchmark of level money counterfeit increases by 11 sheet/ one million rupiah. That ratio 

means every one million rupiah among all the sheets, 11 sheets are fake money. In 2019 the 

ratio became in one million rupiah among all the sheets, 8 sheets are fake money (Halim, 2020). 

The effect of money counterfeit on a nation is destroys people's trust in their currency 

and becomes one of the most common currency criminals in society and affects every aspect 

of human life. Distribution of fake money and money counterfeiting not only to gain more 

money but can also be used to destroy political, social, and economic stability. This criminal 

also affects government authority from an international perspective. During the Covid-19 

pandemic, money counterfeiting and fake money distribution were suspected became larger 

because the pandemic destroys the nation's economic situation and people are suffering to 

fulfill their needs. This situation became one of the motivations of money counterfeiters and 

distributors of fake money to do their criminal acts and there is some other motivation, like 

they want to destroy the nation's political and economic situation. Remembering all the nation's 

economic activities, the existence of fake money is a thing that barely can be avoided because 

money plays an important role in economic activities. Money plays an important role because 

money is a medium of exchange and became more vital to fulfill people's needs. But there's 

never a case in Indonesia someone distributes fake money affiliated with terrorism like in 

Bulgaria (Geshev & Marin, 2020). 

Even money counterfeiters did this in a simple way, like in the news 

website Tribunnews.com Whom TSJ (30) lives in district Bantul held by police because he 

counterfeited money. He got caught because the police got information from his criminal 

partner that has got caught earlier. TSJ was printing fake money with a printer. The accused 

printed the fake money using a printer and HVS 80 grams (Theresia, 2020). 

In this pandemic situation news about the distribution of fake money keeps coming, 

one of the cases from The Jakarta Post (14 Mei 2020): Tasikmalaya police confiscate fake 

money in 100.000 rupiah banknotes in one of their checking post that was supposed to be built 

for physical distancing in West Java. "We held the fake money in our checking post in Cikunir 

Singaparna," said Tasikmalaya Police Chief Ajun Komisaris Besar. Kamr. Hendria Lesmana 

(Nugraha, 2020). 
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The broad meaning of counterfeiting includes the manufacture of products that are very 

similar to other products with the aim of misleading users/buyers/users. Such as trademark and 

copyright infringement (OECD, 1998). In general, money counterfeited and distribution of fake 

money was motivated by economic motives, even though in some cases there are some other 

reasons such as political, and economic motives, but it is hard to prove it. The existence of 

money in a nation has to stay in its function and it must be compatible and has to anticipate 

currency criminal act threats and the distribution of fake money then Bank Indonesia has to 

make policies about the prevention of money counterfeiter through preventive and repressive 

actions, there are some preventive action: 

1.1 Announce the characteristics of real money. 

1.2 Increase the security features on the newly printed rupiah. 

1.3 Increase the coordination and cooperation with a related instance. 

1.4 Increase cooperation with international instance. 

 

While repressive actions like cooperation with police to catch the criminals whom 

counterfeit amd distribute fake money. The emergence of these currency criminal acts such as 

money counterfeiting and distribution of fake money was caused by how low capacity to detect 

fake money and people's ignorance about money counterfeit and distribution of fake money. 

Government has to do an effort to look for many solutions to these criminal acts.  

The effort to catch the money counterfeiter and distributor of fake money is a part of 

the law enforcement, but these actions in Indonesia are still not enough and need to improved. 

The look at how weak law enforcement is to punish the suspect of money counterfeit and 

distribution of fake money can be shown from how the police reveal money counterfeit and 

fake money distribution criminal acts. It's hard to collect proven pieces of evidence and catch 

the suspects. This is because criminal acts are usually controlled by the actor or the suspect 

itself and were organized that looks educated, capitalized, and has good moral. Ther other 

weaknesses to enforce the law to money counterfeiting can also be seen from the sentence to 

the suspects. The suspect who got the positive sentence is still considered to get the light 

sentence. The problems from law enforcement can't be removed from the facts that the law still 

related to the instance of who made it, who carry it out to people, the facility, and the people 

themselves.  

According to Ariani Putri there are some alternatives methods of payment to reduce the 

potential for counterfeit money, there is a plan about electronic money, like Chintia and Eko 

have been talking about, that there is an alternative to prevent money counterfeiting to engage 

people to start shifting using electronic money (Putri & Prasetyo, 2020). But this idea was 

opposed by the writer because, the facts that electronic money is only used known by educated 

people and middle-class people, while common people especially traditional economy 

ecosystems still uneducated, like traditional markets, small shops for example small merchants 

around Giwangan terminal still depend on physical money.  

Random interviews on local five small shops owned by local people in Yogyakarta and 

seven small shops in every different districts such as Semaki, Muja-muju, Tahunan 

Warungboto, Pandeyan, Sorosutan, Giwangan,  averagely some of them don't have the tool to 

detect fake money using ultraviolet light but only rely upon looks, touch, examined the money 

to detect whether is it fake or real, and they only did these to the 50.000 and 100.000 notes, 

And Then the same thing happened too in traditional market like Bringharjo, Pathuk, 

Giwangan, Telo the local merchant also. But average the cashier desk in modern shops such as 

Superindo, Alfamart, and Indomaret   have a tool to detect fake money using ultraviolet light.  

The strategy in criminal acts is a miscommunication between the constitution, police, 

facility, and people, which will have the potential to have negative effects on the whole system. 

The constitution also written anything that can't be done and also its punishment.  
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Method. 

