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Summary

Intellectud property rights easlly come in conflict with the objectives of the EC
Treety Snce they are exclusve in their nature and can be seen as a lega way to
create trade barriers. In Article 222 of the Tresaty it is stated that the Treaty shall
not prejudice the rules in the Member States governing the system of property
ownership, and in Article 36 it is permitted to protect intellectud property rightsin
gite of the free movement provisons. To be able to apply the rules on free
movement and the competition rules to intellectua property rights used to divide
the market and distort competition the Court has developed the case law by
referring to the objectives of the Treaty. This was done through the development
of the doctrine of exhaustion, the distinction between existence and exercise and
the notion of specific subject-matter. Regarding trade marks the Court has
defined the specific subject-matter to be the guarantee that the owner of the trade
mark has the exclusve right to use that trade mark, for the purposes of putting
products protected by the mark into circulation for the firg time. The rule of
exhaugtion concerning intellectud property rights such as trade marks makes it
possible to import most products in pardld. When it comes to pharmaceuticas
this has however created certain problems. The packages of the pharmaceuticas
are for some reason often different in different Member States, which has given
rise to legal proceedings when the proprietor has prevented the repackaging by
the parale importer.

In such cases concerning repackaging the Court has gpplied the free movement
rules and the principles of the specific subject-matter and the difference between
existence and exercise. It has aso used the notion of essentia function and sated
this to be to guarantee the identity of the origin of the trademarked product to the
consumer, by enabling him without any possibility of confusion to distinguish thet
product from products which have another origin. This means that the right to
prevent repackaging is part of the essentia function. The Court has however
dated that the exercise of the trade mark nevertheless in such circumstances
could amount to a disguised redtriction on trade between Member States. This
would be the case if the use of the trade mark contributes to the atificia
partitioning of the market and if it is shown that the repackaging cannot adversdy
affect the origind condition of the products. A pardld importer would then be
permitted to repackage the pharmaceutica if he gives prior notice of the
marketing and states on the new packaging by whom the product has been re-
packaged. In the latest case, Bristol-Myers Squibb, it was aso required that the
repackaging was necessary and that the reputation of the trade mark did not risk
being wounded. It was aso made clear that it does not have to be the intent of the
proprietor to partition the market artificidly, it is enough thet this is the effect, to
make the prevention of repackaging in breech of the free movement rules.



The question is however if instead Article 86 could have been applied to these
repackaging cases. When it comes to intellectua property rights the Court has
used the digtinction between existence and exercise and stated that even though
the exclusive nature of intellectua property rights confer some degree of market
power, the mere ownership does not in itself give rise to a dominant position. To
define abuse the Court has aso used the notions of specific subject-matter and of
essential function. In generdl it can be said that Article 86 could be applied in
repackaging cases where the use of different packages and the striving to prevent
repackaging is a manifestation of awish to maintain price differences or to meke it
hard for a parale importer to sel the product in the "wrong” packaging. If the
prevention of repackaging is made because of a wish to detect the person in the
sdling chain who sold the product to the pardld importer it would most certainly
be seen as abugve. The assessment of whether a conduct is abusive under Article
86 or not is objective and involves the same assessments as for if an exercise of
an intellectud property right contributes to the artificid partitioning of the market
under the free movement provisions. If a conduct has been judged to contribute
to the atificid partitioning it would therefore most certainly be judged to
condtitute an abuse. Whether the abusive conduct actudly would be caught by
Article 86 or not depends on if the other criteriain the Article are fulfilled, i.e. that
the undertaking occupies a dominant position in a substantia part of the Common
Market and that the abuse is likely to affect trade between Member States.

The essentid facilities doctrine might adso be gpplied in accordance with case law
under Article 86, if the prevention of repackaging would be likely to diminate all
compstition, if it could not be objectively judtified and if there are no actud or
potential subgtitute to the repackaging.



Abbreviations

CFlI Court of First Instance of the European
Communities

CTMR Council Regulation (EC) No. 40/94 on the
Community Trade Mark [1994] OJL11/1
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1 Introduction

The fundamenta objective of the EC Treaty is to create a Sngle Market without
any barriers to trade. One way to secure this objective is through the rules on
competition which ams a mantaining an open market and simulating economic
activity by guaranteeing the widest possible freedom of action to al.' Since
intellectua property rights confer an exclusive right upon their owners and in that
sense can be seen as a lega way to create a trade barrier they easily come in
conflict with the objectives of the Treaty and with the rules on competition. The
interaction between the rules on competition and intellectua property rights has
thus proved to be a source for disputes under the Treaty. Intellectua property
rights do however not necessarily conflict with the competition rules. Since they
work as a reward for research and development by assuring the owner the
exclugve right to his work they can even be said to be pro-compstitive and to
increase efficiency and consumer welfare in the long run. Because of the
exclusvity in these rights the intellectua property rights do however aso affect the
competition structure in a less favourable way. By excluding third parties from a
pat of the market compstition is naturdly impeded. This conflict between the
need to protect intellectud property rights as an incentive to innovations and the
wish to keep a free market with competition has resulted in some interesting
problems under EC law.

In this paper | will ded with one specific problem regarding trade marks —
repackaging of trade marked goods. This problem arises mostly in Stuations of
pardlel import of pharmaceuticds, since they often are sold in different packages
in different countries. The question is what right the proprietor have in these
Stuations to prevent the goods from being repackaged and his trade mark from
being re-affixed. 1 will try to answer this question by describing the case law
developed by the Court in thisarea. So far the Court has discussed the rights of a
trade mark owner in these Stuations by referring to the rules on free movement of
goods. In this paper | will however ingtead try to gpply Article 86 and see if the
wish to prevent repackaging can congtitute abuse by dominant undertakings. | will
aso examine what different results could have been achieved by using Article 86
instead of the rules on free movement.

The repackaging problem must however be put in a reevant context, and
therefore | will gart with summarily describing trade mark rights and the rules on
free movement of goods and on competition, as well asthe case law developed in
those areas. | will then describe Article 86 more in detall and the most important
cases under this Article, before | start examining the repackaging-problem.

! First Report on Competition Policy (1971), p 11.
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This study is based on literature, academic articles and case law. The method |
have used is to read and andyse the materid. | have dso gone through the
relevant EC law provisons. Findly | have applied the principles | have found in
the materid to the repackaging situation and drawn my own conclusions about the
outcome.

When referring to provisons in the EC Treety | have chosen to refer to the
Articles in the Rome Treaty since the cases refers to those and since the Articles
are dill more known under the old numbers than under the new ones in the
Maadtricht Treaty. When | refer to Article 86 it should thus actudly be read as
Article 82 in the Maastricht Treaty, and Articles 30 and 36 are now numbered 28
and 30.



2 Intellectual property rights

Intellectud property rights are for example patents, copyrights and trade marks.
The most sgnificant characterigtic of these rights are that they confer an exclusve
right upon the owner to prohibit certain acts of third parties, like usng a trade
mark or producing a patented product without consent. An intellectua property
right does not make the rightholder a monopolist in an economic sense, but it
confers a degree of immunity from the activities of exising and potentia
competitors.? Because of this immunity the proprietor can be sure to obtain some
rewards and intellectud property rights therefore work as an incentive to invest
time and money in research and development. Generdly it can therefore be sad
that the main function of intellectua property rights is to simulae innovation and
development.

Theintdlectud property right that is of interest for this paper istrade marks, and |
will therefore describe this right more in detail. A difference compared to other
intellectua property rights is that trade marks only confer exclusvity on a certain
brand name and not to the product. Similar products may therefore be marked
under a different brand name. Another difference is that trade marks are not
limited in time.

2.1 Trade marks

Trade marks do not relate to a certain product but merdy to distinctive sgns
affixed to products in order to distinguish it from smilar products made by others
and thereby declare the origin of the product. The trade mark can consist of any
sgn which is capable of being represented grephicdly and is capable of
distinguishing the goods or services of one undertaking from those of other
undertakings.® A sign can be a persona name, design, letters, numerals, the shape
of the goods or of the packaging.*

Trade marks give the proprietor the right to prevent al third parties not having his
consent from using any sign which is identicd or Smilar to it, in the course of
trade.® The protection of trade marks is necessary for making it possible to
digtinguish between competing products and services. If copying would be
alowed consumers could not rely on experiences of previous purchases as a
guarantee of a certain qudity. Without protected trade marks effective advertisng
would aso be undermined. Trade marks aso ensure the holder that he will be
able to enjoy the effort of building up a goodwill associated with the product, and

Wish, p 648.

3 CTMR, Article 4.
4 CTMR, Article 4.
®CTMR, Article9.



thus works as an incentive to make products with a certain quaity and to keep a
good service. To protect trade marks is therefore an important component in
market economy.

The Community redlised in an early stage that in order to creste a Sngle market it
was important that nationd rules did not create barriers and that it therefore was
necessary to harmonise the nationd rules also in areas not directly concerned with
this, like intellectua property. Harmonisation directives have thus been issued for
example about patents, trade marks and copyrights. When it comes to trade
marks it is the area of intelectua property law where the harmonisation process
has atained most. In 1980 the Commisson adopted a twofold strategy to
harmonise nationd law whilg @ the same time creating a Community-wide right.
The Trade Mark Directive® was implemented in 1989. This Directive harmonises
the rights conferred by a trade mark and establishes the basic criteria for
registrability, infringement, invalidity and revocation. It has to a great extent
fortified the exiging case law in this area. The two most important provisons in
the Directive are Articles 5 and 7. Article 5 states the rights that are conferred by
atrade mark. These are, as dready said, the right to prevent third parties from
usng an identicd or Smilar trade mark in the course of trade, unless they have the
owner’s consent. Article 7 expresses the case law rule of exhaustion, which will
be dedlt with later in this paper. It Sates that

Thetrade 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.

Paragraph 1 shall not apply where there exist legitimate reasons for the
proprietor to oppose further commercialisation of the goods, especially where
the condition of the goodsis changed or impaired after they have been put on
the market.

Even if most Member States legidated to bring their nationd laws into line with
the Directive, this legidation ill operated in the context of varying legd systems
and traditions, and there could gill arise conflicts between trade marks and the
Common Market.” The Commission therefore took the view that it was necessary
to create a sngle trade mark for the whole of the Community. There was
however problems regarding the lega basis for the creation of a Community trade
mark since the Treaty does not explicitly confer such a competence. Article 100a,
which the Directive was based on, only gives the legd bass for harmonisation
measures, not for creating new Community procedures or ingitutions® In this
case the Commission therefore had to base its propostion on Article 235. This
Article gives the Council the right to take the measures necessary to attain one of
the objectives of the Community even though the Treaty does not provide the

® First Council Directive to Approximate the laws of the Member States relating to Trade
Marks[1989] OJL40/1.

" Annand and Norman, Blackstone' s guide to the Community Trade Mark, p 7.

® Govaere, The Use and Abuse of Intellectual Property Rightsin EC Law, p 53.



powers hereto, but it requires that the Council is unanimous and that the European
Parliament has been consulted. These requirements were however fulfilled and in
1993 the Council Regulation on the Community Trade Mark® was adopted. This
Regulaion will give the proprietor the exclusive right to use the trade mark
throughout the Community. If there exists an earlier conflicting mark anywhere in
the Community it will therefore prevent the regidration of a Community Trade
Mark. Nationa trade marks system will however continue to exist dongside the
Community Trade Mark sysem and in such a Stuation it will ill be possble to
register the mark under the national laws of those Member States where there is
no conflicting mark

Since a trade mark do not relate to a product but merely to the name affixed to
the product it can be concluded that the right do not in itself confer a monopoly
position as, for instance, a patent does. Thisis dso mirrored in the fact that trade
marks are not limited in time. In spite of this a well-known trade mark can
nevertheless confer market power and, as will be seen in this paper, be used by
an undertaking in a dominant pogition to gain anti-competitive profits.

® Council Regulation (EC) No. 40/94 on the Community Trade Mark [1994] OJL11/1. (CTMR)
19 See Trade Mark Directive, Article 21.



3 The general approach in EC
law to intellectual property
rights

3.1 The objectives of the EC Treaty

Before going into the subgstantid rules in the EC Treaty that interact with
intellectud property rights it is important to be aware of the fundamentd
objectives of the Treaty. These objectives are stated in Article 2 of the Treaty to
be

to promote throughout the Community a harmonious development of
economic activities, a continuous and balanced expansion, an increase in
stahility, an accelerated raising of the standard of living and closer relations
between the States belonging to it.

In Article 3 (8)-(k) the means by which these aims are to be achieved are listed,
including for example the remova of dl bariers to the free movement and the
inditution of a system ensuring that competition is not distorted. Competition
policy therefore forms an integrd part of the overdl economic and politica
dructure of the Community.

