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Summary

The subject of this thess is the exhaudtion of trade mark rights in Europe. This
paper fdls a pat in four interconnected parts, it starts by describing what
exhaugtion of intellectud property actudly is, and gives as well an introduction to
the practice of parale importations, which should not be confused with the trade
in counterfeited goods. | highlight some older case law, mostly German, and point
out when paralel importation can and will occur and why trade mark holders are
50 drongly opposed to this. Then | go more into detal in the three main systems
of exhaudtion that exig today, namely, the wel recognized nationa exhaustion,
which means that the I.P. rights holder can not object againgt the resde of goods
that have been marketed by him or with is consent on a naiond market.
Opposed to that there is the international exhaustion, which is more or less the
expresson of a world wide market. An in between form of this is the theory
developed by the ECJin the Centrafarm v. Winthrop case is the system of
European wide exhaudtion, which limits the market to the EU, or more precisey
the EEA. Nedt in the discussion is the outlining of the legd framework in Europe,
with a gpecid attention to the Trade Mark Directive. The Stuation prior to this
Directive was that most of EU countries opted for internationa exhaustion, and in
the origind draft of the Directive this was as well so, however, due to heavy
pressure of the industry Chinese whispers go, this was changed to a more trade
marks owner friendly sysem of Community wide exhaugion regime. When
pointing out the content of this Directive mogt attention will go to its Article 7,
which is not very clear in its language and which has created a Stuation of legd
uncertainty. Are Member States till able to introduce a system of international
exhaugtion or is the standard in the Directive the minimum and the maximum? This
brings us to the Slhouette case, the core of this master thesis. The ECJ followed
the Opinion of the Advocate Generd and ruled that the principle of internationa
exhaugtion has no gpplication within the EEA where the goods were first placed

on the market outsde the EEA. However, this judgment received a lot of



publicity, good and bad and | will make an overal analyss of it, pointing out some
critica points. But this case is not the end of this saga, the next important case for
pardld importers is Sebago, which basicdly confirms the Slhouette case, and
stated that European Union trade mark rights are only exhausted once products
bearing the mark have been put on the market in the European Economic Area
Another example of

what so call the fortress Europe are the Davidoff and Levi’ s cases, which are in
the same line as the previous cases and make look the future for pardld importers
not so bright.

The next part of thiswork dedls with the internationd agreements that exist in this
important part of business law. Specid attention will go to the European
Economic Area Agreement dedling with the EFTA countries, and the Mag
Insturments case, very smilar to the Slhouette one, however, with a totaly
oppodte outcome. Another agreement is the TRIPS, edtablished in the
framework of the WTO, which unfortunately deals only to aminor extent with the
Stuation of exhaustion of I.P. rights. Article 6 isonly an agreement to disagree.

| dso looked at the Stuation in two of Europe’s most important trading partners,
the US and Japan, both gpply the doctrine of international exhaustion.

In the lagt part | give an overview of the visons and sandpoints of trade mark
organisations and consumers groups, both, of course, defend reversed interests.
In the end there is the concluson in which | point out some possible strategies for
pardld importers. | should dso mention that | looked a some recent studies
commissioned by the European Commisson and found out that they don’t have
the intent to change the contemporary system of EU wide exhaustion.



Preface

Dear reader,

This should be the end product of my year as a Master in European law student
a Lund Univergty, the master thess.

The topic | choice for this piece of work is Stuated in the fied of European
competition law, more precisdy industrid property, trade mark law. | discuss the
Stuation of pardld import in Europe after the Silhouette judgment of the
European Court of Judtice. It is my believe tha this is one of the few judgments
thet redly affects dally life in Europe, Snce dmost everybody is concerned about
the price and variety of products he or she can find in his or hers supermarket.
The writing process was sometimes hard and seemed never ending, but | aso
learned alot about thisfidd of law, and | am even thinking of studying it more into
detail. However, | could not have done this without the strong support of my
supervisor, Prof. Hans Henrik Lidgard. That iswhy | want thank him very much,
he inspired me not only as an excellent motivated and passionate teacher, but dso
as a warm and kind person. This goes as well for the rest of the teaching and
adminidrative gaff of Lunds Universty, especidly ms. Johanna Stier.

Of course none of this could have happened without the constant support of my
family back home and my fdllow students and friends here and in Belgium.

So again, thank you dl very much and | hope you have as much pleasure reading
it as| had making it!

Ramses Trogh
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1 Introduction

Today's European consumers want to know why their
supermarket should not be dlowed to sdll them cut-price Levi’ s jeans and other
designer goods imported from outside Europe at discount prices. They find it hard
to understand why they should not be free to buy their new Japanese motorbike
a aprice substantially less than that being charged by an authorised dedler”.

This dl comes down to the practice of pardld importation and the question of
internationa exhaustion of trade marks, the topic of this magter thesis.

The recent vivid debate on this subject is a result of the European trade mark
legidation and the relatively young, but dready extendedly commentated
Slhouette judgment of the European Court of Justice (ECJ).

This Magter thesis dedl's with European law as it gpplies to pardld imports in the
context of both the internal and the externd trade of the European Union, and in
paticular in relation to the exhaudtion theory. The firg part deds with pardld
imports in reation to the exhaustion doctrine, and the lega framework in the EU.
For many years pardlel imports were considered the main focus of attention in
Europe's interna trade. Freeing paralel imports between Member States has
been one of the congtant gods of both the European Commission (EC) and the
European Court of Judtice. It has been perceived as being a key element in the
establishment of a common market for goods. However, sgnificant developments
have taken place over recent years with respect to parale imports in Europe's
external trade”.

This magter thesis tries to clear some things out and put them in an objective legd

and economic perspective.

! 1nthe UK aMori poll in August 1998 found that 83 per cent of the population supports the
supermarkets' practice of selling designer goods from outside the E.U. www.mori.com2002-
05-24.

> DEMARET, P. & GOVAERE, |., Parallel Imports, Free Movement and Competition Rules:
The European Experience and Perspective, Course Material, University Press, Ghent
University, 2000.



Sating point of this thess is an introduction to the doctrine of “exhaudtion of
trade mark rights in Europe®, then | explore the Trade Mark Directive of 1989*
and, to a lesser extend, the Trade Mark Regulatior?. | will aso look a the very
recent NERA study ordered by the Commission and try to answer the question
whether there should be aturn in Europe' s exhaustion policy

In the second part | will scrutinize the relevant case law of the ECJ, especidly the
1998 Slhouette judgment and its interpretation of Article 7 (1) of the Trade
Mark Directive. | will dso have alook at the following-up of Silhouette, namely
its successors, the Davidoff , Levi Strauss and Sebago cases. Afterwards | will
pay attention to the EEA Agreement and the Mag I nstruments case of the EFTA
Court, where a totaly reversed judgment was handed down. In the third part |
will look a the Stuation from a WTO perspective and particularly examine the
TRIPS Agreement.

In the last pat | will check the Stuaion in Europe's most important trading
partners, namely the USA and Japan, and findly | will make critica remarks and

draw up a conclusion.

® GROSS, N., Trade Mark Exhaustion: The U.K. Perspective, E.I.P.R. 2001, 5, 224-225,

* First Council Directive 89/104/EEC of December 21, 1988 to approximate the laws of the
Member States relating to trade marks, (1989) O.J. L40/1, as amended by Art.65(2), in
conjunction with Annex XV1I, point 4, of the EEA Agreement, (1994) O.J. L1/3.

® Regulation on a Community Trade Mark (40/94), 20 December 1993, O.J. 1994 L 11/1)



2 The Doctrine of Exhaustion of I.P.
rights

2.1. The Doctrine of Exhaustion of I.P. Rights and Parallel
Importation: a General Introduction

The issue of nationd or internationd exhaugtion of |.P. rights is
highly complex and has been subject to extensve debate among economigts,
lawyers, lobbyigts and policymekers. This thesis offers an introduction into this
‘jungle’ of intellectud property rights exhaugtion, focusng on the legd as well as
on the economic aspects of the debate.

The concept of exhaustion of intellectua property rights, aso  known as the first
sale doctrine, originates from decisons of the German Reichsgericht in the firg
decade of the previous century’. The generd idea behind exhaugtion is, that the
lega monopoly confers only the right to control the first sdle; after the first sdle the
right is exhausted which means tha the right cannot be used to control the
subsequent dedlings’.

The practical sgnificance of this exhaudtion isthet the origind manufacturer cannot
use hisintellectua property rights to tie the successve buyers of his product to his
own conditions, for ingtance fixed prices, for retail sales.

Assad it was the German Reichsgericht that developed this exhaudtion rule. The
dogmatic explanation has been provided by the so-called patriarch of intellectua
property law: Josef Kohler®. Kohler regarded this rule of exhaustion of rights asa
necessxy demarcetion line between two colliding properties, the intellectua
property right of the producer and the common proprietary right of the owner of a
copy of a product he has bought. The latter should remain free to enjoy the

® For trademarks compare RG, February 28, 1902, RGZ 50, 229 (K6l nisch Wasser) and RG,
May 2, 1902, 51, RGZ 263 (Mariani).

"HARTMUT, J,, Exhausiton of Patent Rights: Merck Il Judgment, at www.akingump.com
2002-04-22

8 KOHLER, J, Urheberrecht an Schriftwer ken, 1907.
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specific privileges of traditional ownership: he should be free to resdll or otherwise
dispose of his property.

In the mean time this idea has conquered the world. The main problem is not to
establish this principle of exhaustion of intellectud property law, the next question
is whether this operates only on a nationd or regiond scae, or whether, on the
contrary, it has a worldwide effect, the so-cdled doctrine of internationa

exhaugtion.

In 1970 Beier andysed the case law on an internationd level and came to the
folowing concduson: “Concerning the interest of trademark owners in

preventing parallel imports the decisions make it clear that in all instances,

(...) the main purpose of a trademark infringement action against a parallel

importer is to protect the marketing system in the import country from
disturbance through the presence of undesired imports”. The man issue is
thus to protect the sole digtributors and the protection of licensed domestic

manufactures againg pardle importers.