Doctrinaire research tends to be applied, according to Ishaq this is also called research 

library and study documentation because this research is based on secondary data that are at 

the library such as books and official documents from the government (Ishaq, 2017), and news 

from the internet that fit the research topic (Riyanto & Panggabean, 2021). Then there are 

efforts to find, develop, and test the facts that are collected and also analyzed data thoroughly, 

clearly, and systematically in accordance with the scientific method. 4  The reseacher 

formulize this  criminals acts distributor of fake money supported with some obstacles happens 

in reality. The writer also interviewed the investigator to collect constitutional material to 

support this article, and some of the local merchants were picked randomly as an informant in 

Yogyakarta especially district Umbulharjo one of the largest districts in central Yogyakarta. 

 

3. Result and Discusion. 

 3.1. Investigation of Counterfeit Mony Dealers. 

The constitution is a rule that has to be obeyed than order and security can be created 

so welfare and prosperity can be achieved in society. Law enforcement is a term that has many 

meanings (Sunggono, 2011). According to Hartanto, one of the policies about criminal acts is 

the action to extinguish crimes in society and the effectiveness can be measured. At the same 

time, Bambang state that  the form of criminal acts can be seen from formulating certain articles 

of law (Hartanto, 2019). 

The writer agrees with the main problem of law enforcement in a developing country, 

especially Indonesia it is not the system, but it depends on the quality of the human who 

enforces the law itself. Therefore human quality to enforce the law plays the most important 

role and also the most strategic position. Eman said the problem with the transparency of the 

constitution instance has a strong relation to the accountability performance of law enforcement 

agents (Sulaiman, 2022). The agent of law enforcement is the police. 

Crimes about a currency can be found in article 244 and article 252 KUHP, (Suwarjo, 

2014) said: 

 Money Counterfeit. 

 Distribute fake money. 

 Smuggle and save fake money to Indonesia. 

 Ruin the currency like reducing the value of a currency with the intention to 

distribute it. 

 Distribute the damaged currency. 

 Save and smuggle the value-damaged currency to Indonesia. 

 Distributing fake money and value-damaged currency. 

 Save and smuggle fake and value-damaged coins to Indonesia. 

 

Currency criminal acts in Indonesia are written specifically in article 11 verse 3 2011 

about currency to Bank Indonesia (BI). BI is the only authorized instance to distribute money 

to the public in Indonesia. This means there is no other instance who has the authority to 

distribute money to the public in Indonesia. There are a lot of factors that influence the 

distribution of fake money, one of which is economy. This situation was used by irresponsible 

suspects to persuade and give opportunities to poor people so they can make money. Another 

factor is the technology to copy and print fake money became so advanced.  

According to Muhammad, Police of the Republic of Indonesia, have 3 methods to 

overcome money counterfeiting, like repressive efforts can do when crimes have occurred 

(Ahmad, Dedi, & Hadriana, 2020). This means enforcing the law, even though through this 

                                                 
4ibid 
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repressive way the money counterfeiter still keeps happening with sporadic motives in almost 

all areas of Indonesia. This repressive law enforcement is collect all the pieces of evidence and 

even tries to find back the distributed fake money, arrestment and then handed over to the 

judiciary following Police Chief Regulation (Perkapolri) article 1 number 5  which governs 

pieces of evidence.5 

Police commissioner Haryana gave an opinion about to resolve money counterfeiting 

has to be corresponding with the instruction from Bank Indonesia,  like 3D campaign (Dilihat, 

Diterawang dan diraba). With those methods, we can detect any suspicious signs like 

watermarks, or if there any noises when we touched them. Then try to do a transaction in a 

bright area, but for a safer option try a non-banknote transaction through ATM BI has to 

socialize with the public about the money in circulation, and the suspect's motivation is 

economic reasons. BI and police have to cooperate to prevent money counterfeiting so the 

public can have awareness of money counterfeiting and distributing fake money.6 

The efforts police have been trying especially to enforce the law about money 

counterfeiting: 

 Routinely make counseling with Bank Indonesia. 

 Increase the amount of socialization and investigation to suspicious places that are 

estimated  where the money has been counterfeited. Suitable with Subaidah's opinion 

said that socialization has to do periodically with a competent speaker (Juita, 2019). 

 Involve someone from Bank Indonesia to check the money authencity. 

 

If there is a complaint and report personally or group about money counterfeiting 

conducted by personal or group, then the police have to follow up on that complaint or report 

accompanied with enough pieces of evidence. With that arrest, police are required to arrest 

with the procedure that has been set in the constitution.  

Inspection with the suspect police uses the usual ways like asking questions following 

money counterfeiting. With that inspection result, there will be a report in the form of news 

then handed over to Public prosecutor. 

As additional data the writer usually handed over data analysis obtained from Brigadier 

M. Ghufron as follows:7 

Police Report No: LP/.../.../2018/DIY/RESTA/UH March 2018 suspected has occurred 

criminal act "everyone who distribute and spend with counterfeited money" which happened 

on Sunday, 18 March 2018 in Giwangan bus station, Umbuharjo, Yogyakarta conducted by 

FMS/FR three times with Rp. 100.000 banknotes series numbers TKM220494, TKW330494, 

and JDM330494 suspected spent by FS/FR to buy gudeg, tissue dan cigarettes at three grocery 

stores in Giwangan bus station. According to the witness report SR as security at Giwangan 

bus station, previously arrested the suspects and put them in a security post because there is 

commotion in front of the grocery store, the suspects tried to buy Gudang Garam Surya 

cigarettes from W as a victim, with fake money series TKM220494 and the suspects was given 

Rp. 77.000 as a return with real money. After listened "S" another victim confessed, he get 

fake money as payment with series number TKW330494  to buy one portion of gudeg for Rp. 