When an intdlectud property owner uses his right to exclude acts like
manufacturing and importing infringing products by potential competitors he is in
conflict with the objectives of the Treaty, Snce his actions can divide the Common
Market as well as distort competition.** Such actions are adso in breech of both
the rules on free movement and the rules on competition. There is however one
problem in applying these sats of rules againg intellectud property rights snce
Article 222 dates that the Treaty shal not prgudice the rules in the Member
States governing the system of property ownership. To be able to apply these
sets of rules to intellectua property rights the Court therefore had to develop and
change the law radicdly, which it has done by referring to the fundamentd
objectives of the Treaty. Because of the case law-development both the rules on
free movement and the rules on competition are now applicable on intellectua
property rights exercised in a way that conflicts with the objectives. In order to
atain the objectives of the Treaty measures have aso, as described in the
previous chapter, been taken to harmonise the rules on intellectud property, and
even to create a Community Trade Mark. Nowadays it is even firmly established
that, in spite of Article 222, intellectud property rights are subject not only to

" Govaere, p 42.



certain Treaty rules like the rules on free movement and on competition, but aso
to the generd principle of non-discrimination.*2

32 The rules on competition

The competition rules in the EC Treaty are set out in Articles 85 to 93 and have
the legdl basisin Article 3(g), which states that as means to achieve the objectives
of the Treaty the Community shal make sure that competition is not distorted
within the Common Market. The competition rules ae concerned with
suppressing anti-competitive conduct as well as with market integration since they
contribute to the creation and preservation of the sngle market and the dimination
of trade barriers. They aso make sure that the crestion of a sngle market is not
undermined and that new barriers do not emerge because of private agreements
or state decrees.

The two main articles are Article 85 and 86, where Article 85 prohibits anti-
competitive agreements or concerted practices between undertakings.
Agreements concerning intdllectud property, like licenang agreements, are
frequently affected by this article. Such agreements can however be exempted by
Article 85(3) if they have an overdl postive effect, which is measured through the
fulfilment of four criteria The criteria are that the agreement contributes to
improving the production or promoting technical or economic progress, thet it
alows consumers a far share of the resulting benefit, that it does not impose any
redrictions which are not indigpensable to the atainment of the objectives and
that it does not give the undertaking the possibility of iminating competition.

Article 86 in its turn prohibits abuse by dominant undertakings. The dominant
position is established in relaion to the relevant market, which conggts of a
relevant product and a relevant geographic market, and a temporal aspect. The
kinds of behaviour that have been found to be abusive are for example excessve
pricing, discriminatory conditions or pricing, refusa to supply, rebate schemes,
abuse of intdlectua property rights, tying, redtrictions on export and refusa to
grant access to essentia fagilities™

33 Therules on free movement of goods

The competition rules were not cgpable of deding with dl the stuations in which
intellectua property could be used to reinforce boundaries and therefore the EC
authorities also wanted to gpply the free movement rules. Article 30 provides that
quantitative restrictions on imports and dl measures having equivaent effect shdl
be prohibited between Member States. Article 34 contains a Smilar provison

2 Govaere, p 42.
3 Craig and de Burca, EU Law, Text, Cases and Materials, pp 958 to 972.
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regarding exports. The use of these Articles were however thought to be limited
because of the provison in Article 36 which permits Member States to protect
intellectual property, as long as it is not done in such a manner as to conditute a
means of arbitrary discrimination or a disguised redtriction on trade between
Member States. This rule emanates from the underlying principle in Article 222.
The Court did however, as dready said, overcome these limits by referring to the
interests of single market integration. Article 30, and the case law™* under it, is
now gpplicable to intellectuad property rights used in away that creates barriersto
the free trade since the Court changed the law fundamentaly through the
development of the doctrine of exhaustion, the digtinction between existence and
exercise, and the notion of the specific subject-matter.

3.3.1 Thedistinction between existence and exercise

To get around Articles 36 and 222 the Court made a digtinction between the
exigence of an intdlectud property right and the exercise of it. The former was
protected by those Articles, but the latter would be limited by the Community
law, especidly the rules on competition and the rules on free movement of goods
and services™ This distinction was first made, in regard to the competition rules,
in the Consten and Grundig case™®. Grundig, a German manufacturer of televisons
and tape recorders had granted exclusive trade mark and digtribution rights to its
exclusve digtributor in France, Congten. When pardle traders began to undercut
Congten's prices in France, Conden initiated a trade mark infringement action.
The Court acknowledged that the proprietary rights granted under nationa laws
could not be prejudiced, but it stated that the exercise of those rights may be
limited to the extent necessary to give effect to the competition rules. Since the
impogtion of territorid or quantitative redtrictions in a licence agreement could
serve as atoal to divide nationa markets it would make the prohibition in Article
85(1) ineffectiveif thisuse of trade mark would be alowed. Such auseis not part
of the essentid functions of the trade mark and therefore it is subject to
prohibitions under the Treety. Article 36 can thus not limit the field of gpplication
of Article 85 regarding the exercise [my emphass] of an intdlectua property
right.*’

* For example Dassonville, where it was stated that “all trading rules enacted by Member
States which are capable of hindering, directly or indirectly, actually or potentially, intra-
Community trade are to be considered as measures having an effect equivalent to
quantitative restrictions.” Thisrule was later limited by Cassis de Dijon which stated that
obstacles to the free movement of goods could be accepted if necessary in order to satisfy
mandatory requirements (effectiveness of fiscal supervision, protection of public health,
commercia fairness and protection of the consumer) if they were proportionate and the | east
restrictive totrade aspossible.

' Craig and de BUrca, pp 1026-1027.

1 Cases 56 and 58/64 Etablissements Consten SARL and Grundig-Verkaufs-GmbH v EC
Commission [1966] ECR 299.

7 Consten and Grundig, p 345.
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3.3.2 Therule of exhaustion

The didtinction between exisence and exercise was firsd made in relation to
Articles 30 and 36 in the Deutsche Grammophon case.*® In this case the rule of
exhaugion was ds0 lad down for the firsg time. Deutsche Grammophon
produced and sold records in Germany. Another company, Metro, obtained
much chegper supplies of the same records in France, where they were sold by a
subsidiary to the Deutsche Grammophon. When Metro tried to import them into
Germany Deutsche Grammophon clamed that it was an infringement to its right
under the German Copyright Act. The Court made a clear distinction between the
exisence and the exercise of the property right. It stated that Article 36 only
permitted redtrictions on the movement of products to the extent to which they
were judtified for the purpose of safeguarding rights which congtitute the specific
subject-matter of the property, and that restrictions beyond this purpose might
condtitute an exercise of property rights that was incompatible with the Treaty. In
this case the Court held that it would be incompatible for Deutsche Grammaophon,
which had consented to the marketing of the records in France, to rely upon its
right under German law to prevent their importation into Germany. By permitting
the records to be sold abroad it had exhausted its rights.™® The rule of exhaustion
must therefore be read as meaning that once the goods has been put on the
market, by the owner or by his consent, the prevention of the free circulaion is
not part of the specific subject-matter and is not protected by the Articles 222
and 36.

The reason behind this rule is to prevent a partitioning of the Common Market. If
proprietors were dlowed to use their intelectua property rights to prevent
imports of products protected by a pardld intelectud property right in another
Member State and aready marketed there, proprietors would be able to isolate
nationd markets from each other. By the exhaugtion-rule the proprietor has
exhausted his right to prevent import when he has put the product on the market
anywhere in the Community.

The rule of exhaustion has aso been used in cases concerning trade marks, for
example in the repackaging-cases which will be examined thoroughly later. The
rule has adso, as dready said, been fortified in the Trade Mark Directive, as well
asin the Community Trade Mark Regulation.®

The essence of the exhaugtion principle is the consent of the holder of the
indugtrid property to the initid marketing. In the Pharmon v Hoechst case the
Court discussed the notion consent, and stated that where athird party is

18 Case 78/70 Deutsche Grammophon GmbH v Metro-SB-Grossmérkte GmbH & Co KG [1971]
ECR 487.

9 Deutsche Grammophon, para 11 to 13.

% See Article 7 of the Trade Mark Directive and Article 13 of the CTMR.
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granted a compulsory licence?* the patentee can not be deemed to have given his
consent, since this would deprive the patent owner his right to determine fredly the
conditions under which he markets his products® In this case a British company
had received a compulsory licence regarding pharmaceuticals patented by the
German company Hoechdt. In spite of the prohibition on export included in the
licence the British company sold alarge consgnment of the pharmaceuticas to the
Dutch company Pharmon. The Court stated that this was an infringement of
Hoeche's patent, since Hoechst had not consented to the marketing of the
product in Britain and had therefore not exhausted its right.?® The exhaustion
principle does therefore not apply to products market by a compulsory licence,
regardless of whether the proprietor was given roydty as a payment for the
licence or not. Another case where the exhaugtion principle does not apply is
where goods are marketed in a third country and then imported into the EC.2

3.3.3 Specific subject-matter

In Deutsche Grammophon the notion of specific subject-matter was used to
describe which exercises might be incompatible with the Treaty. The notion refers
to some core rights which are not affected by the rules in the Treaty and the
exercise of which is not caught by the rules on free movement even though they
cregte barriers to trade. The exercise under the specific subject-matter is sO
closdy related to the actud intellectua property right that if this exercise was
prohibited the intellectua property would in fact be deprived of legd protection.
The notion of specific subject-matter could therefore be said to be the heart of the
compromise between the need to protect intellectua property rights and the wish
to create a Sngle market without barriersto trade. The line between exercises that
must be tolerated and the exercises that could be caught by EC law is thus
determined by the extent of the specific subject-matter.

Regarding trade marks the Court has, for example in the Centrafarm case,
defined the specific subject-matter to be the guarantee that the owner of the trade
mark has the exclusve right to use that trade mark, for the purposes of putting
products protected by the mark into circulation for the first time.?

! Compulsory licences are granted by the authorities of a Member State to athird party and
are often aform of penalty for the patentee, for exampleif he hasrefused tolicencein an
abusive way. The compulsory licence gives the third party the right to carry out
manufacturing and marketing operationswhich the patentee would normally have the right
to prevent.

% Case 19/84 Pharmon BV v Hoechst AG [1985] ECR 2281, para 25.

% Pharmon v Hoechst, para 25 to 27.

#Wish, Competition Law, p 654

% Case 16/74 Centrafarm BV and Adriaan De Peijper v Winthrop BV [1974] ECR 1183, para8.
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3.3.4 TheMerck-case

The reason for describing the Merck case is to show how important the Court
has found the free movement-rules to be compared to intellectua property rights.
Merck had marketed a pharmaceutica called Moduretic for which it had patent in
al Member States except Italy, Since it was not possible to get a patent there.
There was quite a price difference between the Member States which a Dutch
company, Stephar, took advantage of and imported Moduretic from Italy and
sold it in the Netherlands. The Court stated that the substance of a patent was the
exclugve right of first placing product on the market, which would enable the
inventor, by dlowing him a monopoly in exploiting his product, to obtain the
reward for his credive effort®® There are however no guarantees that the
proprietor will obtain such areward in dl circumstances, and if the chooses to put
the product on the market in a Sate where he cannot get a patent he has to take
the consequences of this?’

This case means that even though a product cannot be patented in a date the
proprietor cannot prevent pardld import from this state and that the proprietor
looses the possibility to gain on his innovation. The consequences of this would
mogt certainly be that proprietors only sdll their products in states where they can
get a protection for their intellectud property rights, which could leed to a
partitioning of the market to a greater extent than the difference in price could
ever do.”® A recent case, PrimecrowrvMerck, dedt with a similar situation. The
Court stated that the principle lad down in Merck/Stephar should be followed
but that, in accordance with Pharmon/Hoechst a proprietor has the right to
oppose padld import if he was forced, by compulsory licences or date
provisons, to market the pharmaceutica in a state where he could not get a
patent.®® The problem is perhaps not red one anymore since pharmaceuticas
nowadays can get a patent in al Member States. Since the Community Trade
Mark Regulation the same goes for trade marks, but the Merck-cases are of
interest because they show how harsh the Court treats intellectua property rights
that intervene with the rules on free movemen.

% Case 187/80 Merck & Colncv Stephar BV and Petrus Stephanus Exler [1981] ECR 2063,
para9 and 10.

" Merck v Stephar, para10 and 11.

% K orah, An Introductory Guide to EC Competition Law and Practice, p 193.

# Case C-267, 268/95 Merck & Colnc and Others v Primecrown Ltd and Others[1996] 1-6285,
para4l and 50.
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4 Article 86

Article 86 of the EC Treaty reads as follows:

Any abuse by one or more undertakings of a dominant position within the
common market or in a substantial part of it shall be prohibited as
incompatible with the common market in so far as it may affect trade between
Member States.

Such abuse may, in particular, consist in:
(@) directly or indirectly imposing unfair purchase or selling prices or other
unfair trading conditions;
(b) limiting production, markets or technical development to the prejudice of
consumer;
(c) applying dissimilar conditions to equivalent transactions with other
trading parties, thereby placing them at a disadvantaged position;
(d) making the conclusion of contract subject to acceptance by the other
parties of supplementary obligations which, by their nature or according to
commercial usage, have no connection with the subject of such contracts.

For Article 86 to apply there are three conditions which must be fulfilled, namely
(2) thet there is a dominant pogtion in a substantid part of the Common Marke,
which is enjoyed by one or more undertakings, (2) that there is an abuse of the
dominant podtion and (3) that this has a resulting effect on trade between
Member States.

4.1 Relevant market

For Article 86 to apply the undertaking must have a dominant position within the
common market as awhole or a subgtantia part of it. In the past it was assumed
that “a substantia part” could be no less than a Member State, but the Court has
now recognised as a substantia part of the Common Market not only the territory
of asmall Member State but also a part of the territory of aMember State™ The
market territory in which an undertaking occupies its postion, the relevant market,
isaso crucid for determining whether the undertaking isin dominance or not. This
relevant market is assessed from three aspects, namely the relevant product and
the relevant geographic market, and the temporal aspect.