The practice of pardld importation relates to the fact that so-called, ‘parallel

traders’ or “grey marketers’ buy genuine branded goods in a low-price country
and import them to another country where those goods are normaly sold a a
higher price. This can, of course, only occur where the difference is sufficiently

enough for the importer to make some profit after paying transportation costs and

any border taxes. As a generd economic rule the paralle importer will only be
able to find a market if he offers the goods at a price thet is chegper than the one

fixed by the trademark owner and manufacturer in the import country™. A

number of reasons exist why price differentias with respect to the same goods in

different countries occur. According to Professor Cornish™' one of the most

important one's are, currency fluctuations, other factors he notes include differing

costs of product promotion, the sale of goodsin a country where lower standards

°BEIER, F.K., Territoriality of Trademark Law and International Trade, 1.1.C. 1970, 1.

' JEHORAM, H. C., International exhaustion versus importation right: amurky area of
intellectual property law at www.

11 CORNISH, * Silhouette’ -Through a Glass Darkly”, Festkrift till Gunnar Karnell, 1999, (99) at
102 and n. 3 above, at 173.
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of living force the price of those goods down, the need to vary the qudlities of the
product to fit loca needs and the absence of competition among digtributorsin a
particular country™.

In most cases it has been a generd rule that the objective of a trademark
infringement action againgt pardld importers was to prevent breskdowns in the
domestic price structure, especidly when this was secured through a system of
vertical price maintenance and marketing retrictions. Genuine trademark interest
as the reputation of the marked goods are very rare the case. Taking this into
account, the problem of parale imports can be reduced to it true proportions,
namdy, whether trademark law with its territorid implications may be used to
divide markets in order to enforce distribution and price policies. It is my belief
that these economic facts and motivations cannot be overlooked if a satisfactory
legd solution for pardld importsisto be found.

The exhaugtion doctrine related to the protection of intellectua property rights is
one of the most complicated regulations of internationa business. There are three
main systems today, namely a national exhaugtion system, where a right holder
can prevent parale importation of his product from a foreign country, where it is
sold ether by the IP rights holder himsdlf or with his consent. In contrad,, if rights
exhaugt internationally, the rights holder loses his exclusive privilege after the
firg digribution of his product, thus alowing pardld imports from abroad. A
hybrid between nationd and international exhaudtion is regional exhaugtion,
whereby pardld trading is dlowed within a particular group of countries, but
banned from countries outsde. In other words, the choice between national
exhaudtion and some sort of international exhaustion does play a very important
role in internationd trade!

I will now go more into detail in those three forms of exhaudion, garting with
nationa or domestic exhaudtion

2 ROTHNIE, W., Parallel Imports, London, 1993, 525.
¥ GROSS, N., o.c., E.I.P.R. 2001, 5, 220.

12



2.2. Domestic exhaustion: the national market

It has been worldwide accepted that there is at least some kind of
nationd exhaugtion, meaning that the rights holder of an I.P. right can not object
againg the resde of goods that have been marketed by him or with is consent on
anational market. The reason for thisis thregfold, first of dl: there has been made
a payment for the product, and the materid owner must have the right to resdl,
interchange or donate that product to someone ese. Second, I.P. rights are
dready a limitation of previous exiging rights, and an additiond distribution right
would be too much. Findly, there is the competition issue, arefusa to accept the
theory of exhaustion would mean that the I.P. right holder has control over his
product in terms of distribution and price settings™.

2.3. Regional - European exhaustion

The fundamentd objective of the European Union and IP rights do
conflict by nature. The basic idea of the six countrieswhich, set up the European
Economic Community in 1957 was to create a Sngle market by the dimination of
economic barriers between the Member States. As a consequence of the
edtablishment of this single market, goods and services can be fredy provided
across nationa borders. Article 28 of the E.C. Treaty stipulates that restrictions
on imports and al measures having equivaent effect shdl be prohibited between
Member States. |.P. rights, such as trade marks, are limited monopoalitic rights
which generdly exist a nationd levd. |.P. rights can be used or misused in away
that it threatens the free movement of goods. If a trade mark owner can prevent
imports of his product from another Member States he will be aole to partition the
European market into national markets of Member States. The trade mark
owner's motivation for isolating each Member State is to charge varying prices
for the same goods in different Member States. Or as Jeremy Phillips expressed

“VERKADE, D.W.F., ExtraCommunautaire parallelimport en Rechten van Intelecuele
Eigendom, SE.W. 1997, 9, p. 304-305.

13



it elegantly, ‘in their absolute forms, competition law demands competition
while intellectual property prevents it. The two are bound together in
conflict, whether in the courtroom or on the super market shelf*".
Notwithstanding the fact that 1.P. rights potentidly undermine the E.U. free trade
objective, their socid vaue and importance in free enterprise markets is
recognised in Article 30 of the Treaty of Rome. A judtification for the prohibitions
on redtrictions on imports can be found, i.a., on the grounds of the protection of
indusirid or commercia property. Such prohibitions or redrictions do not
condtitute a means of arbitrary discrimination or a disguised redtriction on trade
between Member States.

The ECJ, in its role as interpreter of the Treaty and in reliance on Article 30,
limited the ability of owners of nationd trade mark rights to use those rights to
interfere with inter-Community trade™®.

In the 1970s the ECJ, in a series of cases involving the movement of
pharmaceutical products between Member States, has drawn a digtinction
between the “existence” and the “exercise” of intelectua property rights, holding
that any exercise of I.P. rights which prohibits or restricts trade between Member
Statesisonly judtified under Article 30 of the E.C. Treaty if thisis for the purpose
of safeguarding rights which condtitute the “specific subject-matter” of the I.P.
rights concerned. The ECJ defined the “ specific subject-matter” of a trade mark
as the right of the trade mark owner to put a branded good onto the market
within the Community for the firgt time, or with his consent™’. The application of

B PHILLIPS, J. Analysis: Pariah, Piranhaor Panther? The New View of Intellectual Property
in Europe”, 1.P.Q. 1998, 107.

® GROSS, N., 0.c., E.I.P.R. 2001, 5, 220.

" CARBONI A., Cases Past the Post on Trade Mark Exhaustion: An English Perspective,
E.I.P.R 1997, 4.
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the Community wide exhaugtion was, as far as trade marks are concerned®, first
congdered by the Court in 1974 in the Centrafarm v. Winthrop®® case.

As aresult of the EEA Agreement from 1993, the principle is extended beyond
the EU to the EEA so that the “ exhaustion market” became EEA-wide™.

2.4. International Exhaustion — A Worldwide Market?

The ultimate form of exhaudion is of course internationd or
worldwide exhaudtion. This means that the IP rights are exhausted once the
product has been sold by the IP owner or with his consent in any part of the
world. Wheress the sysem of internationa exhaustion was widely spread and
accepted in Europe, as will be shown below, before the introduction and
implementation of the Trade Mark Directive, the Stuation is now somehow
completely different. No European country accepts these days internationd
exhaudtion of trade mark rights anymore. Basicdly there are two arguments in
favour of international exhaugtion. The first one is a policy argument that parald
imports are “agood thing” because they limit the trade mark proprietor’ s ability to
partition the world market into individua countries. Thiswould lead to more intra-
brand competition, which in turn leads to a reduction in consumer prices. The
second argument in favour of internationa exhaustion is more one of a theoretica
nature. It is based on the view that the function of a trade mark should limit the
brand owner’s ability to prevent parald importation of genuine goods. Succinctly
dated, this view suggedts that the main purpose of a trade mark is to act as a
badge of origin. Since it is not about counterfeit goods that trade mark owner’s

¥ Thisis briefly explained the situation on trademark rights, although similar principles
apply to other IR rights, such as copyright, patents and neighbouring rights (WALSH, P.,
TREACY, P. and FEASTER,, T., The Exhaustion and unauthorised exploitation of Trade
Mark Rightsin the European union, E.L.Rev. 1999, 24, p. 259.) .

19 C-16/74, Centrafarmv. Winthrop (1974) E.C.R. 1183: “The owner of a trade mark cannot
exercise hisrightsto prohibit the importation of products with the same trade mark and
marketed in another Member State provided that the goods are marketed by the trade
mark owner, or by athird party with the trade mark owner’s consent. To do so would be
incompatible with the free movement of goods provisionsin the EEC Treaty.”

' WHITE, A.W., Sunglasses: A Benefit to Health?, E.I.P.R. 1999, 4, 17.
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monopoly cannot be extended that it alows him to prevent further dealingsin such
goods™.

2 GROSS, N., o.c., E.I.P.R. 2001, 5, 220

16



3 Exhaustion of Trade Mark Rights
in the EU: Legal Framework

3.1. The Situation Prior to the Trade Mark Directive

Prior to the entry into force of the Trade Mark Directive, the
magority of European countries goplied the rule of internationd exhaugtion. This
was 0 in Ausgtria”, the Bendux-countries”, Denmark, Germany®, Norway,
United Kingdon?® and Sweder?®. The trade mark owners could not exercise their
exclugve right in order to stop imports of branded goods marketed by them or
with their consent, anywhere abroad. The French case law was contradictory”’
and in Itay® the paralld importation of branded goods marketed abroad by the
loca trade mark owner did not congtitute an infringement if the Itdian exclusve
right belonged to the same person but did if the nationa rights had been split up.
In Spain, exhaustion only existed on the national level®.

On the contrary, the ECJ developed, out of cases such as Centrafarm v.
Winthrop™®, the doctrine of Community exhaustion of rights. However, in generd,
in the European countries where international exhaustion has been introduced, this
has been uphdld, co-exiding with the exhaudion of rights within the Common

Market area™.

% Oberster Gerichtshof 30 November1970 (Agfa) 1971, GRUR Int. 20

% CHIELEN, Ch., De Beschermingsomvang van het Merk, in Algemene Problemen van
Merkenrecht/Probleémes Generaux au droit des marques, Ed. F. GOTZEN, Bruylant,
Brussels, 1994.

# Germany, BGH 22 January 1964 (Maja): (1964) GRUR Int. 202; BGH 2 February 1973
(Cinzano); 1973, GRUR Int. 562, 1974, 2, CM.L.R. 21.