15.000 and one pack of tissue for Rp. 5.000 and then the victim gives the suspect Rp. 80.000 

as return. And then the third victim "DPA" also gets Rp. 100.000 as payment with series 

number JDM330494 to buy 1 pack of cigarettes Dji Sam Soe for Rp. 20.000 and the victim 

                                                 
5 Regulation by Head of the National Police of Indonesian Republic Number 10 of 2010 concerning Procedures 

for Managing Evidence in the Environment of the Indonesian National Police. 
6 Interview with Kompol Hariyanto, Reskrimum Polda DIY, 5 January 2021.  
7 Interview with Brigadier Muhammad Ghufron, Special Criminal Investigation Unit of the Special Region of 

Yogyakarta, 3 January 2021. 
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gave the suspect Rp. 80.000 for return with real money. And then the witness "SR" and the 

victims report the suspects to Umbulharjo police station, Yogyakarta to make a report that there 

someone buys their kinds of stuff with fake money. The suspect was held in the security post 

and then handed over to Umbulharjo police station, Yogyakarta with some pieces of evidence.  

From this case was expected to purposely distribute and spent fake money by "FMS" 

to buy kinds of stuff at some grocery store in Giwangan bus station, to get the real money in 

the form of creturn. Since the victims they feel harmed by that act so they report this event to 

the police. After a long investigation by the police and evidence checking that had been secured 

by the police, there is found 3 sheets of Rp. 100.00 banknotes with series numbers 

TKM220494, TKW330494, and JDM330494 are suspected of fake money. Those Rp. 100.000 

was suspected fake money found when the suspects spent it on three different grocery stores 

owned by "W", "S", and "DPA". Those Rp. 100.000 banknotes and the change money was 

confiscated by the police as evidence. After investigation of the witness and suspect's 

description then those three sheets of Rp. 100.000 banknotes have to be checked  it by the 

police and Bank Indonesia. The police have to submit a request to expert witnesses from Bank 

Indonesia to explain the authenticity of the evidence of three sheets of Rp. 100.000 banknotes 

were suspected fake money and it's proven fake money. The explanation expert witnesses can 

strengthen evidence about money counterfeiting and spending fake money done by "FMS".  

There is an investigation sequence to the money counterfeiting suspects in Umbulharjo 

police station to "FMS", as follows: 

 There will be captured news about this case. 

 There will be arrested news about this arrest.  

 Foreclosure for three sheets of Rp. 100.000 banknotes evidence that was suspected 

fake money with series number TKM220..., TKW330..., JDM330.... then there will 

be a news about this foreclosure and has requested approval for the confiscation from 

the Yogyakarta District Court. 

 Witnesses investigation so police can get pieces of evidence from witness's 

statement. 

 Investigation on the suspect "FMS" so the police can get the suspect's statement. 

 There will be a discussion like a case analysis and juridical analysis with chapter 36 

Constitution Number 7 2011 about Currency involving Bank Indonesia. 

 Make a resume by an investigator and then there is a conclusion. 

 All the files and data were handed over to the judiciary. 

 

In terms of investigation, the suspect has some rights guaranteed by the constitution as 

follows: 

 The suspect's rights will be checked by the investigator. 

 The suspect's rights will be handed over to the judiciary to get legal certainty. 

 The suspect's rights will be announced clearly when the investigation starts. 

 One of the most important things the investigator has to remember is that he has to 

based on presumption of innocence law.  

 

From the investigation result from Bank Indonesia and all the supporting pieces of 

evidence so investigator conclude that supect "FMS" can be expected or suspected did criminal 

acts "any person who circulate and or spend Rupiah which is known to be a counterfeit, shaall 

be sentenced to maximum imprisonment of 15 (fifteen) years and maximum fine of Rp. 

50.000.000 (fifty billion rupiahs).". Investigator believe this suspect's case can be sentenced 

with Article of 36 Republic of indnonesia Law No.7 of 2011 Concerning Curency. 

In Indonesia, in case there is criminal acts that cause material losses, it is regulated in 

the Criminal Code (KUHP). Specifically related to the circulation of counterfeit money, 
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regulated in article 245 KUHP that explained that: "Any person who knowingly uses the 

original and unfalsified state currency or banknotes or banknotes, namely State currency or 

banknotes or banknotes that are imitated or falsified by himself, or which at the time of receipt 

is known to be counterfeit or counterfeited, or any person who saves or imports into the State 

of Indonesia such State currency and banknotes or banknotes, with the intention of circulating 

or ordering them to be circulated similar to the original which has not been counterfeited, shall 

be sentenced to imprisonment forever fifteen years." 

From various money counterfeiting criminal acts, criminal acts that are sentenced 

towards the suspects based on law and constitution tend to be light, even though that criminal 

acts like money counterfeiting not independent acts but mainly is organized criminal even 

transnational criminal acts, like: 

 Money counterfeiting was usually conducted by recidivists, these criminal acts 

possibly because the punishment sentenced to the recidivists was too light. 

 Money counterfeiting needs a complicated process, and usually, these criminal acts 

are conducted by some people with specific skills.  

 

There are some problems with the investigation of money counterfeiting according to 

Amira and Masitoh, that often the police are overwhelmed. The police were far left behind than 

the suspects in destroying evidence and running away. And with advanced technology, criminal 

suspects are easier to operate and run away to another country (Paripurna, Indriani, & Widiati, 

2018). 

 

4. Obstacles Found in Carrying Out Investigation Againts Perpetrators of 

Criminal Acts : Delaers of Counterfeit Money at Umbulharjo, Yogyakarta. 