The relevant product market is assessed by the interchangesbility-test, in which
both demand sde subgtitutability and supply sSde subgtitutability are taken into
congderation. In a recent Notice the Commission introduced the so caled
SSNIP-test for determining demand side subdtitutability.* On the demand side

% Case C-7/97 Oscar Bronner GmbH & Co. KG v Mediaprint Zeitungs- und
Zeitschriftenverlag GmbH & Co. KG, para 36.

% Commission Notice on the Relevant Market for the Purposes of Community Competition
Law, [1997] OJC372/5. This test states that if a sufficient number of customers were to
switch to readily available substitutes or to supplierslocated in other areasinresponse to a
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the test is if a product is interchangesble in the view of the consumers. Criteria
such as the character, price and intended use of the product are here taken into
consderation. The test of supply side subgtitutability determines if producers can
eadly switch production capacity to produce the other product in a short term
and without incurring Significant costs®

The relevant geographic market has been defined as an area in which the
conditions of competition gpplying to the product concerned are sufficiently
homogeneous for al traders® When assessing the rdlevant geographic market
factors taken into consideration are the nature and characterigtics of the products
or services concerned, the existence of entry barriers, consumers preferences
and subgtantial price differences®

The tempora aspect means that it is enough that the market power is possessed
only at particular times a year because the competition from other products varies
seasondlly. ®

4.2 Dominant position

The classc definition of a dominant pogtion was given in the United Brands case
and was there said to be

“aposition of economic strength enjoyed by an undertaking which enables it
to prevent effective competition being maintained on the relevant market by
affording it the power to operate to an appreciable extent independently of its
competitors, its customers and ultimately the consumers.”*

Market shares are important indicators of dominance, but other factors must also
be taken into consderation like the structure of the market, the number of
competitors and their respective market shares, the undertaking's technica and
financial resources and the presence of barriers to entry.*’

Intellectud property rights are by its nature exclusive rights and as such they
evidently confer some degree of market power and a privileged postion. The
Court has however gated that the mere ownership of an intellectua property right
does not in itsalf give rise to a dominant position.*® According to the Court the

hypothetical small price increase (in the range of 5-10%) to such an extent that the increase
would not be profitable (due to the resulting loss of sale) the market will comprise of the
substitutes or the other areas.

% Craig and de Burca, p 943.

% Case 27/76 United Brands Company and United Brands Continental BV v Commission
[1978] ECR 207, para 11.

% Craig and de Burca, pp 947 and 948.

% Craig and de Blrca, p 948.

% United Brands, para 65.

% Craig and de Burca, pp 949-954.

% Case 24/67 Parke-Davis & Cov Probel [1968] ECR 55, para 9.
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most important factor in assessng a dominant postion is the likeihood of
competition from other manufacturers. But the ownership of an intellectud
property right is one of the factors to be taken into account in deciding whether or
not a dominant position exists® In Deutsche Grammophon the Court said that
regard should be taken to the existence or possible entry of competing products
into the market that could be substituted for the protected products® If the
owner of an intellectud property could impede the maintenance of effective
competition he would therefore normally be in a dominant position. The existence
of adrong trade mark for a new invention could to a grest extent reduce the
possibilities for competitors to enter the market, and thus put the underteking in a
dominant pogtion. Smilarly, the existence of avery well-known trade mark could
in itsdf reduce the likdihood of competitors entering the market and strengthen
the dominance.

4.3 Abuse

Even if a dominant pogtion has been established the exercise of an intdlectud
property right does not in itself congtitute an abuse and dominant undertakings can
adways exercise theright in a permissble way. In Parke-Davis the Court held that
it was the use of a patent would only be brought within Community law where the
patent contributed to a dominant postion and the use of it meant an improper
exploitation which would be liable to affect trade between Member States.* It is
therefore important to define what kinds of behaviours that congtitutes improper
exploitations of intellectud property rights and by that abuse of a dominant
position. Article 86 contains a list of behaviours which may condtitute abuse, like
imposng unfair prices or trading conditions, limiting production or markets,
gpplying dissmilar conditions to equivaent transactions or making the conclusion
of contracts subject to acceptance of supplementary obligations. This ligt is not
exhaugtive and the Article has been gpplied to severd practices not specificaly
mentioned in it. In the Hoffman-La Roche Vitamins case it was more generaly
stated that

“the concept of abuse is an objective concept relating to the behaviour of an
undertaking in a dominant position which is such as to influence the structure
of a market where, as a result of the very presence of the undertaking in
question, the degree of competition is weakened and which, though recourse
to methods different from those which condition norma competition in
products or services on the basis of the transaction of commercial operators,
has the effect of hindering the maintenance of the degree of competition still
existing in the market place.”*

¥ |n United Brands the Commission referred to “ other major advantages such as trade mark
ownership”.

“ Deutsche Grammophon, para 17.

*! Parke-Davis, para4.

* Case 85/76 Hoffman-LaRoche AG v Commission [1979] ECR 461, para91.
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What can be read from this long and rather complicated definition is that abuse is
al conducts by a dominant undertaking which does not amount to normd
competition based on performance. It can also be read that the abuse should be
determined objectively and that it is not dependent on a bad intention. It is
therefore not necessary that an action that impedes competition have the purpose
to do s0. Examples on conducts which have been found to be abusive by the
Court are usng unfar prices, which includes sdlling a excessvely high prices as
well as receiving unreasonable low purchase prices, usng predatory pricing in
order to exclude competitors, usng some kinds of tying-arrangements and
refusng to supply.

Under the rules on free movement the misuse of intellectud property rights is
established with reference to the specific subject-matter. This notion is however
not sufficient to establish an abuse under Article 86 since “abusg’ of intdllectud
property rights under the rules on competition is not, according to Govaere,
tantamount to the “misuse’ under the rules on free movement of goods. If this
were the case an anti-competitive behaviour that was permitted under Article 36
would automaticaly be cleared under Article 86.* A behaviour which was
outsde the specific subject-matter would aso automatically be deemed to be
abusive under Article 86. For a behaviour to be abusive there must however be,
as Govaere puts it, some form of “additiond eement”.** The Court has not
explicitly stated what this additiond dement is, but has given examples of it in
some cases. In Magill it was held that the exercise of an intellectud property was
abusive under Article 86 when it was exercised in a way that was not part of the
essential function under Article 36.*° This reasoning was upheld in the Volvo case
where it was dated that a Smple refusd to grant alicence is not in itsdf abusve
gnce it belongs to the essentid function, but when the refusal is made in addition
with, for example unfair sales prices, discriminatory sdes conditions or artificid
limits on the production, it is outsde this function and condtitutes an abuse under
Article 86.° According to these cases a behaviour is abusive when it fals outside
both the specific subject-maiter and the essential function of the intellectud
property right. In Tetra Pak the additional element was held to be the detrimental
effect on the competitive market structure, since al competition was diminated.”’
The Court has dso stated that, even though higher prices are not proof of an
abuse, they may be indicative of an abuse if they cannot be justified by objective
criteria® As can be concduded from the case law on abuse of intellectua
property rights the Court has not come up with any clear guiddines but has
adopted a case by case application. Such an application does of course have the
advantage of being able to consder the specid circumstances in the case in

* Govaere, p 103.

“ Govaere, p 155.

* Case T-69/89 Radio TelefisEireann v Commission [1991] 11 ECR 485.

* Case 238/87 AB Volvov Volvo Veng Ltd [1988] ECR 6211, para8and 9.
*" Case T-51/89 Tetra Pak Rausing SA v Commission [1990] ECR 11-309.

“8 Deutsche Grammophon, para 19.
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question, but it aso leads to a higher degree of lega uncertainty and to the risk
that Smilar cases are not judged in the same way.

Even if an undertaking has received an exemption under Article 85(3) it can ill
abuse its dominant position, which Tetra Pak got to experience. When Tetra Pak
bought another company and took over its licenang agreement, which was
subject to a block exemption, the Commisson found that the licensng
srengthened the dready dominant postion of Tetra Pak and prevented new
competing technology from entering the market. The CH said that even though
there might be no objection to the licence as such, it did not mean that it was
unobjectionable for a dominant firm to take over another company which
possessed the licence.

Taking of Article 85(3) it can be noted that Article 86 has no equivaent, which
means that once caught by Article 86 there is no way of getting an exemption.
The reason for this is, according to Craig and de Burca that classicd
monopolistic behaviour was felt to be inexcusable. However, in order to make
Article 86 a bit more flexible the Court has now developed the concepts of
objective judtification and proportiondity. If there is an objective judtification for
the dominant firm’s conduct and it is proportionate the firm will then not be caught
by Article 86. Craig and de Burca are however not certain tha the notion of
objective judtification is something else then the ordinary assessment of abusive
behaviour, since it must be based on the same assumptions like protection for
competitors and consumers and market-integration. That a behaviour is permitted
due to objective judtification would then in redity mean that it is not regarded as
abusvein the first place™

4.4 Effect on trade between Member States

For a behaviour to amount to abuse under Article 86 there is one find
requirement that must be fulfilled, which is that trade between Member States
must be affected. It is enough that the trade is directly or indirectly, in fact or
potentialy, affected> The effect on competition and trade must however be
gppreciable. This can be the case even if the abuse only takes place within one
Member State, since the abuse can have repercussions on inter-State trade by
changing the conditions or structures of markets within the Common Market.*

* Commission Decision 88/501, Tetra Pak |, 01988 L 272/27.
% Craig and de Burca, pp 975, 976.

*! Consten and Grundig, p 341.

%2 Goyder, EC Competition Law, pp 114-116.
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5 Case law under Article 86

For many years Article 86 was not gpplied by the Commisson at al to intellectud
property rights and the first forma decison was not taken until 1971, in the
GEMA case.® And till it isonly asmall part of the casssinvolving Article 86 thet
have been concerned with intellectud property, sinceit is mostly the rules on free
movement which have been gpplied in this area. | will in this chapter briefly
describe some cases that are important for the interpretation and use of Article 86
and that are of interest for the further andlyss. The cases are dl concerned with
the refusd to supply, which is a behaviour that it would be very hard for an non-
dominant undertaking to devote itsdlf to and therefore involves a typica dominant
firm-problem. 1 will also describe the essentid facilities doctrine, which is closely
connected with the refusal to supply. Later in this paper | will gpply the described
case law to repackaging-stuations. In the next chapter | will go into the cases
concerning repackaging of pharmaceuticas and describe them more in detall.

5.1 Commercial Solvents

Generdly it is not an infringement under Article 86 to refuse to ded with or refuse
to share assets with others. Companies have, in principle, the right to choose with
whom to do business. The Court has however in several cases stated that an
undertaking which enjoys a dominant postion may be required to supply other
undertakings.> One such case is Commercia Solvents, where the generd EC
approach towards refusa to supply was laid down. In this case Commercial
Solvents, which made raw materias used to make a drug for tuberculog's, refused
to supply the company Zoja, and also ingtructed other companies to which it sold
the raw materia not to sdl to Zoja. The Court stated that an undertaking which
has a dominant pogition in the market in raw materias and which refuses to supply
a customer, which is itsdlf a manufacturer of these derivative, and therefore risks
dimingting al competition, is abusng its dominant pogtion within the meaning of
Article 86.%

Regarding intellectud property a refusa to license is a form of refusd to supply,
and after the Commercia Solvents case the question arose whether a holder in a
dominant position could be required to grant a licence to just anyone prepared to
pay a reasonable roydty. This question was dedt with in Volvo and Magill.

% Commission Decision 71/224, GEMA, 0J[1971] L134/15.

* See for example Case 6 and 7/73 Institutio Chemioterapico Italiano SpA and Commercial
Solvents v Commission [1974] ECR 223, Case 27/76 United Brands Company and United
Brands Continentaal BV v Commission [1978] ECR 207, and CaseT-69/89 RTE v Commission
[1991] ECR I1-485.

% Commercial Solvents, para 25.
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Closdly connected with thisis the essentid facilities doctrine which was discussed
in the Oscar Bronner case.

5.2 Volvo

In this case the question was if a refusd to grant a licence could be seen as an
abuse under Article 86. Volvo was the holder of exclusve design rights in car
body panels in the UK. It refused to grant licences for body pandsto Veng, a
gpare parts manufacturer. The Court held that the right of an owner of a protected
design to prevent third parties from sdlling, manufacturing or importing without his
consant is the very subject-matter of his exclusve rights. To oblige the holder of
the right to grant a licence, even in return for royaties, would mean that he would
be deprived of the very substance of his exclusive intdlectud property. Therefore
the refusal to grant alicence can not in itself congtitute an abuse.™

The Court did however hold that the exercise of the intellectud right could be
prohibited by Article 86 in certain circumstances. The use of the right in an
arbitrary manner could congtitute an abusive conduct where it did not am at
protecting the actua indudtria property right. The examples given by the Court of
such abusive conduct were the arbitrary refusa by a dominant manufacturer to
supply spare parts to independent repairers, the price fixing for spare parts at
unfair levels and the decison to stop producing spare parts for a modd that was
dill in wide drculation.®” The Court did however not find any evidence of such
abusive conduct in this case.

What can be read from this judgement is that a dominant undertaking's exercise
of an intdlectud property right, like here the mere refusd to grant a licence, does
not in itsdf conditute an abuse under Article 86. The exercise of an intellectud
property right may however be abusve if it has an additiona dement, like the
three examples of abusive conduct given in the case, and if it is likely to affect
trade between Member States. This case dso shows the difficulties in using the
concept of the specific subject-matter as a delimitation when determining whether
an exercise of an intdlectud property right is an infringement of the competition
provisons. The Court acknowledged that the right to refuse was part of the
gpecific subject-matter, but seemed prepared to regard a refusa, in certain
circumstances, as abusive anyway.