® Revlon Inc. v. Cripps & LeeLtd (1980) FSR 85 (1980) 11 1.1.C. 372, Colgate Palmolive v.
Markwell Finance Ltd. (1989) R.C.P. 497.

# High Court 17 October.1967 (Polycolor) 1968, GRUR Int. 22

%’ Cass. (comm.) 1 April 1969 (Kérting) 1970, RIPIA 5, Cass. (comm..) 2 December1997
(Ocean Pacific) GRUR Int. 1998 717

% Cassaz, 20.0ctober1956 (Palmolive) 1957 Foro it. |, 1021.

» ALEXANDER, W., Exhaustion of Trade Mark Rightsin the European Economic Area,
E.C.L.Rev. 1999, 24, p. 56

% C-16/74, Centrafarmv. Winthrop (1974) E.C.R. 1183.

% ALEXANDER, W., o.c., E.C.L.Rev. 1999, 24, p. 58.
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3.2. The History of the Trade Mark Directive

The Trade Mark Directive (Council Directive 89/104%) was
adopted with a view to harmonise the trade mark laws of the Member States. Its
purpose was to reduce or eiminate the substantive differences that exists in the
nationd laws throughout the European Union and expresdy incorporaes the
Community doctrine of exhaustion of rights™.

In order to fully understand the meaning and scope the Directive it is wise to look
a the preparatory works of both the Directive and the Regulatior™. They are
based on the same proposa made by the Commission in 1980, where it is stated
that “the proposal for a Regulation seeks the same ends as the Directive’ .
Throughout the preparatory period the clauses have been treated dike. It has not
been doubted that the initia intend of the Commisson was based on the principle
of international exhaugtion. The proposed Article 6 (1) of the Directive and
Article 11 (1) of the Regulation have dmog identica wording and read as
folows. “The trade mark shall not entitle the proprietor thereof to prohibit
its use in relation to goods which have been put on the market under that
trade mark by the proprietor or with his consent” .

When commenting Article 6 of the Directive a reference was made to the
commentary in the Explanatory Memorandum to Article 11 in the Regulation,
where it was Stated that: “The place where the marked product is put on the
market is not important in this respect (...) whether the product was put on
the market within or outside the Community” .

It was the Economic and Socid Committee who, during the parliamentary
procedure, proposed an amendment to Articdle 6 (1) in the Directive® (and
Article 11 (1) of the Regulation). The reasons why they wanted to insert the

words “in the European Community” in the lagt line was formulated as

¥ First Council Directive 89/104/EEC of December 21, 1988 to approximate the laws of the
Member States relating to trade marks, (1989) O.J. L40/1, as amended by Art.65(2), in
conjunction with Annex XV1I, point 4, of the EEA Agreement, (1994) O.J. L1/3.

¥ WALSH, P, TREACY, P. and FEASTER,, T, 0.c., E.L.Rev. 1999, 24, p. 260.

¥ Regulation on a Community Trade Mark (40/94), 20 December 1993, O.J. 1994 L11/1)

% Article 6 (1) of the proposed Directive at O.J. 1980 C-351/80, p. 1.
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followed: “The Committee is of the opinion that an approach based solely on
principles of trade mark law would lead to undesirable commercial
consequences. In so far as third countries do not acknowledge the principle
of international exhaustion the Commissions proposal would result in
discrimination of the industry in the Community” *. Thisis dearly the resuit
of massve lobby work by the European industry, and was supported by dl
Member States except Germany. The preamble of the amended proposa of the
Commission introduced the words “in the Community”. The Commisson
dedared, in an Explanatory Memorandum®” to the amendment concerning the
Community trade mark: “On the question of international exhaustion of the
rights conferred by a Community trade mark, the Commission has formed
the opinion that the Community legislator should refrain from introducing
this principle and make do with the rule of Community-wide exhaustion”.
Friedrich-Karl Beer, the German who was advisor to the Commisson was
particularly scathing of this “about-face of 180 degrees’ and argued that it was
open to the nationa courts of the Member States to go beyond “this minimum
requirement” and retain the principle of international exhaustion despite the
Commission’s apparent intent™.

The Trade Mark Directive (and the Regulation) thus introduces for al Member
States the principle of Community-wide (EEA-wide) exhaudtion of rights. Thisis
binding for all Member States, and there seems to be no room for conflicting or
supplementary nationd rules. However, thisis not as absolute as it may sound, in
the Commentary to Articles 7 (1) and 13 (1) the Commission expressed two
possihilities of afuture introduction of the principle of internationd exhaudtion. The
fird one is the concluson of bilaterd or multilaterd agreements with important
trading partners whereby international exhaugtion is introduced. The other is the
extenson of the Community wide (EEA-wide) principle of exhaudion to

% Document 1-611/83, 1 August 1983 at 63.

¥ COM (84) 70 Final

®¥ BEIER, F.K. “Industrial Property and the Free Movement of Goods in the Internal
European Market” (1990) 1.1.C. 131 at 159-160.
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international exhaugtion by the nationa courts where, even in the absence of a
forma agreement, reciprocity is guaranteed.

The firgt possibility is sdf-explanatory, the second however, could mean that the
ECJwould have the discretion to interpret Article 7 in away thet it will in practice
give pardld importers the opportunity to plead the ‘Quaranteed reciprocity’

principle as a defence againg the granting of an injunction prohibiting the pardld

importations. This means on the other hand, that before commencing preliminary
injunction proceedings againg the parald importer of genuine goods imported
from a country outsde the Community (EEA), a trade mark owner should first

examine whether the trade mark legidation in the third country in question
acknowledges the principle of internationa exhaustion towards goods coming

from the Community (EEA). If this is the case, the right owner will have no

possihility to prevent the importation pursuant to Article 7 (1) or nationd trade
mark law. If, however, the third country in question does not acknowledges
internationa exhaustion then it will be possble to do o, until a bilatera agreement

is made or the third country in question amends its trade mark law™.

3.3. The Trade Mark Directive: Content

The key article of this Directive for this master thess is without any
doubt Article 7 (1), which is a codification of the case law developed by the ECJ
leading up to the Directive. This Article 7 addresses the issue of exhaugtion of
national trade mark rights and states that:

1. The trade mark shall not entitle the proprietor to prohibit its use in
relation to goods which have been put on the market in the Community
under that trade mark by the proprietor or with his consent®.

2. Paragraph 1 shall not apply where there exist legitimate reasons for the

proprietor to oppose further commercialisation of the goods, especially

¥ RASMUSSEN, J., The Principle of Exhaustion of Trade Mark Rights Pursuant to Directive
89/104 (and Regulation 40/94), E.I.P.R., 1995, 4, 179.
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wher e the condition of the goods is changed or impaired after they have

been put on the market.
In the scope of this magter thesis | will not focus on paragraph 2 of this Article for
obvious reasons.
The controversa question related to Article 7 of the trade mark Directive was
whether it regulates the exhaustion of trade mark rights comprehensvely or
whether Community wide exhaugtion can be seen primarily as a minimum
requirement. In other words, the question was, does Article 7 of the Directive
dlow Member States to maintain or introduce the principle of international
exhaugtion of trade mark rights?
It has been argued that the Directive did not carry out a complete harmonisation
of the principle of exhaugtion, from which it follows that Member States are free
to make their own provisons. Does the Directive imposes on Member States
only a minimum requirement of enacting a principle of EEA wide exhaudtion of
trade mark rights, leaving the national legidatures and courts to decide whether to
adopt or maintain a principle of internationa exhaustion? The Directive does not
provide a plain answer to the issue™. As shown below a lot of preliminary
guestions have been asked at the ECJ concerning the interpretation of this Article
7(2).

3.4. Implementation of the Trade Mark Directive in the
EEA

Following the entry into force of the Directive there was
consderable debate about Article 7 (1) and more specificaly of its scope. Did it
impose a minimum standard, leaving individual Member States free to adopt the
principle of international exhaudtion or is it on the other hand a maximum

standard? It seemed at least arguable that Article 7 (1) only stated the position

“ According to the Agreement on the European Economic Area (EEA), Annex X V11 point 4,
the Directive (and Regulation 40/94) is to be extended to the EFTA countries joining the
EEA. The exhaustion principlein the Directive will therefore cover the whole EEA territory.
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with regard to goods firgt sold in the EEA without excluding the possibility that
national |aw could provide for the broader rule*.

Despite the ambiguity of Article 7 (1), the European courts of the Member States
that had previoudy upheld aregime of internationa exhaustion, interpreted Article
7 (1) in such away as preduding this principle®. The German Federal Court,
notwithstanding the fact that they among the first ones had endorsed internationa
exhaudtion, was quite cler and held that the principle had not survived the
introduction of the Directive. In the Dyed Jeans case™, the Court held that: "the
national legislator have abandoned the earlier principle of international
exhaustion” . The Court was so sure of its interpretation of Article 7 (1) of the
trade mark Directive, that it did not consder that it had an obligation to refer the
question to the ECJ under Article 234%. There are similar decisions in the
Netherlands™, France” and Itay®™. The protest againgt this is most vividly
demonstrated by some Belgian courts™ who declared actions aimed at preventing
pardld imports from outsde the EU inadmissible because their objective had
nothing to do with trade mark protectior™. The Danish courts™ as did the
Brussels Court of Apped® referred questions to the ECJ. The Norwegian
Fredrikstad byrett referred preliminary questions to the EFTA Court in the Mag
Instruments case, and Smilar questions were submitted to the ECJ by the

Oberster Gerichtshof of Audriain the Slhouette case .

“ SHEA, N., Doesthe First Trade Mark Directive Allow International Exhaustion of Rights?,
E.I.P.R 1995,10.

“GROSS, N., 0.c., E.I.P.R 2001, 5, 229.

“NORMAN, H. Parallel Imports from Non-EEA Member States: The Vision Remains
Unclear, E.I.P.R. 2000, 4, 161.

“ Decision of the Federal Supreme Court, December 14, 1995, Case N° 1 ZR 210/93 (1997
[.1.C. 131-136).