4.1 Internal. 

  Law enforcement especially in money counterfeiting by police has some issues  in 

investigation of the money counterfeiting suspect in Umbulharjo as follows:  

 Umbulharjo is the biggest city in Yogyakarta, so the personnel at Umbulharjo Police 

Station can't match with the citizen of Umbulharjo city. 

 No police personnel has the capability of money counterfeiting so they can't directly 

know if its a real or fake money. 

 Umbulharjo police station has no tools to detect fake money. 

 Limited budget and facility, so law enforcement doesn't go well. 

 Money counterfeiting is an organized criminal act so the police have difficulty 

catching the suspect. 

 Money Counterfeiter suspect usually an organization that has high mobility, they can 

easily book a room at the hotel as a transit. 

 

4.2. Eksternal. 

Some factors affect the law enforcement to the money counterfeiting suspects as 

follows: 

 A constructive society responding to money counterfeiting. Money counterfeiting 

still terrifies the public, especially when the suspect uses advanced technology, 

public attitude and behavior in responding to money counterfeiting is based on public 

perception assuming it is hard to detect fake money without the proper tools and the 

public doesn't have the skills to detect fake money. 

 Low legal protection on the victims of money counterfeiting act. 

 Usually, the public is worried about the authorities reaction to their loss in other 

words public has low trust to the authorities. 
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 The victims usually don't report their loss so the suspect doesn't get his/her 

punishment. 

 There is no legal protection for the victims like victim's loss, is there any 

compensation from the suspect or the authorities? According to Muhammad A. M, the 

definition of law is so wide and complex depending on whom defines it. This means 

the definition of law is unlimited (Maskur, 2016). So legal protection is one thing that 

deserves has country's attention. 

 Limited money counterfeiting socialization from Bank Indonesia.  

 

If all these constraints don't get any attention it will affect the stakeholder itself like the 

public, police, and Bank Indonesia. 

 

5. Efforts  to Overcome Obstacles of Law Enforcement. 

 Promote criminal detective assigment  with fast targeting method. 

 Police coordinating with the related authorities like Judicature, Attorney, and Bank 

Indonesia. 

 Personnel mobilization especially in areas that vulnerable to money counterfeiting. 

 Asking Bank Indonesia to make socialization about new banknote designs. That 

socialization has to be improved especially in public spaces such as grocery stores 

and traditional market. 

 When there's a report about money counterfeiting police have to act immediately so 

the suspects don't have the chance to run away. 

 

Police can't overcome these problems if the related authorities don't support these 

investigation. In these problems, the most important thing is public legal awareness. Without 

the public's legal awareness, all efforts that police will be worthless. To prevent money 

counterfeiting must be focused on the people themselves, like changing the public perspective 

on the money counterfeiting act. But this long-term effort has to be supported by: 

 Restructure the money counterfeiting article, so it can help catch money 

counterfeiting suspect. 

 Make legal protection or compensation for money counterfeiting victims. 

 Apply special procedures in law enforcement agencies especially the police, about 

money counterfeiting like the police release foreclosure letter as soon as possible.  

 Train the police personnel about how to overcome money counterfeiting especially 

to be more sensitive and expert about money counterfeiting.  

 Empower the related formal and informal organizations to put more attention on 

money counterfeiting. 

 

In late 2020, there is viral news about new Rp. 75.000 banknotes when this banknote is 

scanned by augmented reality. However, the Chief of the Bank Indonesia Communication 

Department O. Widjanarko said they did not scan the banknotes, and Central Bank also didn't 

make an app to detect money. This AR technology can detect an object using a coding code, 

from money photos to activate the video, audio, or text that is programmed by the developer. 

According to the writer, this technology needs further research to detect fake money also it 

needs to be convenient and fast to use. If this idea had been developed by the Indonesian 

government it can facilitate the investigator and public to detect fake money.  

 

6. Conclusion. 

Those who have the right to carry out investigations are the Indonesian National Police 

as the only authorized government agency in this matter based on the Law of the Republic of 
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Indonesia Number 2 of 2002 concerning the Indonesian National Police. Prosecution authority 

by the Attorney General of the Republic of Indonesia based on Law No. 11 of 2021 concerning 

Amendments to Law Number 16 of 2004 concerning the Attorney General of the Republic of 

Indonesia 

Investigation results form suspects, witnesses and expert  including any supporting 

pieces of evidence, and the investigator can state that "FMS" can be suspected of a money 

counterfeiting act,  referred to in Article 36 The Indonesian Repubic of Law No 7 of 2011 

concerning currency in conjunction with Article 245 of the Criminal Code. 

Money counterfeiting act in general perspective, still considered to get a light 

punishment. Because this act can't be stand-alone, but this is an organized criminal act 

moreover a transnational criminal act. 

There is some factor why money counterfeiting occurs such as: First, economic factor, 

there are so many uneducated people living in poverty. Uneducated people don't know if money 

counterfeiting is a criminal act. Second, people tend to be affected by his/her neighborhood 

behavior, one of his/her friends be friends with a criminal, then he will be affected by the 

criminal and do the same criminal act. Third, Technology is one of the factors, tech facilitates 

the suspect to get or make fake money, and even now fake money can barely be distinguished 

from real money.  

Socialization to the public about money counterfeiting that with advanced tech can 

make fake money that can barely be detected by the public. People retrieved fake money and 

use it because they felt like a victim and doesn't want to cover the loss. Bank Indonesia has an 

important role here, according to Kazakstan the public needs some human development in the 

economic aspect so Indonesia can have a quality workforce based on special training (physical, 

intellectual, and labor potential) (Petkov, 2019). while in Indonesia traders and laborers don't 

have this skill. 