5.3 Magill

Radio Tddfis Eireann, RTE, was an Irish authority providing broadcasting
sarvices, which had an exclusve right to publish a weekly schedule of TV

% Case 238/87 AB Volvov Erik Veng Ltd [1988] ECR 6211, para8.
*"Volvov Veng, para9.
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programmes for its channdls in Iredland. RTE refused to grant Magill, a publishing
company, a license to publish its advance TV lidingsina TV guide. RTE based
itsrefusa on the grounds that it would infringe its copyright in the weekly schedule
for its channds. The Court followed the established case law and stated that the
exercise of an intdlectud property right does not in itself conditute an abuse
under Article 86, but that it could do so, when, in the light of the details in each
individua case, it is goparent that right is exercised in such ways and
circumstances as in fact to pursue an am manifestly contrary to the objectives of
Article 86. The reason for why a the exercise of a copyright could be abusve in
thisway isthat it is then exercised in a manner which does not corresponds to the
its essentid function. This function was held by the Court to be to protect the
mord rights in the work and to ensure a reward for the creative effort, while
respecting the aims of, in particular, Article 86.% The Court meant that RTE, by
resarving the exdudve right to publish its weekly TV guide was preventing the
emergence on the market of a new product likely to compete with its own guide.
RTE was thus uding its copyright in order to secure a monopoly in the derivative
market of weekly TV guides. Conduct of that type, that prevents the production
and marketing of a new product, for which there is a potentia consumer demand
and thereby excluding al competition from that market solely in order to secureits
monopoly, clearly goes beyond what was necessary to fulfil the essentid function
of the copyright as permitted by Community law, and RTE was therefore in
breech of Article 86.°

In this case it was, to a certain extent, clarified when the exercise of an intellectua
property conflicts with Article 86. The Court made it clear that arefusal to license
an intellectud property right may congtitute an abuse under certain circumstances.
The judgement can thereby be seen as a confirmation thet it is possible for Article
86 to interfere with exclusive rights even if they are considered to be part of the
specific subject-matter of an intellectud property right, even though the Court
never realy referred to the concept of specific subject-matter.

The mogt interesting aspect of this judgement is tha the court here in effect
granted a compulsory licence of the programme information. Formaly the Court
upheld the existencelexercise dichotomy but, as Govaere puts it, “in fact it
emptied the copyright of its substance and alowed a compulsory licence to be
imposed.”® The question is how this was compatible with the rulings in Volvo,
where it was held that compulsory licences could not be inssted upon under
Article 86. At firg the factud circumstances in both cases seems to be very
gmilar, but there are some digtinct differences between them. In Volvo the
undertaking did supply the spare parts that were the subject of the intellectua
property right dthough it refused to grant licences, but in Magill the TV-
companies refused to supply the ligings at dl. In Volvo the refusa did not lead to

% Case T-69/89 Radio TelefisEireann v Commission [1991] ECR 11-485 (Magill), para 71.
* Magill, para73.
% Govaere, p 155.
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any noteble disadvantage for the consumers, which it did in Magill. Another
agpect is the additiona eement. In Volvo it was hdd that the right to refuse was
part of the specific subject-matter, but that a refusd in certain circumstances
nevertheless could be abusive. This additiond dement was lacking in the Volvo
case, but not in Magill snce RTE went beyond what was necessary to fulfil the
essentid function. In addition to thisit isinteresting to notice thet the Court of First
Instance held that RTE' s conduct was arbitrary to arefusa by a car manufacturer
to supply spare parts to an independent repairer and that the failure to take
consumers need into congderation was Smilar to the decison of a car maker no
longer to produce spare parts for cars which were till being used on the roads.
RTE's conduct therefore fell within the categories of conduct which the Court in
Volvo had indicated would be abusive because it was not aimed at protecting the
actua substance of its copyright.®*

Ancther interesting question is whether this case could be seen as part of the
essentid fadilities doctrine and if the compulsory licence was granted in respect of
the copyright as an essentid facility. This question will be discussed under the next
chapter.

5.4 Oscar Bronner

Mediagprint, an Austrian undertaking, publishes two newspapers in Audtria whit a
combined market share of 47 % of the Austrian daily newspaper market. For the
digtribution of its newspaper, Medigprint has established a nation-wide home-
ddivery scheme. Oscar Bronner is another Austrian publisher who publishes a
newspaper with a market share of 4 % of the Austrian market. When Mediagprint
refused him to take part of its ddivery-system he filed acomplaint that Mediagprint
had abused its dominant pogition.

In this case the Court made two important statements. The first was that the
territory of a Member State was capable of congtituting a substantid part of the
common market.?? The second was that for a facility to be considered as an
essentid facility there must be no actud or potentid substitute® The Court
referred to the Magill case and the concluson there that exercise of an exclusve
right by a proprietor may, in exceptiond circumstances, involve an abuse of a
dominant pogtion. But it stated here that for an exercise of any property right
which forms the subject-matter to condtitute abuse, it would be necessary to
show that the refusal of the facility would be likely to diminate al competition, and
if that was the case, that the refusa could not be objectively judtified, but also that
there was no actua or potential subdtitute to the facility.®* The Court pointed out

® Magill, para74.

% Case C-7/97 Oscar Bronner GmbH & Cov Mediaprint Zeitungs- und Zeitschriftenverlag
GmbH & Co KG [1998], para 36.

% Oscar Bronner, para41.

% Oscar Bronner, para41.
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that there were other methods of distributing newspaper, such as by post and
through sde in shops, and that there were no obstacles cgpable of making it
impossible for Oscar Bronner to establish a home-ddivery scheme of its own or
in co-operation with other newspapers. Therefore Mediaprint had not abused its
dominant position.®®

5.5 The essential facilities doctrine

In Volvo it was gated that the right to restrain third parties from exploiting the
design condtituted the very subject-matter of the exclusive right, and that such
refusa only in certain circumstances could conditute an abuse. This Satement
should however be seen in the light of the essentid facilities doctrine, which
unexceptiondly requires undertakings in control of an essentid facility to grant
third parties access to it. An essentid facility is afacility or infrestiructure which is
not replicable by the ordinary process of innovation and investment and without
access to which competition on amarket isimpossible or serioudy impeded.®

This doctrine has been discussed in EC law for some time, but it was uncertain
whether the Court actudly used it or not. The Commission has now however
referred to the doctrine explicitly in some of its recent decisons under Article 86
involving access to harbour facilities. One case concerned the company Sedink
which owned the port in Holyhead and operated aferry serviceto Irdland. A riva
ferry company held that Sedlink had organised the salling schedules in a way that
was inconvenient for the rival. The Commisson dated that it was an abuse of
Article 86 if the owner of an essentid facility used its powers in one market to
grengthen its position in another related market by using less favourable terms for
rivals then for its own services without any objective justification.®” In London
European Airway/Sabena the Commission held that it congtituted an abuse under
Article 86 for an arline to refuse access to its computer reservation system
without atie-in.%®

Compared to the ordinary assessment in Article 86 the doctrine of essentia
facility takes more congderation to the other party’s pogtion. The difference is
however margindly. The doctrine is an efficient way of tearing down barriers to
entry, but it dso make large companies subject to harder rules than smaler
undertakings. The principle that dominance in itsdf is not prohibited therefore
risksloosing its meaning.

An interesting question here is if intdlectud property rights can be treated as
essentid facilities. Some scholars mean that this certainly can be done and that the

% Oscar Bronner, para43 and 44.
% See Craig and de Burrca, p 962.
% B & | / Sealink Holyhead, 22™ Report on Competition Policy (1992), point 219, p 121.
% |_ondon European / Sabena, 18" Report on Competition Policy (1988), point 76, p 82.
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Court has dready used this doctrine in the Magill case. At firs Magill seems to
have been treated like a case of refusal to supply in reference to the Commercia
Solvents case and the discusson on objective judtifications. Unlike previous
refusal to supply-cases however Magill was a new market entrant and had no
previous business reaionship with the dominant undertaking. The judgement
thereby indicates that it could be an infringement of Article 86 to refuse to supply
products or grant licences to customers who want to enter the market in
competition with the supplier, which is very close to, and in fact could be seen as
an agpplication of, the essentid facilities doctrine. If the circumstances that,
according to the Court, made the exercise of the copyright abusve in Magill
should be dissected they could be divided into five, and consgt of that (1) there
was no actua or potential substitute for a comprehensive guide, (2) there was a
specific, congtant, and regular potentid demand for a comprehensive guide, (3)
the refusal to provide the basic information over which each TV company was
dominant prevented the gppearance of a new product which the gppellants did
not offer and for which there was a potentid demand, (4) there was no
judtification for such arefusal and (5) the appellants were reserving to themselves
the secondary market for weekly televison guides, since they denied access to
the basc information which is needed to compile such a guide These
circumstances do in fact come very close to the doctrine. The firgt and third, that
there was no actud or potentia subgtitute for a comprehensive guide and that the
refusal to provide the basic information prevented the appearance of a new
product, are for example dmost identicd to the definition of an essentid facility as
not replicable by the ordinary process of innovation and investment and without
access to which competition on amarket is impossible or serioudy impeded. The
question is then whether an intellectud property right redly can be seen as an
essentid facility or not. Of course the essentid facility doctrine is more naturdly to
aoply to physicd facilities, but there is nothing preventing thet intellectua property
rights may be regarded as facilities in the same way. In Magill it was then the
information that was the facility without which Magill could not produce its TV
guide.

Apart from copyrighted information one could well picture a patented product to
be an essentid facility. Take for example the case where a certain product is an
essentid part of other products, like a microchip in computers. If the microchip is
patented and the proprietor produces computers himsdf he could easily diminate
al competition in the computer market by refusing to supply competitors with the
microchip. Since it would be impossible to produce computers without a
microchip this patented product could very well be seen as an essentid facility.
There could thus be Stuations where the essentia facilities doctrine could be used
to grant compulsory licences. In chapter 8 | will discuss whether the right to
repackage a product could be seen as an essentid facility.

In Oscar Bronner, the requirements for gpplying the essentid facilities doctrine
were interpreted very gtrictly by the Court. For it to gpply it was necessary to
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show thet the refusd of the facility would be likely to diminate al competition, and
if that was the case, that the refusal could not be objectively judtified, but adso that
there was no actua or potentiad subdtitute to the facility.®® Even if an intellectud
property right could be said to be an essentid facility it would thus be very hard
for athird party to get accesstoit.

% Oscar Bronner, para41.
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6 Repackaging cases

Pardld import is one important aspect of the free movement of goods as well as
of competition, and it is something that EC authorities are very concerned about in
the griving to create a sngle market. The rule of exhaustion concerning intellectud
property rights such as trade marks makes it possible to import most products in
parald. When it comes to pharmaceuticas this has however cregsted certan
problems. The packages of the pharmaceuticas are for some reason often
different in different Member States. The parallelimporter has therefore often been
forced to repackage the pharmaceuticas, which has given rise to the question
what the trade mark right actudly condsts of and if it is not an infringement of this
right to repackage a product and re-affix the trade mark to it.

6.1 Hoffman-LaRoche

This case was concerned with the tranquilliser Vaium, which was developed by
Hoffman-LaRoche. The parent company in Basel owned the trade marks Vdium
and Roche, and granted its subsdiaries in Germany and Britain the right to
manufacture the drug and to use the trade marks in respect of the manufactured
products. Roche-Germany sold the Vdium in packages of five small packets with
20 or 50 tablets in each. Roche-Britain sold Valium in packages of 100 or 500
tablets. The price charged for drugs in the United Kingdom was much lower than
in other EU countries, particularly the Netherlands and Germany. The Dutch
company Centrafarm took advantage of this price differentia and purchased the
drug from Roche-Britain. It repackaged the drug in the Netherlands into batches
of 1 000 tablets and put it for salein Germany. The names Vdium and Roche il
appeared on the packages, but Centrafarm aso added the words “Marketed by
Centrafarm GmbH” and its address on them. Roche-Germany consdered this to
be an infringement of the Vaium and Roche trade marks.

The Court began by stating that whilst the Treaty does not affect the existence of
rights recognised by the laws of a Member State in matters of industrial and
commercia property, yet the exercise of those rights may neverthdess be
restricted by the prohibitions contained in the Tregty. The Court then continued, in
conformity with earlier statements’, to State that derogations from the rules on
free movement are admitted by Article 36 only to the extent that they are justified
for the protection of rights which congtitute the specific subject-matter of the
property, and that the specific subject-matter for a trade mark is ‘the right to
use the trade mark in order to place the product into circulation for the first
time, together with the right to use the trade mark against competitors

" For example Case 16/74 Centrafarm BV and Adriaan De Peijper v Winthrop BV [1974] ECR
1183.

27



salling productsillegally bearing that trade mark”.” The question was if those
rights included the right to prevent atrade mark from being affixed to products by
athird party, once those products have been placed on the market and after they
have been repackaged by that third party. To answer this question the Court
concluded that it must have regard to the essentid function of the trade mark,
which it defined as being “to guarantee the identity of the origin of the
trademarked product to the consumer, by enabling him without any
possibility of confusion to distinguish that product from products which
have another origin”.” This gives the proprietor the right to prevent an importer
of a trade marked product from affixing the trade mark to the new packaging
without the authorisation of the proprietor.”