“* ALBERT and HEATH, Dyed But Not Exhausted — Parallel Imports and Trade Marksin
Germany”, 1.1.C., 1997, 24.

“¢ Braun AG v. Elbeka Electro BV, District Court of Breda, June 26, 1996.

" Société Océan Pacific Sunwear et Société Mercure International of Monaco v. Société
Eximin et Société Carrefour France, Cour de Paris, May 12, 1995.

“ Samsonite Co. and Samsonite Italiav. Rio SpA, Tribunale di Torino, July 11, 1994.
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% ALEXANDER, W., 0.c., E.C.L.Rev. 1999, 24, p. 59.

°! C-4/98 Calvin Klein Trademark Truat/Cowboyland and Case C-80/98 3 Com
Corporation/Blue Danmark and Kiss Nordic.

%2 Case C-172/98 Sebago and Anciennen Maison Dubois et Filsv . G-B Unic.
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From the authorities submitting observations to the Court of Justice and to the
EFTA Court, the Audrian, French, German, Itdian and United Kingdom
Governments and the Commission argued that Article 7 (1) did not dlow the
maintaining of arule of international exhaugtion of nationd trade mark rights, while
the Governments of Sweden, Norway and Liechtenstein and the

EFTA Surveillance Authority defended the opposite thesis. There is no country in
the European Union, however, that maintained internationa exhaugtion of trade
mark rights™.

3.5. Trade Mark Rights Exhaustion Regime under
Consideration: New Studies in the EU

The Commisson launched in 1999 a sudy on "The economic
consequences of the choice of regime of exhaugtion in the area of trademarks' as
part of its initiative to reform the EU trade mark Directive . The study has been
caried out by an indtitute in London, National Economic Research Associates
(NERA), The study™ should serve as a basis for a further discussion in a Council
expert group in order to prepare the EC postion on a possible change to the
current trademark exhaugtion regime in the EC. The conclusions of that study are
as follows: The short term effects on consumer pricing of a change of exhaudtion
regime would vary from smal (less than 2% price reduction) for certain products
to "negligible” (0 % price reduction) for other products. The long term effects of a
change of exhaugstion are more difficult to predict. It is however likdy tha the
margind, pogitive effect on consumer pricing in the long run will dissppesr.

The NERA study aso observes that exhaudtion is very complex and that it is not
only a pure academic issue. A change from Community to internationd exhaustion
may have an impact not only on prices but dso on a numerous other important

economic implications in various industries such as product qudity, product

¥ WELLINK-VOLMER, M., Mondiale of Communautaire uitputting van het Merkrecht?,
I.E.R, 1995-96, Afl. 1. p. 11.

23



availability, after-sdes services, employment, distribution agreements and market
segmentation. The impact would be minima for certain sectors (dcoholic drinks,
confectionery) whereas it may be sgnificant for others (consumer eectronics,
footwear and domestic appliances).

At the Internd Market Council on 25 May 2000, the Ministers had an exchange
of views on the basis of the outcome of recent discussons at expert levd. At this
meeting Commissioner Bolkestein informed the Member States Minigters that
the Commission has, at this stage, decided not to propose a change to the current
Community-wide exhaugtion regime. The reasoning behind this point of view of
the Internd Market Commissoner Frits Bolkesen is the following, “The
extensive discussions on the issue of exhaustion of trade mark right (...),
taken into account the NERA study, together with the comments of the
Member States and interested circles, have provided sufficient information
as a basis for a decision. Further discussions on this issue would only serve
to create more uncertainty, on the market place, about the future direction
of intellectual property policy within the EU. The Commission decided not to
change its poalicy to international exhaustion, it based its decison on the following
concluson.

A change from Community exhaudion of trade mark rights to internationa
exhaugtion will not lead to a sgnificant fal of consumer prices Changing the
exhaugtion regime for trade marks only would produce little effect on the market
place given that the large mgority of products are covered by a number of
intellectud property rights. However, to introduce international exhaugtion for al
IP rights would not be appropriate. A change of the exhaustion regime in the two
legdl instruments which govern this matter (a Directive for nationd trademarks and
the Regulation on the Community trademark) cannot however be guaranteed, as
the Directive may be changed through a qudified mgjority decision of the Council.
Unanimity is necessary to change the Regulation. It is believed that & least some

* The study focuses on ten different consumer goods sectors in which trademarks are
important and where the scope of parallel tradeis significant (For afull report of the study
see http://europa.eu.int/comm/internal_market/en/indprop/tm/tmstudy.htm2002-05-15)
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Member States would possibly resist any change to the Regulation. The possble
co-existence of two different schemes would creete confusion in the market place
as well asin the minds of consumers. Also a change of exhaustion regime would
meake it more difficult for EC firmsto sdl & alower price outsde the Community.
The change of regime may over time inhibit investment in new brands or even
make trade mark holders withdraw products from the market. Trade mark
holders who continue to provide the branded goods may choose to reduce the
qudlity of goods or the provision of associated services.

A EU exhaugtion policy has been developed to fogter the integration of the Single
Market. With an international exhaudtion policy EU companies might face a
competitive disadvantage, given that such an integration process has not occurred
world-wide yet. Market conditions for goods from third countries are less equa
a this stage than within the EU; pardld trade may be influenced by differences
regarding trade conditions in different countries such as adminigrative burdens of
registration and labour costs. Most of these issues have been addressed by EC
legidation or EC policy to ensure a certain uniformity throughout the EU. This is
not the case a internationa level yet. On the basis of these conclusons the
Commission has decided, at this stage, not to propose a change to the current
Community-wide exhaustion regime.

% http://europa.eu.int/comm/internal_market/en/indprop/tm/comexhaust.htm 2002-05-15
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4 The Silhouette-judgment®

Such legd uncertainty has obvioudy created conflicts and it is
through one such conflict, the case of Audtrian sunglasses under the trade mark
Slhouette, that the ECJ ruled that community wide exhaudtion is the proper
interpretation in the light of the 1989 Directive. This caseis said to be one of the

corner stone judgment in thisfield of law.

4.1. The facts of Silhouette

The facts were the fdlowing, Slhouette is a manufacturer of
spectacle frames a the “upper end” of the market who sold them under the trade
mark Slhouette, which is registered in Audria and in many other countries. In
Audtrig, these spectacles have been supplied to specidist opticians, esewhere
they were supplied through loca subsidiaries or ditributors. The case came about
because Silhouette had 21,000 pairs of spectacles which it no longer required as
they were, in terms of fashion, out of date. In October 1995a transaction was
arranged whereby the goods were sold through Silhouette’ s sales representative
in the Middle East to afirm caled Union Trading, the sdes representative being
under drict indructions to require the purchaser to sdll the frames only in Bulgaria
or the states of the former Soviet Union and not to export them to other countries.
However, Hartlauer an Audtrian retailer which regularly offers branded products
for sdle at low prices®” acquired the goods and offered them for sde in Austriain
December 1995. Silhouette had previoudy refused to do business with Hartlauer
because they did not confirm to the prestigious image to which Silhouette aspired,
Silhouette' s action for trade mark infringement having failed before both the Steyr
Regiona Court and the Linz Higher Regiona Court, appeded to the Audtrian

% Case C-355/96 Silhouette International Gmbh and Co KG v Hartlauer

Handel sgesellschaft mbH, E.C.R. 1998, |-676.

¥ KUILWIJXK K.J., Parallel Imports and WTO Law: Some Thoughts After Silhouette,
E.C.L.R. 1999,293.
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Supreme Court. In view of the existence of the principle of internationd trade
mark exhaugtion in Audtria prior to its implementation of the Directive, and the
gpparent lack of clarity in the wording of Article 7 of the Directive, the Oberster
Gerichtshof stayed the proceedings, pending a reference to the ECF®. Two
questions were submitted to the ECJ by the Austrian Supreme Court™; the first
one, of most importance for present purposes, reads as follows:

1. IsArticle 7 (1) of the First Council Directive of 21 December 1988
to approximate the laws of Member Sates relating to trade marks to
be interpreted as meaning that the trade mark entitles its proprietor
to prohibit a third party from using the mark for goods which have
been put on the market under that trade mark in a Sate which is not
a contracting state?

2. May the proprietor of the trade mark on the basis of Article 7 (1) of
the Trade Marks Directive alone seek an order that the third party
cease using the trade mark for goods which have been put on the
mar ket under that mark in a State which is not a Contracting State?

Thecrudid question which the ECJ had to answer concerned the interpretation on
Article 7 (1) of the 1989 E.C. Trade Mark Directive®.

4.2. The Opinion Of Advocate-General Jacobs

The Advocate Generd Jacobs ddivered his Opinion in January
1998. Jacobs began by observing that it should be inferred from the Audtrian
Supreme Court’s order for reference that the trade mark owner did consent to
the initidl marketing of the goods outsde the EEA, and that it should be further
assumed, despite the referring court’s doubts as to the evidence, that Silhouette
did not consent to the subsequent re-sale within the EEA. Furthermore it did not

®¥ GROSS, N., 0.c., E.I.P.R. 2001, 5, 220.

% CARBONI, A., Cases about Spectacles and Torches: Now, Can We See the Light?,
E.l.P.R 1998, 12, 471.

% NORMAN, H. Parallel Imports from Non-EEA Member States: The Vision Remains
Unclear, E.I.P.R. 2000, 4, 161.
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appear that there was anything which raised the question as to whether there were
“legitimate reasons’ within Article 7 (2) of the Directive to oppose further dedling
in the goods. There might, however, have been, asin the Dior v. Evora case™,
been possible reasons relating to the “aura of luxury” which Silhouette wanted to
promote.

In a nuttshell, Jacobs advice was that the Trade Mark Directive precluded
international  exhaugtion. He based his concluson on three interdependent
arguments. One based on the language and structure of the Directive in the light of
its legidative history, one based on the objectives of the single market and the last
one based on the need to achieve conformity with the Community trade mark.