There are no loopholes in the law, but this problem is at the level of law enforcement 

and there is still a lack of socialization from Bank Indonesia and limited counterfeit currency 

detection tools that should be owned by traders with the qualifications of small traders or 

traders in traditional markets. 

 

7. Suggestion. 

Money counterfeiting is a serious criminal act because intending to get rich and it can 

harm a country's economic situation. The government and the public collaborate so they can 

have an impact to prevent any money counterfeiting acts.  

Besides, apply Article 36 of Republic Indonesia Law No 7 of 2011 Concerning 

Currency as well as Article 245 of The Criminal Code to money counterfeiting suspect it needs 

an addition about fraud act because the victim doesn't know if they got fake money that harmed 

their asset.  

Police and Bank Indonesia need to make socialization about money counterfeiting, and 

spread pamphlets and brochures, and announcements through any media.  

As a closing suggestion, the government need to make regulation about giving 

compensation to the victims at a certain scale with certain requirements, for instance, there is 

a police report certificate to prevent money counterfeiting. The government can research to 

develop tech to detect fake money that is affordable, fast, and easy to use. So the government 

can distribute it to traders and laborers, especially in traditional markets that they are needs 

support from the government. 
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THE GAME THEORY'S APPLICABILITY IN THE TECHNOLOGY SECTOR: THE 

CASE OF INTEL AND AMD 
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Abstract 

This paper discusses the dominance of AMD and Intel as they are the two main 

computer chip producers in the market and their price reduction strategies that resulted in a 

loss for both enterprises. Also, the paper highlights the applied prisoner dilemma strategy. The 

methodology section of this research includes a payoff matrix between the two companies, 

followed by an analysis of CPU prices offered by Intel and AMD. And finally, an illustration 

of Intel’s share of sales to analyze the market standing of the two companies. The findings of 

this study show that Intel needs to readjust its pricing policy as slashing prices cannot be 

maintained in the long term.  

Keywords: Game Theory, AMD, Intel, Dominance, Prisoner’s Dilemma 

JEL Codes: C70, D00, C72 

 

1. Introduction 
Game Theory is the examination of mathematical models regarding conflict and 

collaboration between bright and logical decision-makers (Ho, Hsu & Lin, 2011). It is an 

independent field of study that is employed in social sciences, biology, applied mathematics, 

international relations, and most noticeably economics (Bhuiyan, 2016). In game theory, the 

gain of an agent in making a decision relies on the decisions of others (Bhuiyan, 2016).  

The game is made up of an assortment of rules and arrangements that the players follow; 

the game compromises three main components which are several players, several strategies for 

each player, and many predilections over possible outcomes (Pertovt, Javornik & Mohorčič, 

2011). The individuals taking part in the game are referred to as players and decide their moves 

at each level of the game, and the decisions of the players affect the outcome of the game for 

every player (Pertovt, Javornik & Mohorčič, 2011). 

There are two principal categories in the game theory which are cooperative and non-

cooperative games; non-cooperative games presume that every player moves separately 

without cooperating with the other players and selects the strategy that enhances his welfare 

(Burguillo, 2018). On the contrary, the cooperative game theory examines the attitude of 

players when they collaborate, inside cooperative games, there are coalition games in which 

some players try to establish collaborative groups to enhance the way they perform in a 
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competitive game and to allow players to achieve their objectives that they may not be able to 

achieve on their own (Burguillo, 2018). The non-cooperative game theory checks decisions 

that arise from the economic interactions between the individuals making the decisions 

(Norozpour & Safaei, 2020). Where each player makes decisions to maximize their utility 

(Owen, 2013, as cited in Norozpour & Safaei, 2020). On the other hand, cooperative game 

theory employs analytical methods to examine the behaviour of rational players when they 

collaborate (Owen, 2013, as cited in Norozpour & Safaei, 2020).  

The objective of this research is to examine the application of the game theory to the 

Technology oligopoly using the case of Intel and Advanced Micro Devices (AMD) which are 

two of the major computer chip manufacturers in the world. This research aims to provide 

evidence on how the application of the game theory between the two companies can influence 

their profits. 

This research is divided into five parts, first is an introduction followed by a literature 

review, after which is the methodology succeeded by results and finally ending with the 

conclusion. 

 

1.1. Research Motivation 

The motivation for this research is to provide a better understanding of the game 

theoretic approach applied by Intel and ADM. This will provide insights to entrepreneurs on 

the strategies used in the market and the competition in the technology industry. In addition, it 

aims to provide a better explanation of the application of the Game theory in an oligopoly 

market. 

 

1.2. Research Questions 

- What are the Game theory strategies employed by Intel and ADM? 

- What is the impact of the Game theory application on Intel and ADM? 

 

2. Literature review 

The game theory is majorly applied in fields such as oligopolies and auctions (Fink & 

Humes, 1998, as cited in Norozpour & Safaei, 2020). An oligopoly market is a condition where 

a small number of large firms simultaneously obtain control over a large market share while 

being knowledgeable of the impact of their interrelationship on the market share and profits 

(Norozpour & Safaei, 2020). As a result of this oligopolistic framework, choice-making 

depends to a large degree on the game theory (Norozpour & Safaei, 2020). 

 

2.1. Types of the game theory  

2.1.1.  Zero-sum games 

These are games where the outcome is distributed among players as the decisions of 

the players cannot alter the available resources (Burguillo, 2018). In this game, a player wins 

when another player loses, this results in a net change in benefit equal to zero (Bonau, 2017). 