The Court did however go on to consider whether the exercise of the trade mark
nevertheless in such circumstances could amount to a disguised redtriction on
trade between Member States. It said that this could be the case if the trade mark
owner were to enforce his rights to prevent repackaging by a third party even if
the re-packaging by the third party were carried out in such away it could neither
affect the origind condition of the product nor its identity of origin. The Court
concluded that the prevention of repackaging would conditute a disguised
regtriction on trade where

M it is established that the use of the trade mark right by the proprietor,
having regard to the marketing sysem which he has adopted, will
contribute to the artificid partitioning of the markets between Member
States,

(I it is shown that the repackaging cannot adversdy affect the origind
condition of the products,

(1) the proprietor of the mark receives prior notice of the marketing of the
repackaged product; and

(V) it is dtaed on the new packaging by whom the product has been
repackaged.™

6.1.1 Remarks

In this case the Court used the notion of essentia function of a trade mark to
determine whether a trade mark gives the proprietor the right to prevent
repackaging or not. This essentia function was held to be to guarantee the identity
of the origin of the trade marked product to the consumer. Taken together with
the rights conferred by the specific subject-matter a trade mark does thus give the
proprietor the right to be the first to place a product on the market and the right to
prevent a third paty from affixing the trade mark to products without

™ Case 102/77 Hoffman-LaRoche & Cov Centrafarm BV [1978] ECR 1139, para7.
2 Hoffman-LaRoche, para 7.

™ Hoffman-LaRoche, para 8.

™ Hoffman-LaRoche, para10to 12.
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authorisation, as well as the right to prevent any use of a trade mark by athird
party which may undermine the guarantee of origin provided by that trade mark.
If the Court had stopped after making this concluson repackaging of trade-
marked goods would in practice have been forbidden. The Court did however go
on to discuss the exercise of the trade mark, and stated that this could amount to
a disguised redriction on trade if four conditions were fulfilled. Since it would be
rather easy for these four conditions to be a hand the cases where a proprietor
could stop the repackaging would not be too many. It will not take to much effort
from the paralel importer to notify the proprietor in advance or to state on the
packages by whom it has been repackaged. It is the two first conditions which
could give the proprietor the largest chance of stopping the repackaging.

The condition that the repackaging cannot adversdly affect the origina condition
of the product can however be difficult to lean on since the affection must be
adverse. The court said that this varied according to the circumstances and to the
nature of the product and the method of repackaging. It mentioned two Stuations
where repackaging could not affect the product. The first was when the goods are
marketed in double packages and the repackaging only affects the externa

packaging. The second Stuation was when the repackaging is inspected by a
public authority.” These two examples can however not be seen as exhaugtive in

any way, and because of the adverse-criteria | persondly think that repackaging

would be alowed in many more Stuations. The first condition, that the exercise
will contribute to the artificid partitioning of the Common Marke, is actudly the
mogt difficult to goply. An important question here is for example if it is necessary
that the artificid partitioning of the Common Market is the proprietor’ s intention,

or if it is enough that the prevention has this effect. This will be discussed under

the next case, why | leave this question unanswered until then.

In this case the Court had to find a baance between the need to protect the
function of a trade mark and the wish to ensure the rules on free movement of
goods. By this judgement the Court Stated that it is the function of atrade mark to
indicate that a product has a certain origin, but it dso said that only measures
which are taken without consent and which dter the characteristics of the product
are relevant in this aspect. This actudly puts on the trade mark owner to show
that the product has been handled in away that would be likely to impair it, and it
thereby seems to weaken the trade marks right quite severely. But on the other
hand, if dl the risks likely to arise should be diminated, it would be necessary to
prevent dl third parties, that were not authorised by the owner of the trade mark,
from interfering in any way with the packaging of the product. To prevent
repackaging in general would thus be disproportiona and could not be justified by
Article 36. The Court expressed this view by Stating that the power to prohibit
repackaging was conferred by Article 36, but that the exercise of the power
could well condtitute a disguised retriction to trade.

™ Hoffman-LaRoche, para 10.
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In this case the application of Article 86 was aso discussed. The Landgericht
Freiburg had asked if a dominant undertaking which marketed a product under
different Szes of packages in different countries and which prohibited importation
of arepacked product was abusing his position when the effect of the prohibition
was that a substantial price differential was maintained.” The Court did not really
answer this question, but stated that the extent to which the exercise of a trade
mark right is lawful in accordance with the provisons of Article 36, such exercise
is not contrary to Article 86 on the sole ground thet it is the act of an undertaking
occupying a dominant position on the market, if the trade-mark right has not been
used as an ingtrument for the abuse of such aposition.”” All that can be read from
this statement is that exercises that are compatible with Article 36 ill can be
contrary to Article 86 if they involve some kind of abuse, and that judtification by
Article 36 therefore do not give protection againgt Article 86. This statement does
however not say anything about whether Article 86 could have been gpplied in
this particular case or not. | will discuss the possibility to apply Article 86 in this
and other repackaging cases later why | leave this discussion for now.

6.2 American Home Products

This case was aso concerned with a tranquilliser, Oxazepamum, which was sold
by American Home Products under the trade mark Seresta in the Netherlands
and under the trade mark Serenid D in Britan. The drugs had the same
thergpeutic effects, but a dightly different compostion like different tastes.
Centrafarm bought Serenid D in Britain and sold it in the Netherlands under the
Seresta mark. It dso affixed its name and address on the new packages. This
caeisvery amilar to the Hoffman- LaRoche case, but there is a difference in that
the pharmaceuticas were marketed under different names.

The Court began by making the usud comments on Articles 30 and 36 and about
the digtinction between the existence and exercise of a trade mark. It defined the
specific subject-metter in the same way as it did in Hoffman- LaRoche and dso
made the same reference to the essentia function as to guarantee the origin of a
trade mark. In Hoffman-LaRoche the Court concluded that the guarantee of
origin meant that a consumer could be assured that a trade marked product had
not been interfered with without the authorisation of the trade mark owner, but
here the Court went further and emphasised the aspect that it was the proprietor’s
right to affix the mark. It Sated that “the guarantee of origin would in fact be
jeopardised if it were permissble for athird party to affix the mark to the product,
even to an origina product”.”® The essentid function of the trade mark aso gave
the proprietor of two different marks for the same product the right to prevent

"® Hoffman-LaRoche, para 15.

" Hoffman-LaRoche, para 16.

"8 Case 3/78 Centrafarm BV and Adriaan de Peijper v American Home Products Corporation
[1978] ECR 1823, para 14.
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third parties from affixing one of the marks to any of the other products or
changing marks affixed by the proprietor to different parts of the production.”
The Court did however dso sate that there might be Situations where the exercise
of the trade mark would congtitute a disguised restriction on trade. This would be
the case when a proprietor uses different trade marks in different Member States
as part of asystem of marketing intended to partition the markets artificialy.®

6.2.1 Remarks

In this case it was stated that the proprietor of a trade mark (A) in one Member
State has the right to prevent import to this state of products that has been market
under another trade mark (B) in another Member State, if the pardld importer
has affixed the product with the A-mark. The proprietor does however not have
thisright if it is shown that he has sold the products under different names with the
intent to partition the market artificidly. Since the Court did not give any examples
on when such an atificid partitioning could be a hand it is hard to say what effect
this statement will have. It can however be read that a proprietor who has
different trade marks for the same product in different Member States should
have an objective judtification for this.

This judgement could very wel be understood in the case where products
marketed under one trade mark in one country had, or had acquired, different
characterigtics from products marketed in another country under another trade
mark. If a pardle importer were dlowed to &ffix this other trade mark to the
different product it could cause problems where the different trade marks
indicated for example different dosages of the product. The right to prevent the
re-affixing would then protect agangt danger to hedth or a least againg
confusons.

Compared to the Hoffman- LaRoche case the Court used a different wording
here, when it said that it would condtitute a disguised restriction on trade for the
proprietor to use different trade marks in different Member States as part of a
system of marketing intended to partition the market atificialy.®* In Hoffman-

LaRoche the Court instead talked about if the exercise of a trade mark, in regard
to the marketing system adopted by the proprietor, would contribute to the
atificid partitioning of the Common Market.® This difference in wordings could
be read as that the Court has changed from a view based on effect to a view
based on intent, i.e. from an objective to a subjective gpproach, but in Bristol-

Myers Squibb the Court commented on this and stated that the use of words did

not imply that the importer must demondrate that the trade mark owner
deliberately sought to partitioning the market. The Court’ sintention was instead to

™ American Home Products, para 15.

8 American Home Products, para 19 and 21.
8 American Home Products, para21.

# Hoffman-LaRoche, para 10.
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gress that the owner of a trade mark may adways rely on his rights to oppose the
marketing of repackaged products when such action is judtified by the need to
safeguard the essentid function of the trade mark, in which case the resultant
partitioning could not be regarded as artificial.®

To use different trade marks to identica products in different Member States is,
asdready sad, alowed aslong asit is not part of a system of marketing intended
to partitioning the market artificialy. The Court has however not mentioned any
other negative effects that the use of different trade marks could give rise to.
Perhson therefore makes the conclusion that al other effects are permitted by the
Court.®* Such effects could arise if the different trade marks were used in order to
reach different groups of consumers. By using for example different advertisng
methods for the different trade marks more consumers could be persuaded to buy
one product. This could give an undertaking advantages compared to
competitors, but it may also lead to higher prices for consumers, especidly for the
consumers that buy the trade marked product that is more expensive.

It appears that the Court mitigated the ruling in Hoffman-LaRoche a little and
gave trade mark rights a bit more strength again since it enlarged the essentid
function to include the right to prevent third parties from affixing one of the
owner’ s trade mark to a product for which the proprietor used two different trade
marks. Before making any concluson on whether the essentid function was
enlarged or not the notion of “origin” must be interpreted since it is crucid for
determining the range of the essentid function. The essentid function of a trade
mark was in this case as well as in Hoffman-LaRoche stated to be to guarantee
the origin of a product to the consumer by enabling him to distinguish that product
without any risk of confusion from products of different origin.® As Castillo puts
it, the products had here been manufactured under the control of the same
undertaking and was thus of the same origin.® The repackaging and the affixing of
the other trade mark would then not interfere with the rights provided by the
essentid function defined the way above. In this case the notion of essentid
function of a trade mark would thus have been enlarged by the American Home
Product judgement. Cadtillo does however think that the Court applied a dtrict
view of the guarantee of origin snce the subject-matter of the right was
interpreted as preventing a third party from affixing the trade mark “even to an
origind product”. By affixing anew trade mark the importer would in this case be
conferring an origin and thereby intervening with the guarantee of origin and the
essentia function.®” If the Court used this gtrict view the essential function of the

8 Case C-427/93 Bristol-Myers Squibb v Paranova A/S [1996] ECR 1-3457, para 57.

¥ Pehrson, EG och immaterialratten: gemenskapsr attens inverkan pé nationel |
immaterialratt, p 75.

% Hoffman-LaRoche, para 7.

% Cadtillo delaTorre, F, ” Trade Marks and Free movement of Pharmaceuticalsin the
European Community: To Partition or Not to Partition the Market”, European Intellectual
Property Review 1997, p 311.

¥ Castillo, p 311.
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trade mark was thus not enlarged by this judgement. | think that it is mogt likely
that the Court gpplied this dricter view. | dso think that this is the mogt
reasonable interpretation of the notion of origin, snce it then would mean the
affixing of a reference to the origin, and that the importers re-affixing would
condtitute a not permitted affixing of origin-reference. That the products should
have the same origin only because they are produced by the same producer does
not seem reasonable conddering that the products can have different
characteridtics, like dosages. This would in my opinion wesken the trade mark
right too much and would then require protections in any other forms, like
enlarging the essentid function. Since the nation of origin was interpreted in this
gricter way by the Court it was thus not redlly any enlargement of the trade mark
rights, but rether only in line with the ruling in Hoffman- LaRoche.

6.3 Pfizer

The American undertsking Pfizer marketed the antibiotic “Vibramyan” in
Germany by a German subsdiary and in Britain by a British subsdiary. The
products were however marketed in different packagings in the different
countries, and in Britain to a price congderably lower than in Germany. Eurim-
Pharm bought Vibramycin by the British subsdiary and imported it to Germany.
The product was packaged with 50 capsules sedled in groups of five endosed in
a folding box. To fulfil the requirements in Germany regarding marketing of
pharmaceutical products Eurim-Pharm repackaged the capsules in smaler boxes.
The boxes were transparent and the origind text could therefore be read through
it. Eurim-Pharm dso added a text on the externd wrapping declaring that the
product had been repackaged by it.

Also in this case the Court based its judgement on the principles of the specific
subject-matter and the essentiad function of atrade mark. It Sated that those gives
aproprietor of atrade mark the right to prevent the use of a trade mark which is
likdy to impair the guarantee of origin®® When a pardld importer hes re-
packaged a pharmaceutical product merely by replacing the externd wrapping
without touching the internd packaging and by making the trade mark affixed by
the manufacturer on the interna packaging visible, there is however not a question
of the guarantee of origin being impaired.®® In those circumstances there is no risk
that the origina condition of the product should be affected or that the fina user
should be mided as to the origin of the product, snce the importer clearly
indicated on the externd wrapping that the product was manufactured by the
proprietor and has been repackaged by the importer.*

% Case 1/81 Pfizer Inc. v Eurim-Pharm GmbH [1981] ECR 2913, para9.
% Pfizer, para 10.
* Pizer, para11.
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6.3.1 Remarks

The Court followed the earlier case law in this case and sarted from the principle
that intellectud property right are recognised by Community law, but that some
balance has to be found and that those rights thus are precluded when they
congtitute a disguised restriction on trade. As in the other cases the reason for not
alowing Pfizer to use its right to oppose repackaging was lodged in the notion of
essentid function of atrade mark as part of the specific subject-matter. The Court
did thus not find that the repackaging made by Eurim-Pharm interfered with the
guarantee of origin of Pfizer’ strade mark.