I will now go deeper into these arguments, the first one is based on the language
and gructure of the Directive as to the effect that the scope of the trade mark is
conclusvely established by Article 5. Article 7 is a derogation from the principle
found in Article 5, and should be narrowly congtrued. It means it can not be
congtrued more broadly than providing for Community-wide exhaugtion. The key
phrase in Article 7 (1), whether it precluded international exhaudtion or left the
question open, is without any doubt “within the Community’. Advocate-
Generd Jacobs view was that its statement on exhaugtion of rights should be
treated as “exhaudive’. “In providing that the rights are exhausted when the
goods are marketed in the Community, Article 7 (1) is naturally
underdstood as meaning that the rights are not exhausted when the goods
are marketed in a third country. It is true that the Directive does not
specially preclude international exhaustion, but that effect can reasonably
be inferred from the language. | accept that there are arguments which go
the other way, but those arguments derive little support from the language
of the Directive” %,

However, since the wording of the Directive aone was not conclusive enough,

Jacob's second line of argument explored the aims and scope of the Directive.

8! C-337/95 Parfums Christian Dior SAand Parfums Christian Dior BV v. Evora BV (1997)
E.C.R 1-6013; (1998) I, C.M.L.R. 737.
% Opinion A.G JACOBS, Para. 34.
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Recitdl 3 indicates that partial harmonisation of the “national provisions which
most directly affect the functioning of the common market would suffice”,
however, the wording of Recital 9 dated that it was necessary to ensure that
trade marks “enjoy the same protection under the legal systems of all the
Member States’. The supporters of international exhaustion of rights argued that
Article 7 lad down a minimum requirement. Moreover, as the Article merely
encapsulated the Court’s case law on Articles 28 to 30 E.C., Member States
should il enjoy the discretion to apply the doctrine of internationa exhaustion.
On the other hand, those opposed to internationa exhaustion argued that it is one
of those issues which mogt directly affects the functionning of the interna market.
They continue that if the Directive was to ensure that trade marks enjoyed uniform
protection, any discretion left to Members States had to be very limited.
Advocate-General Jacobs reasoned that the Directive had “transformed” the
impact of Community law on trade mark protection with its provisons subgtituted
for diverse nationd laws. “If some Member Sates practiced international
exhaustion and others did not there would be barriers to trade, and this
would affect the functionning of the internal market, and thisis precisely the
objective pursued by the Directive” %,

The third and last stand of reasoning was concerned to ensure uniformity between
national trade mark law and that contained in the Community Trade Mark
Regulatior?. The said Regulation did not confer any discretion on Member States
following Article 14. Since the wording of Article 13 of the Regulation isidenticd
to Article 7 of the Directive it would be quite illogicd to have Community wide
exhaugtion under the former, but internationa exhaustion, a the discretion of the
Member States, under the latter®.

Although Jacobs came to the conclusion that Community exhaustion should be it,
he, nevertheess, made some interesting notes showing that he appears to support
the ideas of the proponents of internationa exhaustion on a numerous of points.

% Opinion A.G. JACOBS, Para. 41.
#NORMAN, H., o.c., E.I.P.R. 2000, 4, 159.
% Opinion, A.G. JACOBS, Para. 60.
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He, for ingance, finds it a very atractive argument that it is not one of the
functions of atrade mark to isolate markets and to avoid price competition in that
manner. He dso shows his concern for free internationd trade that might be
impeded when gpplying the doctrine of Community exhaustion. This seems to
indicate that the Advocate-Generd would have liked to have arrived at a different
conclusion, but that he thought that the Trade Mark Directive did not leave him
any other choice than to argue for Community exhaustior®.

4.3. The Judgment in Silhouette

On duly 16, 1998 the ECJ delivered its judgment in this case. It
confirmed the conclusion reached by A-G. Jacobs expressing thus. ‘hational
rules providing for exhaustion of trade mark rights in respect of products
put on the market outside the EEA under that mark by the proprietor or
with his consent are contrary to Article 7 (1) of the Directive, as amended
by the EEA Agreement”. Any other interpretation was found to be contrary to
the scheme and purpose of the Directive. The ECJ thus held that Member States
do not have the discretion to unilaterdly apply the principle of internaiond
exhaugtion. The judgement meant that Article 7(1) of the Directive precluded
Member States from adopting an exhaudtion regime wider than community
exhaugtior?’. In other words, the ECJ ruled that the Directive makes it clear that
exhaustion only occurs when the products have been placed on the market in the
EEA, thus redffirming that the principle of internationd exhausion has no
application within the EEA where the goods were first placed on the market
outsgde the EEA. | will now make a more detalled andyss of the judgment. The
ECJ rdied, i.a., on three Recitds in the preamble to the Directive. In the first
Recitd it is pointed out that the then current trade mark laws in Member States
contained digparities which could impede the free movement of goods and thet it
was there fore necessary to “gpproximate’ these laws. However, the third Recitd

% KUILWIK K.J, 0.c., E.C.L.R. 1999, 293.
% KUILWIK K.J, 0.c., E.C.L.R. 1999, 294.
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states that full-scale gpproximation is not necessary, but that it should take place
in relaion to those provisons of nationd lawv which mogt directly affect the
functioning of the interna market. Findly, the ninth Recital was rdied on. This one
dates thet it is fundamentd, in order to facilitate the free circulation of goods and
sarvices, to ensure that registered trade marks enjoy the same protection under
the legd sysems of dl Member States. The Court pointed out in its judgment
that, if it were possible for trade mark owners to prevent parale imported goods
from entering one Member State, but not another, this would inevitably give rise
to barriers to free movement of goods between them and jeopardise the working
of the internd market, and therefore be inconsstent with the purpose of the
Directive.

The Court answered the second question of the Austrian Supreme Court by
dating that Article 7 (1) of the Directive cannot be interpreted as meaning thet the
trade mark owner is entitled, on the basis of his provisons aone, to obtain an
order restraining a third party from using his trade mark for products which have
been put on the market outside the EEA under that mark by the owner of with his
consent. In contrast to Jacobs Opinion, the ECJ held that, Since Article 7 was
effectively a narrowing of the rights granted to a trade mark owner in Article 5 of
the Directive, it could not itsdf add further rights. This part of the judgment Smply
highlights the fact that differences will remain between the Member States while
national laws do not fully implement dl of the provisions of the Directive®,

4.4. Analysis of the Judgment

4.1.1 General Comments

On the one hand it is perhaps understandabl e that the Court opted
for excluson of internationd exhaugtion for reasons of uniformity of the law within

the European Community. However, if one sarts looking a the legidative history

% CARBONI, A., 0.c., E..P.R 1998, 12, 471
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of the Directive and more specificaly its Preamble, it is clear that it only envisaged
patid harmonisation. That is why the Court could have dlowed itsdlf some more
leeway, which it obvioudy didn’t do.

A more fundamentd question is perhaps whether outlawing internationa
exhaustion would be competible with basic principles of the E.C. Treaty Article
3a, one of the more fundamenta principles, states that the economic policy is to
be “conducted in accordance with the principle of an open market economy
with free competition”. The requirement that the E.C. market should be open is
a clear cut reference to the common commercid policy and its basic provison,
Article 131 E.C. Tresaty, which provides that: “by establishing a customs union
between themselves Member States aim to contribute, in the common
interests, to the harmonious development of world trade, the progressive
abolition of restrictions on international trade and the lowering of customs
barriers’. The ECJs judgment in this case is not redly an example to the
atainment of these fundamental goals of the European Community®.

4.1.2 Silhouetteisnot a case of paralld importation but of re-importation

Some authors have argued that the Silhouette case is not a proper
one to determine the effect of Art. 7 (1) of the Trade Mark Directive with
respect to internationd exhaustion of intellectud property rights and to decide the
pardld importation question, and this for three main reasons,. Firg of al, the
Community law issues referred to the ECJ were not issuesin the Audtrian trid and
consequently were never subject to a formal taking of evidence, in other words,
the facts of the case have never been clearly proven in Court. Second, it was a
cae of re-importation following firs sde within the EEA rather than pardld
importation following first sale outsde the EEA, and thirdly, that the agreement

¥ KUILWIK K.J, 0.c., E.C.L.R. 1999,293.
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between Silhouette and its distributor infringed the competition policy of the
Community as expressed in Article 81 (1) E.C.".

The firdt reason, the factsin this case, the Austrian company Silhouette owned 21
000 spectacles in Norway. Silhouette sold the goods by way of a trader in
London. The agreement specified that Austrian law would apply and that Austrian
courts would have jurisdiction, It further required that payment be made in
Audtrian Schillings to Silhouette's bank account in Linz, Audria.  The place of
payment was designated as the situs of a contract for the sale of goods. It is not
clear whether the first sde of the goods was entirely within the EEA market. If the
fird sde was entirdy within the market, meaning that the sdler, the firs buyer, the
goods themselves and the situs of the contract for sde were dl within the EEA
then Article 7 (1) would certainly apply. Silhouette could not then oppose the
resdle of the goods in a Member State since such oppostion is specificaly
prohibited by that Article. Slhouette may have put the goods on the market of the
EEA with itsfirs sde, and by doing so having exhaugted its trade mark rights.
The second reason is that the Silhouette case is not a question of pardld
importation but of re-importation. This is an important distinction, both factua as
legd. Pardld importation into a paticular market arises where goods first
become avalable for sde outsde of that market. Then comes the pardld
importer, he buys the goods, and brings them into the market for sde in
competition with the goods of the market-based undertaking. Re-importation is
the case, as here in Slhouette, where the complainant decides to sdll the goods
from insde the market for export out of the market. The spectacles were in
Norway, Silhouette then sold the goods and shipped them to Bulgaria, where
Hartlauer, bought the goods and brought them back into the market for resde. It
is thus clear that Slhouette is a case of re-importation, the goods first went from
indde the market to the outsde, facilitete by a sde from within the market, not the

reverse”. The trade mark owner argued that Hartlauer could not reiimport the

“NORMAN, H.o.c., E.I.P.R. 2000, 4, 159.
HAYS, T. & HANSEN, P., Silhouette is Not the Proper Case Upon Which to Decide the
Parallel Importation Question, E.I.P.R. 1998, 283-285.
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goods, it said that the exported goods were never intended for sale in the market.
Perhaps they were inferior or, reflected badly on the goods the trade mark owner
sIsin the market. Silhouette had severa option available, it could have chosen to
try and sdl its goods in the market at a price atractive to the public, it could have
removed the mark from the goods and then sold them, it could have not sold them
a dl, storing or destroying them to keep them off the market, or, asit did, it sold
them for export out of the market then came Hartlauer and bought the goods.
What is there in the Trade Mark Directive to stop Hartlauer from buying the
goodsin Bulgaria and re-import them into the market?

