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		Abstract

		In this paper, I use a natural experiment to test the impacts of counterfeiting under weak intellectual property rights. I collect new panel data from Chinese shoe companies from 1993-2004. Exploiting the discontinuity of government enforcement efforts for the footwear sector in 1995 and the differences in authentic companies' relationships with the government, I identify and measure the effects of counterfeit entry on authentic prices, qualities, and other market outcomes. The empirical results are explained and generalized by my theoretical framework. First, low-quality counterfeit entrants induce authentic producers to both upgrade product quality and invest in self-enforcement. Second, vertical integration and other costly devices are used for signaling and complementing a company's own enforcements against counterfeits. Third, all these strategies push up authentic prices and are effective in reducing counterfeit sales. 
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