Compared to the other cases there is a difference in that Eurim-Pharm after the
repackaging did not reaffix the trade mark since they only replaced the outer
wrapping by a plastic one through which the origind trade mark was visble. That
Pfizer was not dlowed to oppose this kind of repackaging was totdly in line with
the case law principles laid down by the Court. Compared to the earlier cases the
risk of affecting the origind condition of the product was smdler since the internd
wrapping was not touched. The guarantee of origin was not a any risk ether
snce the origind trade mark was left untouched and since it was required that the
repacker stated on the externd packages by whom the products had been
marketed in the first place and by whom they had been repackaged.

It is not quite certain if whether the Court gpplied the four conditions laid down in
Hoffman-LaRoche or if the judgement has another base, snce nothing is sad
about that the importer have the obligation to give prior notice of the marketing of
the repackaged product. The Court did however discuss the other conditions,
even though it did not refer to the Hoffman- LaRoche case. The Court did also
clearly follow the principles form this case and therefore | think that the case law
from Hoffman- LaRoche Hill stands and that the condition of prior notice remains.
If the Court had wanted to dter the case law it should have discussed this
condition in the judgement. And why should the importer be freed from this
condition in this particular case? The difference that the trade mark was not
reeffixed but merely made visble through an externa wrapping cannot judtify this.
From the next case, Bristol-Myers Squibb, it is dso made clear that the four
conditions laid down in Hoffman- LaRoche is established case law.

6.4 Bristol-Myers Squibb

Paranova was an undertaking which distributed pharmaceutical products that it
had imported in pardld. It purchased the products in Member States where the
prices were lower and imported them into Denmark, where it sold them below
the manufacturer’ s officid sde prices. Paranovadid in thisway purchase products
which were manufactured by Bristol-Myers Squibb. Before sdlling the productsin
Denmark Paranova repackaged the medicines in new externa packagings with
coloured drips corresponding to the colours of the manufacturer’s origind
packaging. The packagings displayed the trade mark of the manufacturer and the

34



statement that the product had been manufactured by Bristol-Myers Squibb and
imported and repackaged by Paranova.

In this case it was dso a question about how Article 7 of the trade mark directive
should be interpreted. The Court said that it should be interpreted in accordance
with Article 36 and that it therefore precludes the owner of a trade mark from
relying on his rights to prevent an importer from marketing a product which was
put on the market in another Member State, by the owner or with his consent,
even if that importer repackaged the product and reaffixed the trade mark.”* The
Court did then however go on with the usua remarks about the specific subject
meatter and essentia function of a trade mark and dtated that those give the
proprietor the right to prevent the use of the trade mark which is ligble to impair
the guarantee of origin. But, referring to the Hoffman- LaRoche case, the Court
then stated that the use of this right may amount to a disguised restriction on trade
when it contributes to the atificid partitioning of the market, when the
repackaging cannot adversdy affect the origina condition of the product, when
the proprietor receives a prior notice and when it is stated on the new packaging
by whom the product has been repackaged.

In this case these four conditions from the Hoffman-LaRoche case were
examined more thoroughly than in earlier cases. It was for example sad that it
was an atificid partitioning of the market to oppose the repackaging in new
externd packaging when the size of packet used by the owner cannot be used in
the Member State of importation for reasons of government rules, sckness
insurance rules or well-established medical prescription practices.® Partitioning of
the market would aso exig if the importer were able to sel the product only in
part of his market.”® The proprietor does however have the right to oppose the
repackaging if the importer is able to achieve packagings which could be
marketed in the other Member State just by affixing new labds in the language of
that state, or by adding new information in that language.® In connection with this
the Court dso made a statement about whether the artificia partitioning must be
the intention of the proprietor or if it is enough with that effect. The answer was
that it is not necessary to show that the partitioning is done deliberatdy, i.e. it is
enough that it has this effect. A partitioning is, on the other hand, not atificid
when the opposition of the marketing of repackaged products is judtified by the
need to safeguard the essentia function of the trade mark.*

When it comes to the affection-criteria there are some actions which have in case-
law been stated as not being able to affect the condition of the product, like when
the repackaging only concerns the externa wrapping in a double wrapping or

% Bristol-Myers Squibb, para 37.
% Bristol-Myers Squibb, para53.
% Bristol-Myers Squibb, para54.
% Bristol-Myers Squibb, para 55.
% Bristol-Myers Squibb, para57.
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when the repackaging is carried out under supervison of a public authority. The
plaintiff did however argue that even those actions risk affect the product, snce it
can lead to the product getting the wrong use-by date or that light-senstive
products are damaged by light. The Court did not accept those arguments and
sad that it is not possible for each hypothetical risk of isolated error to suffice to
confer on the trade mark owner the right to oppose any repackaging of
pharmaceutical products in new externd packaging.®® The Court did however
date that the origind condition was affected when certain important information
was omitted or when inaccurate information was given.®’

The Court then went on to consider the two other requirements and stated that
when an extra article is added to the packaging the importer must ensure that the
origin of this article is indicated in such away as to dispd any impression that the
trade mark owner is responsible for it.® And even if the person who carried out
the repackaging isindicated on the packaging there remains the possibility that the
reputation of the trade mark may nevertheess suffer from an inappropriate
presentation of the product. In such a case the Court stated that the trade mark
owner has a legitimate interest, related to the specific subject-matter, to oppose
the marketing of the product. Regarding pharmaceutical products there is,
according to the Court, certainly a sendtive areain which the public is particularly
demanding as to the qudity and integrity of the product and therefore defective,
poor quality or untidy packaging could damage the trade mark’s reputation. This
varies however according to whether the product is sold to hospitals or to
consumers. In the former case the presentation is of little importance since the
adminigration by professonds give the patients enough confidence in the
product.” The Court also stated that the trade mark owner can require not only a
prior notice, but aso tha the importer supplies him with a specimen of the
repackaged product before it goes on sale, so he can ensure that the repackaging
is hot carried out in a way tha affects the originad condition of the product or
damages the trade mark.'®

6.4.1 Remarks

From this case it can be read that Article 7 of the Trade Mark Directive did not
dter the earlier case law, and that it should be interpreted in the light of Article 36
and the case law developed under it. Article 7.2 should therefore be interpreted
as that the proprietor of a trade mark has the right to prevent parallel import of
repackaged goods, but only if the four conditions stated in Hoffman- LaRoche
were not at hand. It was in this case dso dated that it condtituted an artificia
partitioning to prevent repackaging when it was necessary for the product to be

% Bristol-Myers Squibb, para 60 to 63.
9 Bristol-Myers Squibb, para 65.

% Bristol-Myers Squibb, para73.
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able to be marketed in the state of import, for example by reasons of government
rules or well-established medica prescription practices. If however the product
could be marketed if the importer just affixed a new label on the package or
added new informetion in the right language, the proprietor had the right to

oppose repackaging.

Since the notion of necessity of repackaging is of great importance for assessng
whether an artificid partitioning is a hand or not it is intereting to discuss this
notion a bit more thoroughly. In the case there are some examples given which
would hinder the proprietor from opposing the repackaging, like government rules
or well-established medical prescription practices. It can however hardly be seen
as exhaudive, and there could therefore be many other circumstances that
prevented oppodtion. A question here is if the necessty must be a factud
necessity, like demands in law, or an economical necessity, like it would not be
possible to sell enough otherwise. The examples given in the case seems to fall
under the factual necessity, but that does not mean that the Court would not be
willing to use the principle in cases where competition is impeded because the
consumers only wants to buy the product if it packaged in a certain way. Cadtillo
does however think that it would clearly not be considered to be necessary to
change the trade mark in al cases just because it would entail certain commercia
advantages, but he adso says that the concept of necessity cannot be interpreted
as drictly as meaning the legd possibility of marketing the product. He thinks that
the notion ingtead should be interpreted as meaning the practicd possbility of
marketing the product, since this is an areawhere rules of professiona groups are
very important and where hedth insurance funds have great influence!® This
seems to be the most reasonable interpretation since it is important to find a
baance between the free movement rules and the protection of intellectua
property rights. If the necessity were interpreted too generoudy it would cause
the proprietor a great disadvantage in that a parallel importer could benefit from
the goodwill of the trade mark, and that the proprietor might not be rewarded for
his efforts. This would in fact undermine the trade mark right and put the
proprietor in a podition where he could probably not lawfully exercise hisright. If
on the other hand the notion of necessity was interpreted too drictly as only
conggting of legd obstacles it would prevent the free movement of goods since
the practices of professonds and the guiddines from different private hedth
associations could create inaccessible barriers for a parale importer.

About the risk of the reputation being wounded it was stated that regard should
be taken to the kind of product and to the market it is meant for, the presentation
of the product is for example of little importance when it is sold directly to
hospitals. An interesting case regarding this is the Dior case™®, where the question
was whether a proprietor could oppose the trade mark being used in advertisng
that did not correspond to the luxury and prestige that was connected with the

1% Castillo delaTorre, p 313.
192 Case C-337/95 Parfums Christian Dior SA v EvoraBV [1997] ECR I-6013.
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mark. The Court stated that Article 7.2 of the Trade Mark Directive did give the
proprietor the right to oppose marketing when he had legitimate reasons. Since
advertisng is essentia for marketing a product and since a prevention of this
would serioudy impede the free movement a legitimate reason only existed when
the advertisng risked to serioudy injure the reputation. In this case the Court did
not think that the reputation risked any serioudy injury, even though the perfume
was advertised dong toilet paper. From this the conclusion can be drawn that the
Court is grict in assessng whether an injury is serious or not.

In the Brigtol-Myers Squibb case the question of whether the artificid partitioning
must be the intention of the proprietor or if it was enough that it was the effect
was answered. Asdready sad in connection with American Home Products the
Court dtated that it was not necessary to show that the trade mark owner
ddiberately sought to partitioning the market.’® In accordance with this statement
the conclusion can be drawn that it is enough to show that thisisthe effect.

1% Bristol-Myers Squibb, para57.
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/ Summary of case law on
repackaging

In Hoffman- LaRoche the basic principles that now are established case law were
laid down. It was there stated that Article 36 and the specific subject matter and
essentia function of a trade mark give the proprietor the right to prevent a
product from being marketed in other member states after it has been repacked in
new packaging to which the trade mark has been affixed by a third party. This
rule is however subject to an exemption, when the prevention conditutes a
disguised redtriction on trade. For thisiit is required that the use of the trade mark
right contributes to the artificid partitioning of the market, that the repackaging
cannot adversdy affect the origind condition of the product, that the proprietor
receives a prior notice and that it is stated on the new packaging by whom the
product has been repackaged.

These principles were followed in American Home Products, where it was stated
that the proprietor has the right to prevent the affixing of a trade mark of histo a
smilar or identica product which the proprietor produces under another trade
mark. The proprietor has this right since the affixing intervenes with the essentid
function of a trade mark, which was dsaed in Hoffman-LaRoche to be to
guarantee the origin of a product to the consumer by enabling him to distinguish
that product without any risk of confusion from products of different origin. The
afixing of anew trade mark was thus found to intervene with the guarantee of
origin since the origin could not be interpreted as that two products should have
the same origin only because they were produced by the same producer. Instead
the origin meant the origina affixing of an origin-reference. Since products under
different trade marks could have different characteristics, like dosages, even if
they appear to be smilar this way to interpret the notion of origin seemsto be the
most reasonable.

In Pfizer it was permitted to repackage a product by merely replacing the externa
wrapping and making the origina trade mark visble through the new wrapping.
Thisisin accordance with the principlesin Hoffman- LaRoche since it did not risk
affecting the origina condition of the product or mideading the consumer of the
origin of the product.

In Bristol-Myers Squibb, which was judged after the new Trade Mark Directive
had come into force, it was dtated that Article 7 of this Directive should be
interpreted in accordance with Article 36 and the case law developed under this
Article. The Trade Mark Directive did thus not affect the principles laid down in
Hoffman-LaRoche and the other cases. In Bristol-Myers Squibb the criteria in
Hoffman-LaRoche were examined thoroughly and other criteria were added, like
that the repackaging must be necessary, i.e. a product may not be repackaged if it
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is sufficient to jugt affix a new labe or add new information in the right language,
and that the proprietor has the right to oppose repackaging which risks wounding
the reputation of the trade mark. In accordance with the Dior case however the
reputation must risk to be serioudy wounded to give the proprietor this right. In
this case it was aso made clear that the artificid partitioning does not have to be
the intent of the proprietor, it is enough thet it is the effect of his behaviour.