Thirdly there is the agreement between Silhouette and its didributor which
infringed the competition policy of the Community as expressed in Article 81 (1)
E.C.”% The first part of the agreement Silhouette had required the buyer of the
goods to sdl them outside the market, thisis not in itsdf a violation of Article 81
because it does not limit competition. The second part however is a generd and
negative clause saying that no one is to re-sdl the goods ingde the market. This
clearly intends to limit imports into the market and thus effects trade within the
market”. The community competition system does not alow the abusive use of
rights deriving from one or another nationd trade mark law in order to defeat the
effectiveness of the Community law on redrictive practices. Silhouette's
agreement isolated the market from what was obvioudy a chegper source of
goods™. Silhouette's agreement has a regtrictive effect on Hartlauer's ability to
buy the goods on the international market and resdl them in the internationd
market, it thus has an gppreciable effect on trade between Member States and
infringes Article 81 (1). It dlows Silhouette to continue to control distribution of
the exported goods upon their re-entry into the market. Silhouette tried with its

2 NORMAN, H. Parallel Imports from Non-EEA Member States: The Vision Remains
Unclear, E.I.P.R. 2000, 4, 159.

™ Already in the Consten and Grundig case, the ECJ held that Article 81 refersin ageneral
way to all agreements which distort competition within the Common market and does not
establish any distinction between those agreements. Agreements containing export and
import restrictions enforced by a national trade mark infringe Article 81. (Cases 56 and 58/64
Consten & Grundig v Commission, E.C.R. 1996, 299)

HAYS, T.& HANSEN, P, o.c., E.l.P.R. 1998, 284
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agreement to Split up the markets in hdf by excluding buyersre-sdlers from
sources of goods a the lower, externd price, and limiting them to the higher,
interna price. Silhouette s trade mark rights were exhausted when the spectacles
were sold and shipped from within the market to Sofia They were free to dispose
the goods in Bulgaria, without interference from Silhouette, which they did. Now,
however, Slhouette clams that its trade mark rights were somehow re-born
when the goods were re-imported into the market. If one is to accept this, this
requires the Court to hold that intellectua property rights become separated at the
border of the market from the underlying goods they protect and that the rights
walt there for their lost goods to return. This however, has never been the position
of E.C. law. When Silhouette sold goods outside, it accepted certain limitations
on the exercise of its trade mark-based control over those goods. If Silhouette
can export, then Hartlauer should be alowed to import. After dl these are the
very same goods! The conflict in this case comes from Silhouette, that didn’t want
intra-market competition from Hartlauer, but that is just the competition that the
competition laws seek to protect! Silhouette's attempt to use its Audrian trade
mark to prevent the resdlling the goods in the market is an unacceptable restraint
on competition and is prohibited by Article 81 (1) ECT™.

®HAYS, T.& HANSEN, P, o.c., E.|.P.R. 1998, 283-285.
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5 After Silhouette: the Sebago-case:
the End of Parallel Imports?’®

What is the position of parald importers after the Silhouette judgment? In the EU
there is currently considerable uncertainty about the legdity of pardld trade/grey
market trade. In the 1999 Sebago Inc. v GB-Unic SA. case”, the European
Court of Judtice confirmed its earlier ruling in the Slhouette case that European
Union trade mark rights are only exhausted once products bearing the mark have
been put on the market in the European Economic Area.

The issue in this case was whether or nat, in the absence of an explicit prohibition
againg re-exporting goods, implied consent could be inferred from the silence of
the trademark owner’®. More specific was the fact that the trademark owner had
aready consented to the marketing in the EU of one batch of goods, and thus the
issue was whether or not, in absence of a prohibition, the sde of one batch of
goods exhausted the rights conferred by the trademark as regards the marketing
of other batches of goods identical to those already put on sale’.

The ECJ took the postion that the Silhouette decison had dready disposed the
exhaugtion of rights in consequence of imports from outside the EU®.

Starting from this premise the ECJ relied on its previous case law®** as well as on

the second paragraph of Article 7(2) of the Trade Marks Directive which

® www.sib.it 2002-05-22

" Case C-173/98

"® Thefactsin this case, briefly stated: The US company, Sebago I nc. manufacture
Docksides shoes own two Benelux trade mark and sells Docksides shoesin the Benelux
through an exclusive distributor, Maison Dubois. GB-Unic SA. own achain of
hypermarkets. During the summer of 1996, they sold over 2,500 pairs of Docksides shoes at
cut prices. These shoes had been sourced from a Belgian parallel importation company who,
in turn, had obtained the (genuine) shoes, which had been made in El Salvador, from outside
the EEA. Sebago brought an action for trade mark infringement before the Brussels Cour
d'Appel. Sebago argued that, since the introduction of the Trade Mark Directive, GB-Unic
had no right to sell Docksides shoes sourced from outside the European Economic Areain
the EEA without their authorisation.

GB-Unic countered this by arguing that, in order to show that the trade mark proprietor had
consented to the sale of non-EEA sourced goods in the EEA, it was only necessary to show
that other, genuine Docksides shoes had already been lawfully marketed in the EEA with
Sebago's consent .

™ www.jenkins-ip.com2002-05-24
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mentions "further commercidisation”. The Court found that rights conferred by the
trade mark are exhausted only in respect of the individud items of the product put
on the market with the proprietor's consent in the territory there defined. The
trademark owner may therefore continue to prohibit use of the mark in pursuance
of the right conferred on him by the Directive for individud items of that product
put on the market in that territory without his explicit consent®.

However, the saga on internationd exhaugtion continued in the joined cases C-
414 to 416/99% before the ECJ regarded the proceedings brought by trademark
owners Zino Davidoff and Levi Strauss againg retailers which had purchased
goods bearing the complainants marks outside the EEA and sold them again
within the EEA®. Since those retailers contended that the trademark owners
rights had been exhausted, the ECJ had been asked basically to say exactly what
the Directive's Article 7 means by 'tonsent”, whether consent can be implied,
and whether it can be inferred by the trademark owner's silence®™.

In its decision, issued on 20 November 2001, the ECJ confirmed the opinion in
the case of its Advocate Generd, and pointed out that, since the exhaugtion of
trademark rights is based upon the consent of the right holder, it is centra to
establish whether the right holder has actudly given consent to placing on the
market of goods bearing his mark. Such consent must be proved unequivocaly,
regardiess of whether it is express or implied. In no case can consent be inferred
from the mere Slence of atrademark owner: it is for the trader aleging consent to

prove it and not for the trademark owner to prove its absence®™.

% GROSS, o.c. , E.I.P.R 2001 p. 231.

8 Case C-337/95 Parfums Christian Dior v Evora [1997] ECR1-6013, and Case C-63/97
BMW v Deenik [1999] ECR 1-0000, OJ C 121, 1.5.1999

¥ STOTHERS, C., International Exhaustion of Trade Marks And Consent in the EEA,
E.l.P.R, 2001, 344.

% Joined cases C-414/99, C-415/99 and C-416/99 Zino Davidoff SAv A& G Imports Ltd; Levi
Strauss & Co, Levi Strauss (UK) Ltd v Tesco Stores Ltd, Tesco plc; Levi Srauss & Co, Levi
Strauss (UK) Ltd v Costco Wholesale UK Ltd, judgmentsto be found at the Courts website,
www.curia.eu.int

% CARBONI, A., Zino Davidoff SA v. A&G ImportsLimited : away around Silhouette ?,
E.I.P.R 1999, 10, 524.

% CUSHLEY, D., International Exhaustion: The Davidoff (and Levi) Cases, E.I.P.R. 2001, 397.
% | dem 83 above
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This is the third decison in which the ECJ confirms a drict interpretation of
European rules on trademark exhaugtion: the first one, rendered in July 1998, was
the Slhouette which established that only sdes within the EEA could exhaust
trademark rights. The second of such decisons was the Sebago judgement of
July 1999, in which the ECJ denied that the sale of one batch of goods exhausts
trademark rights as regards the marketing of other identica batches of goods:
consent within the meaning of Article 7 (1) must be given for each individud item.
And now this third one seems to put a nail on the coffin of pardle imports from
outside the EU and will be grested unenthusiagtically by supporters of pardld
importation including the mgority of the European public and some EU
Governments eg. the U.K. and Swedish Government®. It seems clear that a
“fortress Europe” policy is developing in this important area of trade. If political
interests do not find such legd attitudes convenient or desirable, the solution liesin
their own hands. As the Advocate Generd said in his Sebago opinion, “the
correct remedy is to amend the Directive or (...) to enter into international
agreements in order to extend the principle of exhaustion to products put on

the market in non-member countries, as was done in the EEA agreement®".

¥ ]t isno secret thati.a. UK judges were unhappy with Silhouette and will be even less
happy with Sebago. The Swedish Government too is pushing for a political decision on the
issue, and the Commission is holding hearings on the subject

% Advocate General Jacobsin the Sebago-case, Para. 30
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6 International Agreements

In the mentioned judgments the Court of Judtice refers to the possibility available
to the Community authorities of extending the limited rule of exhaugtion by
entering into internationa agreements. Also in the “travaux préparatoires’ of the
Commisson we find references to the effect that “the Community must be
empowered to conclude, at some future time with important trading
partners, bilateral or multilateral agreements whereby international

exhaustion is introduced by the contracting parties’ ®.

6.1. The European Economic Area Agreement (EEA)

One Agresment exigs in the context of which the issue of parald imports is
ubject to the same rule as in the intra=Community trade, namely the EEA
Agreement. This Agreement establishes the European Economic Area®. All
EFTA Members of the EEA had to accept the “acquis communautaire™” .