Poker is an illustration of the zero-sum game (Burguillo, 2018). Examples of this include 

gambling and chess (Bonau, 2017). The solution to this game which was shown by Nash shows 

that two or more players will not change their decision when they are informed of the choice 

of the other player and are aware that there will be no benefit in altering their decisions (Nash, 

1951, as cited in Bonau, 2017). Thus, the Nash equilibrium as several choice strategies 

indicates that players are not able to enhance their winnings by changing the strategy on one 

side; nevertheless, losses and gains are not always apparent and measurable in real-life 

applications (Bonau, 2017). 
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2.1.2. Non-zero-sum games 

The benefit of one player does not coincide with the misfortune of the rest of the players 

as in this kind of game, the collaboration of players may result in higher outcomes than self-

serving playing (Burguillo, 2018). 

The prisoner’s dilemma is the most widely known illustration of the non-zero-sum 

games (Bonau, 2017). Positive-sum games lead to a state where both players win as no one 

wins at the loss of another, as a result, the total of wins and losses is more than zero which is a 

“win-win” state (Spangler, 2003, as cited in Bonau, 2017). Thus, the rationality of a player can 

result in gains for the other player as well as himself by making a decision that allows the other 

player to gain (Bonau, 2017). On the other hand, negative sum games can result in a loss for 

all players which leads to a “lose-lose” state where the sum of benefits and losses has a negative 

value (Bonau, 2017). 

 

2.1.3. Perfect Information games 

In a perfect information game, the player knows all the prior decisions of other 

participants in the game when it is his turn to pick a move (Raoof & Al-Raweshidy, 2010). A 

game is considered to have perfect information provided that players move consecutively and 

have the chance to watch all the moves of other players (Fang, Liu, Basak, Zhu, Kiekintveld, 

& Kamhoua, 2021). the game is considered to have perfect recall if every player remembers 

all of their past moves (Fang et al., 2021). 

 

2.1.4. Imperfect information games  

In the case that the player can obtain no information regarding the moves of other 

participants when it is his turn to choose, this is considered an imperfect information game; an 

example of imperfect information games is card games where the cards of every player are 

concealed from the other players (Benmammar & Krief, 2014).  

 

2.1.5. Sequential and Simultaneous games 

In a sequential game, a player makes his move before other players make their moves; 

the players must obtain information regarding the decision of the first player (Benmammar & 

Krief, 2014). In sequential games, there is an order of actions where every player obtains a bit 

of information regarding the past activities conducted by the remainder of the players; a little 

knowledge is sufficient as perfect information is not necessary; chess is considered a sequential 

game (Burguillo, 2018).  

On the contrary, in simultaneous games, players conduct their moves without prior 

knowledge of the moves of other players, they do not use a time axis and usually take the form 

of payoff matrices (Benmammar & Krief, 2014). Normally, simultaneous games take on the 

normal or strategic form while sequential games take the extensive form (Burguillo, 2018).  

 

2.1.6. Evolutionary games  

This game type was developed by John Maynard Smith in the context of biology in 

1973 (Smith, 1982, as cited by Raoof & Al-Raweshidy, 2010). The evolutionary game theory 

describes game models in which participants embrace their strategies through a trial and error 

process in which they understand over a while that some strategies have a better performance 

than others (Benmammar & Krief, 2014). 

 

2.2. Applications of the Game Theory 

2.2.1. Nash Equilibrium 

Nash equilibrium is a case where all participants are aware of the equilibrium strategy 

of one another and the participant earns no utility in replacing only the strategy that belongs to 
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him (Nash, 1951, as cited in Farooqui & Niazi, 2016). John Nash introduced the Nash 

equilibrium by showing that each fixed game has an equilibrium point at all times, at this point 

each player chooses actions which are superior to theirs as they are completely well-informed 

of the choices of their contenders (Musah, Boah & Seidu, 2020). 

 Finite games always include an equilibrium point at which all players decide their 

optimal moves while regarding the moves of their rivals (Nash, 1950, as cited by Burguillo, 

2018). This outcome was recently known as the Nash equilibrium (Burguillo, 2018). 

The Nash equilibrium is a collection of strategies in which no participant may gain from 

changing strategies unilaterally. Minimax equilibrium in two-player zero-sum games is 

generalised to multiplayer general-sum games by the Nash equilibrium. The inverse game issue 

calls for determining the cost function in such a way that the supplied joint strategy is a Nash 

equilibrium given the players' collective strategy for the game. The inferred cost function can 

either offer incentives to promote desired behaviour or rationalise observed player conduct. 

There have been numerous results on inverse games in various contexts, including specific 

games like matching, network formation, and auction; generic classes of games like succinct 

games, dynamic games, and general convex games; and specific games like matching, dynamic 

games, and auction; whose Nash equilibria are characterised by variational inequalities (Yu, 

Salfity, Fridovich-Keil & Topcu, 2022). 

 

2.2.2. Prisoner’s Dilemma  

The approach of the prisoner’s Dilemma is the best way to illustrate dominance in the 

game theory (Norozpour & Safaei, 2020). In the case of the prisoner’s dilemma, two criminals 

decided to conduct a crime together, after which they are arrested and placed in separate jails, 

the police collect sufficient evidence to convict them both except if one of them confesses to 

the other (Norozpour & Safaei, 2020).  

Each criminal has the choice to either confess or stay silent and each of them is aware 

of the repercussions of their actions; they were offered the choice by the police that they both 

spend a ten-year jail term if both of them confess while if only one of them admits, he will 

spend one year in jail and the other will spend 25 years (Norozpour & Safaei, 2020). If they 

both did not admit the crime, they will both spend three years in jail (Norozpour & Safaei, 

2020). The prisoner’s dilemma is an illustration of a two-person non-zero-sum game (Bhuiyan, 

2016). 