After reading the cases described in this paper | am of the opinion that trade
marks have been given more importance by the Court. The principles laid down
in Hoffman-LaRoche have been followed and developed further in the direction
to drengthen the pogtion of the trade mark. The proprietor has the right to
prevent repackaging when the reputation of the trade mark risks being injured and
the origin of the product must be clear. This does however not mean that the
Court will dlow derogeations from the free movement rules easily, which can be
seen in the Merck-cases and in Dior, where the advertisng of perfumes together
with toiletpaper was not found to risk wounding the trade mark of the perfume
serioudy enough. From this it can be concluded that the rules on free movemernt,
and especidly the possibility of pardle import, are ill so important that it is il
only alimited exercise of atrade mark that will be permitted. Thislimited exercise
is however beginning to crydalise itsdf by the case law. It is now deer thet it is
assessed by the essentid function of the trade mark, and what this function is has
been dtated in severd cases. By gpplying the principles laid down in these casesiit
would not be too hard to judge whether an exercise will be permitted or not.
What can be said here is that the requirements put on the parald importer to be
alowed to repackage a product has been dricter during the development. At first
it was enough that the repackaging did not adversely affect the origina condition
of the product, that a prior notice was given to the proprietor and that it was
stated on the packaging by whom the product had been repackaged. Because of
the judgement in Bristol-Myers Squibb it now has to be necessary to repackage
the product and in that case the parallel importer must, besides the other demands
aso make sure that the risk of reputation of the trade mark do not risk being
wounded.

As a summary it can be sad that the Court in these cases has tried to find a
balance between the need to protect intellectua property rights and the wish to
keep the single market open. It can be noted that in the earlier cases the main
point was the openness of the Common Market, but that this has shifted so that
the trade mark rights now get higher priority. | think that the Court has found a
good baance in the case law regarding repackaging. If al forms of intervening
with the intelectud property right should be prohibited it would be
disproportionaly and the idea of a single market would loose its meaning. But on
the other hand, if it would not be permitted for the proprietor to oppose conducts
that intervene with the specific subject-matter of the trade mark right the trade
mark would have logt its function as a guarantee of origin.
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8 Possible application of
Article 86

As can be read from the cases in the previous chapter the Court has not applied
Article 86 to cases involving repackaging of trade marked goods, but has used
the rules on free movement againgt non-justified oppostions by the proprietor. In
this chapter | will examine if it would have been possble to use Article 86 instead
and if the use of atrade mark to prevent repackaging could condtitute abuse by a
dominant undertaking. In the next chapter | will then describe the difference in
results that the gpplication of Article 86 would give compared to the use of the
free movement rules to repackaging-situations.

8.1 The abuse-criterium

In Hoffman- LaRoche the gpplication of Article 86 was up to discussion, but the

Court did not state whether it could have been used in the case or not. It did

however date tha the extent to which the exercise of a trade-mark right is lawful

in accordance with the provisions of Article 36, such exercise is not contrary to

Article 86 on the sole ground that it is the act of an undertaking occupying a
dominant Stuation on the market if the trade mark right has not been used as an
instrument for the abuse of such a postion.’® Since the Court Sated that the

exercise of trade mark rights that are judtified by Article 36 do not conditute
abuse in themsalves it can be concluded that exercises that are compatible with
Article 36 Hill can be contrary to Article 86 if they involve some kind of abuse.

The judtification by Article 36 does therefore not give protection agangt Article

86. This means that even in American Home Products, where the prevention of

repackaging was judged to be compatible with Article 36, it could till condtitute a
conduct that is abusive under Article 86. To determine whether Article 86 could

have been used in the repackaging-cases or not it is therefore crucid to examine

what behaviour by dominant undertakings that could congdtitute abuse in these
dtuations. As can be concluded from the case law on abuse of intdlectud

property rights the Court has not come up with any clear guidelines about what

congdtitutes an abuse but has adopted a case by case application. Since there are
no clear principles to follow when it comes to intellectua property rights the
andysdis has to build on the generd case law under Article 86 and on comparisons
to the repackaging case law under the free movement of goods provisions.

One aspect regarding pharmaceuticalsis that the market is highly regulated, where
the public hedth authorities often have demands on packagings and procedures,
and where the prices often ae fixed. This is something that a dominant

1% Hoffman-LaRoche, para 16.
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undertaking could take advantage of. When different packages are used in
different countries because of government rules an undertaking could use this to
maintain an exising price difference. According to Merkin and Williams price
differences between Member States would presumably be strong evidence of the
intent to create artificid market divisons'® The use of a trade mark by a
dominant undertaking to prevent repackaging soldy in order to maintain a price
difference would therefore most likely condtitute an abuse under Article 86.

In American Home Products it was stated that the proprietor of atrade mark (A)
in one Member State can prevent the import to this Sate of goods he has himsalf
put on the market in another Member State under another name (B), even if the
origind trade mark (A) is reaffixed by the importer. One could here imagine a
case where a proprietor chooses to market a product under different names in
different Member States in order to prevent parallel import. Since the product B
cannot be repackaged and get the name A affixed to it it can be hard to sl the
product under a different name in competition with one adready established.
Pharmaceuticas is an areawhere it takes along time to build up a confidence and
oet established. It is dso an areawhere trust in the name is of great importance. If
the “right” name cannot be used it would in practice probably mean that pardld
import would be impossible. As can be read from the American Home Products
case the use of different trade marks to the same product requires an objective
judtification. One such dtuations which can be objectively judtified is when there
are different characteristics between the products under the different marks, such
as dosages. The prevention againgt changing marks can thus have a purpose from
the view of public hedth.

There is dso ancther Stuation, which Baden Fuller draws attention to, where the
use of different trade marks have an objective purpose.’® Different brands of a
basc product are frequently offered with margind physca differences of little
importance to consumers, but with substantial marketing differences amed at
filling the needs of different customer groups. The consequence of the differences
in marketing is usudly differences in price and Baden Fuller thinks that this would
make it legal to buy a lower price brand, repackage and relabd it as a higher
brand of the origind firm and <l it. If the origind firm was not dominant he thinks
that this would even be againg the public interest since it would reduce the
incentive to match marketing to consumers needs or would lead to the
introduction of unnecessary physical differences between the brands to make
repackaging more difficult, which may be costly and lead to higher prices. Even if
the origind firm was dominant it could in one aspect act againg the consumer

1% Merkin and Williams, Competition Law: Antitrust Policy in the United Kingdom and the
EEC, p304.

1% Baden Fuller, C W F, ” Economic | ssues Relating to Property Rights in Trademarks: Export
Bans, Differential Pricing, Restrictions on Resale and Repackaging”, European Law Review
June 1981, pp 178 and 179.
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interest since it would redrict consumer choice, for instance through the
availability of a low priced little promoted brand, as wel as causing higher
average prices and less overal output.® No matter what the factual economic
result might be the use of difference brands to market one product to different
categories of consumers could probably be seen as an intention to partition
markets. It would then probably not be permitted since in the American Home
Product case it was stated that when the purpose of using different trade marks in
different Member States is to partitioning the market the proprietor cannot
oppose the redfixing.

In a case where the intention of the proprietor behind the use of different trade
marks is to partition the market his conduct would most likely condtitute an abuse
under Article 86, snce the intent behind his behaviour is in breech with the
objectives of the Treaty that forms the base for the competition rules. In
connection with this it is not too far-fetched to make the conclusion that the
concept of artificid partitioning must be similar to the concept of abuse, since they
both refer to a conduct that is not objectively judtified and that is outsde the
behaviour which is protected by the intdlectud property right. In the repackaging
casss it has been gtated that when a conduct has the effect to contribute to the
atificid partitioning it is outsde the essentia function of the trade mark, no matter
what the intent of the proprietor was. In cases concerning Article 86'® the
concept of essentid function has aso been used in order to determine whether the
exercise of an intdlectud property right is abusive or not. Just like in the artificid
partitioning case the assessment of whether the conduct is abusive or not is
objective and based on the effect. The assessments in these two cases must
therefore be based on the same criteria and a behaviour that is judged to involve
an atifica partitioning ought to involve an abuse under Article 86. This does
however not mean that a behaviour that is prohibited by Artice 36 is
automatically prohibited by Article 86, since Article 86 contains other criteria that
aso have to be fulfilled, like a dominant postion.

In Bristol-Myers Squibb it was stated that it condtituted an artificid partitioning of
the market to prevent repackaging when it was necessary for the product to be
able to be marketed in the state of import, for example because of government
rules™® In connection with this | discussed whether the notion of necessity should
be read as factud or if it was enough with an economica necessity. | reached the
concluson that the Court most likely meant a factud necessity. In that case a
company could market the products in different packages in different countries
and make sure tha the package is wel known to the consumers. Since there
would be no factud necessity to repackage the product the proprietor could

197 Baden Fuller, C W F, ” Economic | ssues Relating to Property Rights in Trademarks: Export
Bans, Differential Pricing, Restrictions on Resale and Repackaging”, European Law Review
June 1981, pp 178 and 179.

1% Seefor example Magill.

1% Bristol-Myers Squibb, para 53.
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oppose repackaging. It would then be hard for a paralel importer to import the
product and sdl in a different package from the one the consumers are used to.
The question is here of course how important the look of the package is for
consumers, but since pharmaceutica is an area where trugt for the product is
essentia the conclusion that such abehaviour could impede competition is not too
far-fetched. It is here notable that in Bristol-Myers Squibb it was Stated that an
atifica partitioning of markets would exist even if the parald importer were able
to market the product without repackaging it, but only in parts of the market.™™ If
it contributes to the artificid partitioning when marketing is impeded in part of a
market it would then most likely conditute an abuse when the prevention of
repackaging impedes competition in the way described above.

Another aspect of the prevention of repackaging is that it enables the trade mark
owner to identify the source of parald imported products. If the products could
not be repackaged the proprietor could put identification numbers on the
packages and thereby detect the weak link in his sdes organisation and take
messures, like refusng to supply, againg the sdler. This is a conduct that is
extremely anti-competitive and which would definitely congtitute an abuse under
Article 86.

8.2 The other criteria in Article 86

For an abusve conduct to actualy fdl under Article 86 the other criteria in the
provison must dso be fulfilled. The undertaking must occupy a dominant position
in regard of the rdevant market and the abuse must be such as to affect trade
between Member States.

When assessing whether a dominant position exists or not market shares are
important indicators, but factors like the structure of the market, the number of
competitors, the undertaking's technical and financia resources and the presence
of barriers to entry should aso be taken into consderation. The ownership of an
intellectud property right is aso afactor to take into account. In the repackaging-
cases the undertakings involved are often very large with powerful positions and
with subgdiaries in severd countries. A factor of importance here is the
ownership of intelectud property rights, snce the undertakings often have a
patent on the pharmaceutica and therefore an exclusive right to produce and put
the product on the market. To develop new pharmaceuticals is a long and very
costly process, which means that there are barriers to entry and that there are few
compstitors. In fact, | think it can be said that the pharmaceuticd market is not
very far from being oligopolistic with only a few actors of any red importance.
The undertakings involved in the repackaging cases described are al multinationd
companies with technical and financia resources. When assessing if a dominant
position is a hand the relevant market must however first be determined. If the

19 Bristol-Myers Squibb, para 54.



relevant market would be pharmaceuticals in generd the undertakings in question
may not have adominant pogtion on such alarge market. The Court has however
in severd cases™ shown tha it defines the rdevant market narrowly, and
therefore the relevant market would mogt likely be the kind of pharmaceuticas
involved, for example tranquillisers. The undertakings that have been involved in
the repackaging cases would therefore most certainly have a dominant position,
and Article 86 would thus be gpplicable in many cases concerning repackaging
where an abusive conduct can be shown in accordance with the discussons
above.

There is aso the requirement that the behaviour must affect trade between
Member States, but it is enough that the trade is directly or indirectly, in fact or
potentidly, affected. When it is such large firms involved with subsdiaries in
severd Member States as it has been in the repackaging cases and it regards
pardld importsit does without question affect trade between Member States.

8.3 The essential facilities doctrine

If the right to repackage a product could be seen as an essentid facility it could
aso be possible to apply the doctrine to the repackaging stuations. The problem
here is tha there is an intdlectud property right involved and that the essentid
fadilities doctrine was primarily desgned for physcd fadilities. In the Magill case
however, the doctrine was applied to an intellectual property right which was
used to refuse information. To use the copyright in this way did, according to the
Court, clearly go beyond what was necessary to fulfil the essentid function of the
copyright.** What made this exercise outside the essentia function, and in breech
of Article 86, was that there was no subgtitute and that the refusal to provide the
information prevented the appearance of a new product, which corresponds to
the two mgor criteria in the essentid facilities doctrine. Since the Court forced
RTE to give Magill access to the information it did in fact use the doctrine to grant
Magill a compulsory licence. With this case as a support it could very wel be
argued that the essentid facilities doctrine could be used againgt other intellectud
property rights, such as trade marks and the right to prevent repackaging. In
Hoffman- LaRoche the Court actudly said that hindering the proprietor from using
his right to prevent repackaging amounts to giving the pardld importer a certain
licence to &ffix the trade mark.*** The right to repackage a product and to affix
the trade mark is thus something the Court has considered to be capable of
granting compulsory licences for. To condder this to be an essentid facility in

' See for example Case 27/76 United Brands Co and United Brands Continental BV v
Commission [1978] ECR 207, where the relevant market was held to be bananas in stead of
fruit, and case 22/78 Kassaregister Hugin AB v Commission [1979] ECR 1869, where the
relevant market where spare parts for type writers, not type writers.

2 Magill, para 73.

3 Hoffman-LaRoche, para 11.
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accordance with the judgement in the Magill case is therefore not very far-
fetched.