The rule of exhaudtion thus gpplies to intelectud property right within the EEA.
Contrary to the E.C., which is a customs union, the EEA is built on the modd of a
free trade area. EEA rules govern trade between EEA contracting parties, but not
between the latter and third countries. Therefore, the individual EFTA countries
reman free to decide whether or not to implement the exhaugtion rule in ther
trade relations with third countries, as was confirmed by the EFTA Court in the
Mag | nstruments case™.

I will now go more into detail in this Mag Instruments case Snce it is very smilar

to the Silhouette case on a factud bass, the outcome however was completely

different.

¥ COM (84) 70 Fina

% See Agreement establishing a European Area (1994) O.J.L 1/ 2, Articles6and 7.

% Community legislation and the case law of the Court of Justice.

% Case E-2/97Mag Instrument Inc. v. California Trading Company, 1998 E.T.M.R. 85, 1
C.M.L.R 331
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6.2. The Mag Instruments case

In an advisory opinion of 3 December 1997, the EFTA Court. has stated that
Article 7(1) of the Trade Mark Directiveisto be interpreted as leaving it up to the
EFTA States to decide whether they wish to introduce or maintain the principle of
international exhaugtion of rights conferred by a trade mark with regard to goods
originating from outside the EEA®. The plaintiff before the nationd court
(Fredrikstad City Court in Norway) is the producer of the Maglite lights in the
US. The plaintiff has assigned Viking International Pruducts Olso as the officid
digributor for its products in Norway. The defendant, California Trading
Company Norway, Ulsteen, has carried on pardle imports by importing Maglite
lights directly from the US for sde in Norway. Arguing that the importsinfringe its
exdusgve trade mark rights, the plaintiff brought proceedings againgt the defendant
and requested that the defendant be prohibited from sdling Maglite lights in
Norway. The EFTA Court held that the principle of exhaugtion of trade mark
rights and the exceptions to this rule have been laid down in Article 7 of the Trade
Mark Directive. According to this provison, the trade mark shdl not entitle the
proprietor to prohibit its use in relation to goods which have been put on the
market in an EEA Member State under that trade mark by the proprietor or with
his consent. According to the EFTA Court, the principle of internationa
exhaudtion isin the interest of free trade and competition and thus in the interest of
consumers. It is furthermore in line with the main function of a trade mark, to
alow consumers to identify with certainty the origin of the goods™. The protection
of goodwill is important, but can not be regarded as a main function of a trade
mark that would require aban on pardle imports. Additiondly, the EFTA Court
has based its opinion on the fact that there is an important difference of scope
between the EEA Agreement and the EC Treaty. The EEA Agreement does not

% The Norwegian Trade Mark Act does not contain any explicit rules on exhaustion, but
according to the EFTA Court it iswell established Norwegian (case) law, that the doctrine of
international exhaustion appliesfor trade marks

% ALEXANDER, W., o.c., E.C.L.Rev. 1999, 24, p. 60.
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establish a customs union, but afree trade area™. The rules on the free movement

of goods contained in the EEA Agreement gpply only to goods originating in the

EEA, while in the Union a product is in free circulation once it has been lawfully

placed on the market in a Member State. The EFTA States™ do not entail a
common commercia policy towards third countries and remain free to conclude
tregties and agreements with third countries relating to foreign trade. It is therefore
for them to decide whether they want to gick to the principle of internationa

exhaustion of trade mark rights”.

What would have happened if the U.S. origin torches had continued their tour and

being imported from Norway into a random E.C. Member State? Could they
have been dopped, after having been fredy entered the EEA across the

Norwegian border? For Article 7 (1) of the Directive the question is whether the

goods have been put on the market within the EEA under the trade mark “by the

proprietor or with his consent”. Carboni® argues that, as the case law stands
today, the goods could indeed have been stopped. She continues that if this

would not have been the case the effect of the Silhouette decision could easily be
circumvented by importers usng Norway or ether other EFTA date ( if they
goply the internationa exhaugtion practice of course) asa gateway to trade in

grey market productsin the E.C.

% See Opinion 1/91, Opinion of the Court on the Draft Agreement between the Community
and EFTA regarding the creation of the EEA, Dec. 14, 1991, [1991] E.C.R. I-6079

% Currently only Iceland, Norway and Lichtenstein,

" WALSH, P., TREACY, P. and FEASTER,, T., 0.c., E.L.Rev. 1999, 24, p. 273,

% CARBONI, A., 0.c., E.I.P.R 1998, 12, 473.
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7 International Exhaustion in the
WTO Context

The origind GATT Agreement of 1947 didn’t redly pay attention to I.P. rights.
Agan, & the dat of the Uruguay Round in 1986, I.P. rights were only
congdered to be a footnote in an aready heavy charged agenda™. Ironicaly
enough today the agreement on trade-rdated aspects of intellectud property
rights (TRIPS) is consdered as being one of the utmost important breakthroughs
in the negotiation, however, it remained controversial™®.

The TRIPS Agreement is especidly neutrd on the controversd topic of
internationa exhaugtion. Article 6 of TRIPS is considered to be “an agreement
to disagree”®. It permits esch WTO Member to prescribe its own rule on the
subject of internationa exhaustion.

Cottier, member of the Swiss delegation, summed the Stuation as follows. “Both,
the concepts of national and international exhaustion, are not entirely
satisfactory from a trade related point of view. National exhaustion (or
regional in the case of the European Union) is not satisfactory from a
consumer’s point of view. It allows for considerable market segmentation
and differential pricing policies to the extent that (cheaper) parallel imports
can be banned in any case. International exhaustion on the other hand, is
deficient from the right holder’s point of view.” 1%,

In discussing both strongly opposed principles, Bronckers, stresses the fact that
the TRIPS Agreement as a rule bans import redtrictions, unless these can be

judtified as necessary for intdllectud property rights. He, thus, continues, that the

% See Ministrial Declaration on the Uruguay Round, GATT, 33d Supp. BISD 19, 25-26 (1987)
YOMYLLY, T., A Silhouette of Fortress Europe? International Exhaustion of Trade Mark
Rightsin the EU, M.J. 2000, 1,

1% Article 6 of the TRIPS Agreement states: For the purpose of dispute settlement under
this Agreement, subject to the provisions of Article 3 and 4 nothing in this Agreement shall
be used to address the issue of the exhaustion of intellectual property rights. The reference
made to Articles 3 and 4 means that if a country were to decide to optfor national or
regional principle of exhaustion, it would not be permitted to discriminate against other
WTO Membersin the application of that principle (KUILWIXK K.J,, o.c., E.C.L.R. 1999,298.)
%2 COTTIER, T., The Prospects for Intellectual Property in GATT, C.M.L.R. 1991, 28, 399.
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principle of worldwide exhaustion “is more in line with the GATT spirit'®. The
god as st by the WTO isto lower barriers to trade in goods and servicesin the
international market, and thereby to enhance globa economic productivity and
encourage growth. ™™

The above mentioned Cottier on the other hand believes that the introduction of
international exhaustion may amount to frudration of legitimate expectations
crested by increased protection of intelectua property rights and may be
stopped™®.

A lot of companies have based their arguments before the ECJ on the GATT.
However with little success, the Court’s case law shows a clear unwillingness to
take these arguments into account. Only in the rare occason where Community
law clearly referred to GATT the Court was willing to interpret GATT law and
drike down Community law when appropriate. The reasoning in this is that
GATT provisons are too vague and flexible to be invoked by companies before
the European and national courts'®.

1% BRONCKERS, The Impact of TRIPS: Intellectual Property Protection in Developing
Countries, C.M.L.R. 1994, 6, 1267.

1% ABBOTT, F.M. & VERKADE, D.W.F., The Silhouette of a Trojan Horse: Reflections on
Advocate General Jacobs Opinion in Silhouette v. Hartlauer, B.1.E., 1998, 115.

% COTTIER,.T., 0.c. CM.L.R. 1991, 399.

1% ALEXANDER, W., De Twist Rond “ TRIPS’: Intellectuel e Eigendomsbescherming in
Ontwikkelingslanden, S.E.W. 1995, 10, 635.
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8 The Situation in the US and Japan

8.1. The United States Situation

In the USA, the trademark holder cannot act againgt domestic resellers of
products he put on the market himself or with his permisson. Theideabehind it is
that the trademark holder has had a chance to ensure the quality of the product
and to make money of the first sde, and then he no longer has a right to control
further digtribution of that product. If a US trademark holder sdlls trademarked
products abroad, a third party may buy these products and import them into the
USA™".

The Lanham Act, which is the US trademark law, can sometimes be used to
block imports even if they were manufactured abroad by the trademark holder or
an dfiliate. For example, when the foreign product would be considered different
from the domestic product by the American consumer, the imported products are
deemed not genuine. It is not uncommon for a product to have different
ingredients, for example, due to loca hedth regulations or to be of different
quality in different countries'®.

The US Supreme Court decided recently, on March 9 1998, in a copyright case
in favour of international exhaugtion in a factuad context smilar to thet of the
Silhouette case.'® The case involved the importation of copyright protected hair
care products that were exported from the US with the consent of the copyright
holder (L’anza) and then imported to the US by a third party Quality King
Distributors) without the consent of the copyright holder™®. The Supreme Court
held unanimoudy that a party which (a) produced copyrighted materid in the US
and (b) sold it to a party abroad could not use the Copyright Act to block the

7 ZADRA-SYMES, L.J& BASISTA, J.J., Using U.S. Intellectual Property Rightsto Prevent
Parallel Imports, E.I.P.R. 1998, 223.