 

2.3. Collusion and Cartels 

Collusion includes a large range of acts which include clear-cut agreements to the 

organization of activities on the market to independent parallel actions that arise as a reaction 

to variations in the conditions of the market (Kaplaw, 2013, as cited in Wardhaugh, 2021). 

Illustrations include joint ventures and joint purchasing agreements to make use of quantities 

of scale (Motta, 2004, as cited in Wardhaugh, 2021).  

Cartels are demonstrated through the collusion of rivals against the benefit of customers 

on frameworks such as price, quality and quantity (Wardhaugh, 2021). The formation and 

maintenance of a cartel include precious social resources being thrown away (Posner, 1975 as 

cited in Wardhaugh, 2021). 

The game between Intel and AMD can be described as a non-zero sum game as the cut 

in prices conducted by Intel negatively impacted both companies.  

 

3. Methodology 

3.1. Background of Intel and AMD 

Intel was founded in 1968 by Robert N.Noyce and Gordon Moore (Silicon Valley 

Historical Association, 2008). At the end of 1969, at the time Busicom the Japanese calculator 
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producer assigned the company to construct 12 customized chips for a product; the ingenious 

team at Intel developed a creative solution which is a chip that could perform the functions of 

twelve (Silicon Valley Historical Association, 2008). In 1980, the 8080 chip was decided to be 

used in the first personal computer produced by IBM as a central processing unit (Silicon 

Valley Historical Association, 2008). 

 In 2006, Intel declared it was able to construct the first fully operational SRAM 

(Silicon Valley Historical Association, 2008). The following year it was able to apply a creative 

mixture of materials that significantly decreased transistor leakage (Silicon Valley Historical 

Association, 2008).  

AMD was established in 1969 in Silicon Valley (AMD, n.d.). The company was 

founded by Walter Jeremiah Sanders, who was a former chief at the Fairchild semiconductor 

corporation, along with seven other people (Tiwari, 2022). In the 1970s the company began to 

manufacture microchips; it started as a second-source producer of microchips (Tiwari, 2022).  

However, in 1982 the company began to supply second-source chips for Intel, which 

produced the microchip employed in IBM personal computers (Tiwari, 2022). In 1991, AMD 

started producing the Am386 microchip which was workable with Intel’s 32-digit 386 

microchip which in turn led to a long problem in court (Tiwari, 2022). In 1994 the United 

States High Court ruled in favour of AMD (Tiwari, 2022). In the same year, Compaq signed a 

deal with AMD to supply intel-viable chips for their PCs (Tiwari, 2022). In 2000, AMD 

launched the Athlon processor which was designed to operate Microsoft Windows (Tiwari, 

2022).  

 

3.2. Strategies employed by the Two Companies  

According to a case study conducted by da Costa, Bottura, Boaventura and Fischmann, 

(2009), the business environment of Intel included many kinds of companies such as PC 

producers such as IBM and Compaq, suppliers for equipment used in production and 

operational systems software makers, and suppliers as Microsoft, entities that develop Intel 

technology microprocessors and Intel main rivals as AMD and producers of duplicates to the 

microprocessors of Intel.  

A Minimax game strategy was employed between Intel and AMD as both producers 

compete in a market with a restricted size to acquire market shares (da Costa et al., 2009).  

At the end of 1998, the intel market possessed 75% of the pc processor market which 

decreased from 86% in the previous year due to the presence of cheap imitations of Intel’s 

premium chips by rivals such as AMD and National Semiconductor Corporation Which 

received a large portion of the sub-$1000 PC business (Business Week, 1999 as cited by Furrer 

& Thomas, 2000). Intel still had dominance in the market and controlled the upper end of the 

industry, nevertheless, Intel reacted by reducing the price of its Celeron chips by half which is 

considered low-end and attracting PC producers with PC parts packages at reduced prices 

(Business Week, 1999 as cited by Furrer & Thomas, 2000). In 1999, there was a 50% rise in 

the United States retail sales of sub $1000 Celeron PCs (Business Week, 1999 as cited by 

Furrer & Thomas, 2000). This drove National Corp. to give up on the computer processor 

industry as it saw it had no potential to generate profit (Business Week, 1999 as cited by Furrer 

& Thomas, 2000). AMD’s market share in inexpensive PCs declined by 10 points (Business 

Week, 1999 as cited by Furrer & Thomas, 2000). Intel can compensate for the severe cut in the 

Celeron price by making large profits on other product lines (Business Week, 1999 as cited by 

Furrer & Thomas, 2000). 
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 Figure 1: Pay-off Matrix between AMD and Intel  
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  Gain  
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 Source: (Furrer & Thomas, 2000) 

 

Intel repeated this strategy in 2002. AMD significantly decreased the prices of its 

Athlon processors for mobiles and desktops after days following a similar action by its 

competitor Intel (CNET News.com, 2002, as cited in Erhun & Keskinocak, 2003). As a result 

of the price reductions, AMD raised shipments of processors in the first quarter of 2002 relative 

to the fourth quarter of 2001, becoming higher than 8 million (Erhun & Keskinocak, 2003). 

However, the revenues from processors decreased by three percent (Erhun & Keskinocak, 

2003).  

Instead of carrying out reciprocal price reductions, Intel and AMD would have better if 

they maintained the higher prices rather than getting involved in reciprocal price reductions 

(Erhun & Keskinocak, 2003).  

