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Abstract

The rapidly changing conditions of the world trade have thrown countries into a
quandary about the potential of parallel importation. Parallel importation of trademarked
goods refers to the importation of the goods that are sold in oversea markets with legally
attached trademarks into the domestic market where the trademarks are registered, when
such importation is carried out without the consent of the trademark owners in the
domestic market. This conduct takes place under the development of the world trade as
an unavoidable event when two identical products are sold in different markets at
different prices. In dealing with parallel imports, different countries have different
treatments.
As to trademark rights, the United States follows a rule of international exhaustion
among commonly controlled enterprises. The European Union applies a rule of regional
exhaustion. Similar to the U.S, Japan appears to follow a rule of international exhaustion.
With respect to trademarked goods, industrial countries with the support of statutory
provisions, case law, and public policies from a well-made legal framework have already
formed their treatment of parallel imports. Furthermore, the court systems with the
supports of experienced judges and scholars are a guarantee for developed countries in
dealing with parallel imports of trademarked products.
This activity has occurred in developed countries for many years and the legal
mechanism in these countries has already solved many related cases. Meanwhile, parallel
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importation of trademarked goods in developing countries is a new activity, consequently
there are many issues of concern that have not yet been provided, such as the quality of
imported products, lack of after-sales service, instructions in foreign language. To a
certain extent, allowing parallel importation is a good choice for many developing
countries in dealing with the shortage of their capacity of supplying. Besides the
advantages of allowing parallel imports, there are also disadvantages that parallel imports
can bring to the importing country. Because of the significant of parallel imports, to what
extent a country should allow parallel imports is an issue that developing countries must
resolve.
There are many important issues that developing countries should take into
account when considering the advantages of allowing parallel importation of trademarked
products. First, which rule of exhaustion of trademark rights should a developing country
apply for the best benefits of the nation? Second, parallel importation also includes
disadvantages therefore how to avoid these negative aspects while promoting positive
aspects of this activity is very important. Also, in order to ensure that parallel importation
develops properly, related issues should be resolved. With the current legal, economic
and social structure, developing countries are having many problems that need solving.
After discussing the advantages and disadvantages that developing countries are
cope with when allowing parallel importation of trademarked products. There are some
proposals and recommendations on the proper treatment of parallel imports in developing
countries. First, developing countries should apply the relevant exhaustion regime on
trademark rights so that free trade can easily have an effective impact on the economic as
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well as social spheres. Second, developing countries should focus on the regulations of
related issues of parallel imports in order to develop an effective policy in their
development process.
As to Vietnam, the recommendations presented above for developing countries in
general also apply to the country. In addition, based on the specific conditions regarding
economic, social and legal system, there are some recommendations on the proper
treatment of parallel imports of Vietnam that the government should consider. First,
Vietnam should modify Article 125.2.b. of the Vietnam Intellectual Property Law.
Second, the government should supplement regulations on concerned issues of parallel
imports in order to ensure parallel imports can develop effectively. Third, the Vietnamese
court system should be enhanced in the context of interpreting and applying the laws.
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CHAPTER 1

INTRODUCTION

I. Introduction to existing problems

This dissertation concentrates on the issue of parallel imports of trademarked goods. Parallel
importation of trademarked goods refers to the importation of the goods that are sold in foreign
markets with legally attached trademarks into the domestic market where the trademarks are
registered, when such importation is done without the consent of the trademark owners in the domestic
market. When two identical products are sold in different markets at different prices, it is normal for
trademarked products to flow from the low priced market to high priced market. Parallel importation
is created for the differential benefit that parallel importers can make from markets. Trademark
owners want to prevent parallel imports for various reasons. First, they lose control over the way in
which their goods are sold and have a risk that their goodwill is undermined when the goods are sold
in inferior quality or with poor or even without after-sales service. Second, there is a loss of
exclusivity that undermines the trademark goodwill and makes it worthless. As a result of the loss of
value of trademark, its owner will be discouraged from investing in developing new products which
will result in a loss of choice for consumers. In the meanwhile, parallel importers argue that
consumers should have the right as well as opportunity to purchase the goods at the lowest possible
price and not at artificially inflated prices. In addition, parallel imports would increase intra-brand
competition, by eliminating the possibility for a trademark owner to exploit exclusive position in his
mark and to set higher prices in certain markets, and by increasing competition in the distribution of
trademarked products.

