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Abstract:
We study how the equilibrium public enforcement polices respond to increases in
digital piracy and their resultant impact on innovation. Interestingly, the social
welfare maximizing enforcement polices always deter piracy but cannot prevent the
fall in innovation for initial increases in piracy, beyond which, these policies induces
innovation to be maintained at a constant level. In contrast, if the government seeks to
choose enforcement policy that maximizes innovation, then up to a critical level
piracy is tolerated and no enforcement is optimal thus allowing innovation to fall. A
comparison of the outcomes under the social welfare and innovation maximization
objectives show that up to the tolerance level of piracy there is a tradeoff between
social welfare and innovation. Beyond this tolerance level of piracy the tradeoff
disappears the results under the two objectives are identical.
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