 

3.3. The Impact of the Game theory application on Intel and AMD 

As shown in figure 2 it can be inferred that there was a decrease in the price in 1999 by 

Intel, this was again repeated in 2002 when Intel decreased prices again and AMD soon 

followed. The prices of CPU chips exhibited great fluctuations over the years. According to 

CNN Money, Intel announced to computer producers a 16% decrease in the price of the 400-

MHz Celeron and a 24% decrease in the price of the 366-MHz chip accompanied by a 19% 

decrease in the 333-MHz chip (CNN Money, 1999).  

 

Figure 2: Frontier Central Processing Unit (CPU) prices in Intel and AMD from Q1 

1993 to Q4 2004 

 
Source: Goettler & Gordon (2011) 

 

AMD declared that the losses of the second quarter of 1999 will be considerably worse 

than anticipated which indicates that Intel’s powerful price reduction counterstrategy has had 

a bad effect (Takahashi, 1999). AMD announced operating losses of approximately $200 

million for the second quarter mainly caused by price reductions in addition to the inability of 
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the company to convince customers to come back after not being able to ship their orders in 

the former quarter (Takahashi, 1999). An article in CNET in 2002 stated that Intel decreased 

the list prices of the 2GHz Pentium 4 chips by 29%, in addition, it also decreased the price of 

the Pentium III server and desktop chips as the 1.2 GHz Pentium III price was reduced by 10% 

(Kanellos, 2002). On the other hand, AMD also performed price reductions on some of the 

Athlon XP products(Kanellos, 2002). 

 
          Figure 3: Intel Share of Sales from Q1 1993 to Q4 2004 

 
           Source: Goettler & Gordon (2011) 

 

As shown in figure 3, Intel displayed dominance over the market with its share of sales 

mostly ranging approximately between 0.8 and 0.9 over the period from 1993 to Q4 of 2004. 

In Intel’s 1999 annual report, Intel announced it achieved sales of $29.4 billion marking a 12% 

rise (Intel, 1999). During the period from October 2002 to December 2007, Intel dominated 

the x86 CPU market with a minimum of 70% market share (European Commission, 2009).  

However, The commission discovered that Intel performed two illegal actions, the first 

is that Intel handed wholly or partially secret rebates to computer makers provided that they 

purchased all or the majority of their x86 CPUs from Intel (European Commission, 2009). 

Furthermore, the company also offered direct payments to a large vendor given that it only 

stocks computers containing Intel x86 CPUs (European Commission, 2009). Such strategies 

were successful in stopping customers and consumers from choosing rival products (European 

Commission, 2009). The second action is that Intel paid computer producers to stop or setback 

the launch of certain products that included x86 CPUs of their rivals and to restrict the sales 

channels accessible to these products (European Commission, 2009). The European 

Commission enforced a fine on Intel of 1060000 Euros for exploiting its dominance in the 

market and breaching EC treaty antitrust laws (European Commission, 2009). 

The game theory may be utilized in making marketing decisions in the case that the 

number of players is small, this is a large restraint that prevents it from being successfully 

applied to business to consumer markets (Dominici, 2011). Furthermore, the game theory can’t 

be utilized in offering accurate resolutions to marketing problems due to the following causes 

(Dominici, 2011): 

- It is unable to offer a single answer in the majority of cases.  

- The real conditions of the market and the attitude of its participants indicates a number 

of probable strategic solutions that is too large to be encapsulated in a game. 

- The game theory assumes rationality that is not present in the market.  
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4. Results 
Intel needs to adjust its price-setting policies as cutting prices to put competitors in a 

tough position is not a strategy that can be maintained for a long period. If Intel continued this 

behaviour, AMD would not be able to face this fierce competition. Intel needs AMD and other 

competitors to remain in the market to keep the Federal Trade Commission (FTC) away 

(Business Week, 1999 cited from Furrer & Thomas, 2000). Intel also needs to correct all of its 

illegal procedures to avoid further fines from the European Commission. 

Finally, not cutting the prices would benefit Intel as it would not have to incur the loss 

of price reductions and can gain while still maintaining a large market share. Reducing prices 

to increase market share over a certain limit can decrease the market capabilities, as a result, 

the size of the market remains constant and the rivalry increases between enterprises to obtain 

a larger part of the market through profit and price reductions, firms become involved in a 

prisoner's dilemma (Erhun & Keskinocak, 2003). In addition, AMD needs to improve its stand 

in the market by developing its products to make them more attractive to consumers to be able 

to face the fierce competition. 

  

5. Conclusion 
In conclusion, Intel displays dominance in the market for CPUs or computer chips, 

occupying not less than 70% of the x86 CPU market share (European Commission, 2009). Its 

major rival is AMD. Intel followed a hefty price reduction strategy that negatively impacted 

AMD to a large degree.  

Intel was able to make AMD incur a lot of losses over the years due to its price reduction 

strategies which AMD was not fully able to keep up with. AMD tried to increase the number 

of shipments as a consequence of the price reductions nevertheless the company still incurred 

losses (Erhun & Keskinocak, 2003) 

According to the Intel report (1999), Intel sales increased during the year. This was the 

same year the price-cutting strategy of Intel which is why it can be linked to the growth in 

sales. Nevertheless, it will be harder for the company to maintain an increasing market share 

in the future due to diminishing market capabilities (Erhun & Keskinocak, 2003). Intel and 

AMD were involved in a form of the prisoner’s Dilemma when Intel decided to cut prices 

negatively impacting the profits of both firms (Erhun & Keskinocak, 2003). However, Intel 

was able to cushion the impact by relying on the other product lines (Furrer & Thomas, 2000). 

While AMD suffered a loss. The prices of CPUs exhibited heavy fluctuations during the period 

from 1993 to Q4 of 2004 as illustrated in the graphs above. With both Intel and AMD 

performing price cuts to be able to compete. 
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