1%8 \www . bitl aw.com 2002-05-24

1% Quality King Distributors, Inc. v. L'anza Research International, Inc., 1998 WL 96-265
(us.cd.),

19 ZADRA-SYMES, L.J& BASISTA, JJ, o.c., E.I.P.R 1998, 219
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importation of the product into the US™. This decision has essentialy shaitered
any further attempts to use the U.S. copyright law to hat pardld importation of
genuine goods origindly manufactured in the U.S. and exported. However, U.S.
manufacturers will till draw some solace from the “materid differences’ line of
cases under the U.S. trade mark statute. When they change sufficiently enough
the labeling, warranties, and/or content of their foreign distributed goods to be
country specific, they will be able to argue that the parale imports are not genuine

goods and are likely to cause customers confusion*’?,

8.2. The Japanese Situation

The Japanese Supreme Court has affirmed the doctrine of internationa exhaustion
of patent rights in relation to paralel imports of patented products into Jgpan in
the 1995 BBSKraftverzeug Technik AG - v - Racimax Japan KK& Jap Auto
Products KK case™2. In this case the Japanese courts have adopted for the first
time the concept of internationa exhaugtion of patent rights. The Supreme Court
rued that pardld importation does not conditute patent or trademark
infringement unless the patentee agreed or indicated on the goods that distribution
into Japan was prohibited™*. The court's reasoning was that sde of a patented
product by the patentee extinguished any patent rights relating to that product.
The patentee should be given only one such chance to obtain such additiona
compensation. The court noted that the purpose of the Japanese patent law was
to encourage both inventions and their utilization and that a baance had to be

sruck between the public interet and the proprietor's interest in such
Stuations™™®.

1L ABBOTT, F.M. & VERKADE, D.W.F., o.c., BIE, 1998, 115.

127ADRA-SYMES, L.J& BASISTA, JJ, o.c., E.I.P.R 1998, 225.

3 BBSKraftverzeug Technik AG - v - Racimax Japan KK& Jap Auto Products KK , 1 July
1997, Heisdi, (1995) (0) N°.1998.

"4 TESSENSOHN, JA. & YAMAMTO, S. The Big Aluminum Wheel Dust Up —
International Exhaustion of Rightsin Japan (1998) E.I.P.R. 228-238.

15 \www.] adas.com 2002-05-23
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9 The Point of View of Trade Mark
Organisations, Parallel Importers
and Consumer Groups

9.1. Trade Mark Associations

On September 3 1999, the European Communities Trade Mark Association
(ECTA) issued a Memorandum on the exhaugtion of trade mark rights addressed
to the head of the EU’'s DG XV. They bascdly gave their point of view on the
whole exhaudtion issue, mostly from an economica point of view. | will summarize
some of their points. They start by saying that internationd exhaustion will result in
short-term benefits (reduction in prices) for the consumer but dso long-term
disadvantages, as to the origin of goods and greater difficulties in combating the
counterfeiting of products. Moreover they look at the effect this dl will have on
the profits of brand owners and authorised dedlers, and they conclude that it will
probably cause a reduction of investments in R&D. The document concludes that
"as long as a real global single market does not exist, it is neither necessary
nor desirable to introduce international exhaustion of trademark rights™®.

The same type of argumentation can be found with the International Trade
Mark Association (INTA). They argue that trademark owners often tailor their
products, packaging, sdes and didribution networks to meet specific culturd,
environmental and other conditions in specific countries. They continue that the
value of a trademark can therefore be undermined if a standard of international
exhaudion of trademark rights and free pardle importation is followed. The
prices a which products are sold can vary from country to country for a grest
vaiety of reasons, among them differences in regulatory requirements,
environmenta standards, labour and materid costs, and taxes. They argue that
pardle importers have little or no incentive to maintain the goodwill of the mark
and its ability to attract customers in the future. The parald importer spends less

1 \www .ecta.org 2002-05-23
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time and effort to ensure the qudity of the product and may provide little, if any,
warranty or service. The consumer relies on the trademark about the qudity and
characterigics of the product and the level of after-sdes service. If these
expectations are not met because a consumer receives a product intended for
another market he or she will blame the trademark owner. Thus the trademark
owner’s reputation is damaged. A standard of nationd exhaustion gpproximately
takes these legitimate brand protection concerns into account, internationa

exhaustion does not'’.

9.2. Parallel Importers and Consumer Groups

A complete different story can be heard on the other side, namely of pardld
importers and consumers organizations. The European Parallel Importers
Coalition (EPIC)™® stands for the re-introduction of an internationa exhaustion
regime rating to trademark law in the European Union. They believe that current
EU trademark legidation is contrary to consumer interest and goes far beyond
what it was designed to protect. The result is that the European consumer has less
choice, and trademark owners face no competition, giving them freedom to set
prices. Traditiondly this has meant that EU prices are condderably higher than in
the U.S. and the Far East. One important function of a trademark is to promote
innovation and cregtivity by alowing the innovator to regp a benefit for the time,
talent and effort put into the creation of a product bearing his trademark, EPIC
believes that, as pardld imports cover only genuine goods, trademark owners
have dready derived this benefit by virtue of ther first sae, and therefore this
function of trademark law has dready been fulfilled.

Pardld traders and consumer organizations counter more or less al arguments
put forward by trade mark organizations | will summarize briefly the most
common ones, sarting with the fact that pardle imports deny consumers the
benefits of after sdles service, guarantees and product information. Parallel traders

7 wwwe.inta.org 2002-05-23
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argue that the mgority of branded goods subject to parald imports do not
require after saes sarvice (perfumery, cosmetics, toiletries, clothing, soft and hard
drinks etc.). After dl, they say, what after sales service does the consumer get
when buying these goods in a duty free shop, on a plane, on a ship in another
country, or viathe Internet?

Another argument is that pardle imports may reduce the ability to detect and
prevent counterfeit imports. EPIC says that this argument has never been ether
factudly or logicdly proven. Pardld imports are the genuine articles but traded
outs de the companies own channels.

EPIC' s response to pardld traders fear that lower returns will inhibit investment
in new brands or reduce the qudity of goods is the following: “Why should the
EU consumer finance this extra incentive?” The USA and Japan both have
international exhaudtion policies and higoricdly when the principle of globd
exhaugtion ruled before the current there was no lack of investment in new brands
nor was there any lowering of quality.

Consumers' Association™® has been keen to see reform of the Trade Mark
Directive to a regime of internationa exhaustion for some time as they believe it
restricts choice, maintains high prices and works for the benefit of large brand
manufacturers and againg the interests of consumers.

That iswhy the CA thinks thet regiond trade mark exhaustion must be changed to
internationa exhaustion because consumers gain from globaisation and freer trade
and that redrictions to trade and competition should be reduced wherever

possible.

"8 EPIC is a pan-European single-issue organisation set up in late 1998 bringing together
importers and retailers active in every sector of consumer goods.

19 Consumers Association (CA), is an independent consumer organisation with around
700,000 members. CA has campaigned in the consumer interest for over 40 years.
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10 Conclusion

Apparently the discussng whether to introduce internationd exhaustion on the one
hand, or, on the other hand maintain the current syssem of EEA-wide exhaugtion
depends alot on what side you are on. As shown above, trade mark owners and
organisations strongly advise and lobby to maintain the today’s system using
arguments that otherwise this will effect investments and consumers choice, not to
mention the impact a change may have on employment. For the time being they
seem to succeed, with the recent ECJ judgments in the Silhouette, Davidoff and
Sebago cases and support from the Commisson, who, after the recent studies
and hearings, decided that there is no need to change to internationa exhaustion.
This, however, is very much commented not only by consumers organisations or
pardld traders, but aso by naiond courts and some Governments. Their main
critique is that trade mak legidation is used as an instrument to control
digribution channels and partitions markets, which is contrary to the principle of
sound competition.

It must be though being a pardld importer these days they tried amost
everything and lost every timel | will now look a some possble Srategies for
pardle importers to circumvent the consequences of the Silhouette judgment. A
fird argument is that of misuse of law. This has been especidly “popular” with
some Belgian judges who interpreted the legd actions of brand owners as*“misuse
of thelaw”, i.e. the use of the law for a purpose other than that for which it was
intended'®. They argue thet the proceedings of brandowners seemed to have
been motivated, firs and foremogt, to prevent parale importation and by their
wish to protect the officia desler network and not the brand. The ECJ could teke

this into account, since this is a generd principle of lav*, Unfortunately for

129 Rechtbank van Koophandel (trade court) Nijvel, Esprit v. GB Unic), Rechtbank van
Koophandel (trade court) Brussel Caterpillar/GB Unic, 22 januari 1997, Rechtbank van
koophandel Nijvel (trade court) Esprit/GB-Unic & Eximin Europe (4 april 1997) ,(all not
published)

“l VERKADE, D.W.F. Extra-communautaire parallelimport en rechten van intellectuele
eigendom, SE.W. 1997, 9, 311.
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pardle importers, the Silhouette judgment reects the use of the misuse of law
principle agangt extraEEA pardld imports. Another drategy, with probably
more chance of success, are the EU competition rules. It was A.-G. Jacobs who
putted it like thisin his concluson; “ As regards the Community’ s competition
policy, the ruling to be given by

the Court on international exhaustion will in no way limit the possible
application of the competition rules of the Treaty. It will not exclude the
possibility that Articles 81 and 82 of the Treaty may apply to agreements
between undertakings, or to unilateral behaviour by a dominant underta -
king, seeking to divide up the markets’ . However, competition rules are a
very poor ingrument for addressng the likely adverse impact of a decision
precluding internationa exhaugstion. An action under Article 81 or 82 is a codly
and time consuming endeavor for an individua EU citizen or private enterprise. It
would be an extraordinary Stuation in which an individud citizen or EU business
would be s0 adversdy affected by the decision of an enterprise to block parald
imports that it would justify the expense or time necessary to pursue such matter
under Article 81 or 82 ECT.**® The last theory | want to discuss is the one of
implied consent and the burden of proof. Some EU Member States and other
jurisdictions follow a doctrine of implied consent, dlowing for parale imports by
making a presumption that the trademark owner has consented to the importation.
It is manifestly unreasonable to create a presumption that a trademark owner has
consented to the parald importation of its goods or to otherwise rely on doctrines
of implied or indirect consent. Rather, a presumption that a trademark owner has
not consented is warranted. The theory of implied consent was reected in the
Davidoff and Levi’s cases.

As there is no help to be expected from the Court in Luxembourg, pardld
importers will probably try again and this time with more convincing or cregtive
arguments. The last word hasn't been said about this interesting and daily-life
affecting topic.

122 Conclusion Advocate-General JACOBS, para. 53.
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