Because of the judgement in Oscar Bronner the doctrine is now however
interpreted very redrictively and there are severd requirements that must be
fulfilled. The refusd to supply the fadlity mugt thus be likdy to diminate dl
competition and it must be shown that the refusal could not be objectively justified
and that there is no actud or potentia substitute to the faility.™* For the right to
repackage a product to condtitute an essentia facility it would then, firstly, require
that the prevention of repackaging would be likely to diminate al competition.
This could be the case if there are government rules about the packages of
pharmaceuticas or if the consumers only want to buy the product if it is packaged
in acertain way. Secondly it requires that the prevention could not be objectively
judtified. This requirement has been discussed thoroughly in the repackaging
casss. When the prevention in these cases were found not to conditute a
disguised redtriction to trade by contributing to the artificid partitioning of the
market it could be sad to be objectively judtified. The criteria for assessng
whether the conduct contributed to an artificiad partitioning could then be used to
determine the objective judtification. When the guarantee of origin and the origind
condition of the product is not at risk it would then not be objectively judtified to
prevent repackaging. For the right to repackage to be seen as an essentid facility
there must dso be shown that there is no actud or potentia subdtitute to
repackaging. This corresponds to the requirement in Bristol-Myers Squibb that
the repackaging must be necessary. When there are government rules on the
packaging it must be said to be necessary to repackage so the packaging is in
conformity with the rules. In those cases the right to repackage could thus very
well be seen as an essntid facility.

The Court has however not been very willing to gpply the essentid facilities
doctrine and for along time it has been uncertain whether this doctrine even was
part of EC law or not. The Court has aso chosen not to apply Article 86 to
repackaging cases. That the Court would start applying the essentid facilities
doctrine, which goes further than this Article does therefore not seem very likely.
The Court is however not dways predictable and it is dso known for changing
the law without redlly admitting it. In Magill for example it most probably used the
essentid facilities doctrine without actudly saying it. That the Court would use the
doctrine to repackaging cases would therefore not be totally unbelievable eveniif |
find it mogt unlikdly.

4 Oscar Bronner, para41
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9 The difference between the
rules on free movement of
goods and Article 86

In generd both the rules on free movement and on competition have smilar
objectives in that they am a freeing trade between Member States from
restrictions imposed by public or private sources. Regarding intellectua property
rights the rules on free movement and on competition interact in the way that they
provide different ways to attack the rights when they am at partitioning the
Common Market. Sometimes both sets of rules might be gpplicable in the same
case, for example when proprietors try to prevent pardle import by relying on
their intdlectud property right. As have been discussed in the previous chapter
Article 86 could very well have been used by the Court in the repackaging-cases
ingtead of Articles 30 and 36. The question is then why the Court has not used
Article 86 and what different results could have been reached.

When an indudtriad property right is exercised in a manner not judtifiable on the
bass of Article 36, i.e. is outsde the specific subject-matter and the essentid
function, by an undertaking in adominant pogtion, it is very likely thet the exercise
aso conditutes an abuse under Article 86. There is however no automatic link
between the Articles. According to Govaere the “abuse’ of an intellectud
property right under the rules on competition is not tantamount to the “misuse’ of
intellectud property rights under the rules on free movement, and that a behaviour
is permitted under Article 36 does not automatically clear it under Article 86.°
Even though the nationd messure protecting the intellectud property right is
compatible with Article 36, the exercise of it can therefore till congtitute an abuse
of adominant position. However, as have been discussed in the previous chapter
the assessment of whether an exercise of an intellectua property right is outsde
the essentid function, i.e. contributes to the artificid partitioning of the market, or
not is often very amilar to the assessment of whether the exercise condtitutes an
abuse or not. But this does not make the link between the Articles automatic, and
Article 86 dso has other requirements that must be fulfilled, like the dominant

position.

The two sets of rules seems to help and complete each other very wel when it
comes to preventing intellectud property rights from being used to divide the
Common Market. There are however some differences between the two
provisons. Oneisformd inthat in Articles 30 and 36 it is Member States thet are
the addressees, not individud undertakings as in Article 86. The rules on
compstition are thus amed at anti-competitive behaviour of undertaking whereas

5 Govaere, p 103.
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the free movement provisions gpply to nationd law that creates ditortion to intra-
Community trade. However, this digtinction is not redlly detectable in the case law
concerning intellectua property rights. As Govaere puts it: “Nationd intellectud
property law is hardly ever struck down under the rules on free movement,
whereas both set of rules are currently applied to curtail the anti-competitive
behaviour of economic actors who are rightowners, even if they may merely be
enforcing their nationaly granted right.”*'® In the repackaging cases the Court
discusses if the trade mark owner may rely on his rights to prevent an importer
from marketing repackaged products, and not whether the nationa laws are
incompatible with the free movement-provisons or not. In effect there might
therefore not be such a big difference regarding the applicability as should be

expected.

There are however other formd differences between the provisions. The
Commission does not have the same type of direct executive powersin relation to
the free movement rules as have been conferred upon it by regulation 17/62'
under the competition rules of the Treaty. The only way for the Commission to act
in cases of redrictions on trade resulting from nationd intellectuad property
legidation is by invoking Article 169 againg the Member State. When it comes to
remedies and enforcement there is aso a difference between which st of rules
that is applied. Fines can only be imposed under competition law. Further the
competition rules are enforced by the Commission and the nationa courts, whilst
the rules on the free movements of goods only are gpplied by the nationa courts.
Thus the Commission can supervise and control adherence to the competition
rules, and where deemed suiteble aso grant exemptions. Additionaly the
Commission can develop competition policy by issuing notices and taking
decisons, or by udng its legidative powers under Regulation 17/62. The
development of the free movement of goods will instead take place through the
judicid activities of the Court in Article 177 proceedings.

There are dso other aspects in what provison to choose. It can for example be
easer to show that the rules on free movement have been infringed than it is with
the rules on competition. The new principles developed by the Court, like for
example the rule of exhaudtion, are often easier to apply than it is to show that the
enforcement of an intellectud property right amounts to abuse of a dominant
position. In repackaging cases it will now of course be easier to goply the free
movement rules since the Court has developed a firm case law with clear criteria
under these provisions. The question is however why the Court decided to use
the free movement rules instead of Article 86 in the first place. One aspect to
have in mind is that the Court under Article 177 only can answer the questions
that the nationa court has submitted to it. There might therefore not dways be so
much a choice of the Court as one might think. In the repackaging cases it must

1 Govaere, p 47.
7 Council Regulation 17/62 —First implementing Regul ations pursuant to Articles 85 and 86
of the EEC Treaty.

48



however be seen as the Court made a decision since in the first case, Hoffman-
LaRoche, the nationa court dso submitted a question about the applicability of
Article 86. The Court chose not to answer this question, but stated thet there are
no automatic links between Articles 36 and 86 and that the permission under one
of those Articles does not clear the behaviour from the other.

Wheat did the Court then mean by dtating this instead of answering the question?

One factor to take into account is that the Court is careful not to say more than
necessay in its judgements since it thereby may be bound in the future by a
gatement not redly well thought-out. Since it had answered the question by
referring to the free movement rules it might therefore not have wanted to dedl

with the possible application of Article 86. By the statement that a permission by
Article 36 does not clear the conduct under Article 86 the Court did then perhaps
try to make clear that no conclusons should be made from the judgement about

the applicability of Article 86, but that this had to be assessed independently of

the free movements provisons. One reason for the Court to choose the free
movement rules could be that intellectua property rights are not redly of concern
for the EC, even though harmonisation measures have been taken. Instead of

using Article 86 which is aimed at the undertaking in question the Court therefore
used the free movement provisons since they are addressed to the Member

States. In this way the Court did perhaps fed that it did not interfere too much
with the actua exercise of the intdlectud property right itsdlf, but merely with the

nationa rules not compatible with the Treaty. There are so more assessments to

make under Article 86 since it there has to be decided what the rdevant market

is, if there is a dominant pogtion, if there has been an abuse of this dominant

postion and if it will affect trade between Member States. The Court might

therefore have fdlt it to be easier to use the rules on free movement of goods. But

by doing thisit lost the possibility to use effective remedies since fines only can be
imposed under competition law. On the other hand it did not have to interfere
very much with the exercise of the property right but left it to the Member States
to take measures. | think that the main reason for the Court to choose the ruleson
free movement of goods was that it wanted to make clear tha intellectua

property rights till are of nationa concern and that the Court only dedls with them
in circumstances when they are in breech of the objectives of the Treaty, and that

even in those cases the Courts wants to intervene as little as possible.
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10 Conclusions

In the repackaging cases so far the Court has gpplied the rules on free movement
of goods and stated that the right to prevent repackaging is part of the essentia
function of the trade mark and therefore permitted by Article 36, but that when
the prevention contributes to the artificid partitioning of the market it condtitutes a
disguised regtriction of trade which is not permitted by this Article and therefore in
breech of Article 30. When it comes to Article 86 the Court has stated nothing
about the possihility to goply this Article to repackaging-stuations, but has made
clear that there is not automatic link between this Article and Article 36. Even if a
conduct has been permitted under Article 36 it can therefore Hill condtitute an
abuse under Article 86.

So far Article 86 has not been gpplied in very many cases concerning intellectua
property rights. In the cases where it has been gpplied however, the Court has
adopted a case by case approach and there are therefore no clear guidelines to
follow on what behaviour condtitutes an abuse. However dter examining the
abuse-requirement in Article 86 and the way it has been applied in the cases
concerning intellectua property rights as well asin other cases under this Article |
think it can be concluded that in generd Article 86 could be gpplied to
repackaging-stuations where a proprietor uses his trade mark right in away that
is in breech of the objectives of the Treaty. In such a case the exercise of the
trade mark right cannot be justified by the need to protect the intellectua property
right and it is therefore outsde the specific subject-matter and the essentia
function of the right. Such Stuaions are for example when the use of different
packages and the gtriving to prevent repackaging is a manifestation of a wish to
maintain price differences or to make it hard for a pardld importer to sdl the
product in the "wrong” packaging. If the prevention of repackaging is made
because of awish to detect the person in the sdlling chain who sold the product to
the pardld importer it would most certainly be seen as abusive. The assessment
of whether a conduct is abusive under Article 86 or not is objective and involves
the same assessments as for if an exercise of an intdlectuad property right
contributes to the atificid partitioning of the market under the free movement
provisons. If a conduct has been judged contribute to the artificid partitioning it
would therefore most certainly be judged to congtitute an abuse.

Whether the abusive conduct actudly would be caught by Article 86 or not
depends on if the other criteriain the Article are fulfilled, i.e. that the undertaking
occupies a dominant pogtion in a substantid part of the Common Market and
that the abuse is likely to affect trade between Member States. The undertakings
that are involved in repackaging cases are often multinationd firms with a clear
dominance on the market. The Court has dso been very narrow in its definition of
the relevant market and the dominance would therefore come easily. In the case
of pharmaceuticasit ismost likely that the relevant market would be judged to be
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the kind of pharmaceutica involved, for example tranquillisers. It can be noted
that in the case where any of the criteriais not fulfilled there are dso nationa rules
on competition that might apply to the conduct.

The essentid facilities doctrine might aso be gpplicable to intellectud property
rights in some stuations. In Magill the exercise of the copyright was found to be
outside the essentia function since there was no subgtitute and since the refusal to
provide the information prevented the gppearance of a new product, which
corresponds to the two mgor criteriain the essentid facilities doctrine. Since the
Court by this judgement gave Magill access to the informetion it did in effect grant
a compulsory licence of the programme information. Even though the Court has
used the free movement provisons in the repackaging cases it could in fact be
seen as they in those cases granted a compulsory licence on the right to
repackage. In accordance with Magill the right to repackage a product could thus
be seen as an essentid facility. For this it would however require that the
prevention of repackaging would be likdy to diminate al compstition, which
could be the case if there are government rules about the packages of
pharmaceuticds or if the consumers only wants to buy the product if it is
packaged in a certain way. It would aso require that the prevention could not be
objectively judtified which it, in accordance with the discussion in case law, could
be if the guarantee of origin and the origind condition of the product is at risk. For
the right to repackage to be seen as an essentid facility there must dso be shown
that there is no actua or potentia subgtitute to repackaging. This corresponds to
the requirement in Bristol-Myers Squibb that the repackaging must be necessary.
When there are government rules on the packaging it must be sad to be
necessary to repackage o the packaging is in conformity with the rules. In those
cases the right to repackage could thus very well be seen as an essentid facility.
Another question is of course if the Court would be willing to apply this doctrine,
sgnceit has so far not even gpplied Article 86.

The main difference between the free movement provisons and Article 86 is that
in Article 30 and 36 it is Member States that are the addressees, not individua
undertakings as in Article 86. In Article 86 there are also other assessments to
make, like determining the relevant market and if there is a dominant postion
which has been abused. Under the free movement rules it is enough to show that
trade is restricted and that it is not objectively judtified. The reason for the Court
to aoply the rules on free movement insead of the competition rules were
however probably that the Court wanted to intervene as little as possible with
intellectua property rights and to make clear that those are ill mainly of part of
the nationd systems. By using the free movement provisions the Court did not
have to intervene with the actua right but merely with the nationd rules. It dso left
it to the Member States to take measures to bring the legidation in conformity
with EC law and did not have to come up with the solutions itsdf. By using the
free movement rules the Court did in fact intervene as little as possible with the
trade mark right.
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Asasummary it could be said that | have reached the conclusion that Article 86,
and even the essentid facilities doctrine, could be used in repackaging-gtuations.
The Court has however chosen to use the rules on free movement of goods
instead, probably because it did not want to interfere too much with intellectua
property rights. If the Court in the future would find it necessary to ded more
directly with intellectud property rights or if those rights were made part of the
jurisdiction of the European Union there would thus be nothing to stop the Court
from applying Article 86 or the essentid facilities doctrine to the use of trade
marks rights to prevent repackaging.
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