As we will see later in detail, the rights conferred on the proprietor of a trademark are
qualified by the principle of exhaustion of trademark rights. Under this principle, exhaustion of
trademark rights refers to the situation in which the holder of a mark cannot use exclusive rights to
prevent the further circulation of the trademarked products after first time putting the products onto
1

the market with or by his consent. In other word, after the first-selling of the products, the trademark
owner has lost the right to control the further disposition of the products.1 There are three regimes of
exhaustion of trademark rights based on the geographic scope of application, namely national,
regional and international exhaustion of trademark rights.2 Countries can apply different policies in the
field of parallel importation of trademarked goods, because according to Articles 6 of the TRIPS
Agreement, WTO Members are free to establish their own regime of exhaustion of trademark rights.
Different regimes of national or regional or international exhaustion of trademark rights definitely
create different effects on the economic situation of a country.3 Therefore, the choice of the regime
can have a significant meaning for developing countries.

Parallel importation is not a new topic for academic researchers, and many scholars have
already discussed this and carefully ploughed through the problem with regard to developed nations.
However, in the context of developing countries few studies have been carried out on this topic. Given
the importance of this issue for developing countries, it is important for them to learn from the
experience of developed countries. This paper aims to achieve that task.

A. Theoretical Problems

Parallel importation of trademarked goods takes place under the development of the
international trade as an unavoidable event when parallel importers enjoy a difference in the price of
products. Products that flow in the act of parallel imports are non-counterfeit products. Trademark

1

Frederick M. Abbott, Thomas Cottier, and Francis Gurry, International Intellectual Property in an

Integrated World Economy (Aspen Publishers, Inc., 2007), 270.
2

David T. Keeling, Free Movement and Competition Law, Oxford EC law library (Oxford: Oxford

University Press, 2003), 78.
3

Ibid., 78-80.
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owners therefore have no reason to prevent the further movement of these products when previously
these products have been marketed with or by the consent of trademark owners.

There are many important issues that developing countries should take into account when
considering the advantages of allowing parallel importation of trademarked products. First, which rule
of exhaustion of trademark rights should a developing country apply for the best benefits of the
nation? Second, parallel importation also includes disadvantages therefore how to avoid these negative
aspects while promoting positive aspects of this activity is very important. Also, in order to ensure that
parallel importation develops properly, related issues should be resolved. Parallel importation of
trademarked products has occurred in developed countries for many years and the legal mechanism in
these countries has already solved many related cases. Meanwhile, parallel importation of trademarked
goods in developing countries is a new activity, consequently there are many issues of concern that
have not yet been regulated, such as the quality of imported products, lack of after-sales service,
instructions in foreign language. Developing nations have to pay more attention to such issues when
allowing parallel imports.

B. Practical Problems

When a country allows parallel imports, it also means to lessen the profit that trademark
owners can obtain from that market. However, from the perspective of consumers, when developing
countries permit parallel importation of trademarked products, they have more benefits such as more
opportunities to buy cheaper products, more chances to access needed drugs. How to balance the
benefits of trademark owners, consumers and parallel importers as well as the public in such a
situation is a question that needs answering. Especially, the extent to which developing countries
should allow parallel importation of trademarked products so as to protect the legitimate benefits of all
related parties is a complicated issue that needs considering.

3

With the current legal, economic and social structure, developing countries are having many
problems that need solving. Parallel imports have taken place in developing countries for a long time
as an indispensable result of international commerce, but the legal framework for this activity has not
been well-established. Developing countries can overcome this problem by adopting provisions to
regulate these issues. By analyzing the treatment of parallel imports in developed countries,
developing countries can choose the most appropriate pattern that fits with their domestic conditions.
The mistakes that developed countries made during the treatment of the problem of parallel
importation of trademarked products can assist developing countries in avoiding committing the same
mistakes.

II. Research Objectives

This study analyzes parallel importation of trademark products with the emphasis of what we
can learn from the experiences of developed countries for the policies choices of developing countries.
This study also provides a review of background concepts and practice necessary for understanding
the meaning as well as impact of parallel importation of trademarked products. In addition, the paper
includes an evaluation of the principle of exhaustion of trademark rights so as to have a thorough
understanding of its relation to parallel importation. This research will also define the proper scope
and limitations of which the regime of international exhaustion of trademark rights should be applied
to developing countries.

In order to achieve these purposes, this research has the following objectives: (1) to identify
the differences and similarities of statutory provisions as well as the methods by which cases related to
parallel importation of trademarked products are handled in Japan, the United States, and the
European Union; (2) to evaluate the advantages and disadvantages of allowing parallel importation of
trademark goods in developing countries by taking into consideration the balancing of the interests of
trademark owners, and consumers; (3) to propose an appropriate rule of trademark rights

for
4

developing countries; (4) to propose a relevant measures for specific issues related to parallel
importation such as quality control or repackaging or relabeling of parallel imported products; and (5)
to make suggestions and recommendations for developing countries that are faced or will deal with
these problems in their jurisdictions by taking into consideration the legal framework of the
international agreements or conventions.

III. Research Methodologies

The main purpose of this dissertation is to solve both the theoretical and practical problems as
mentioned in part I of this chapter. In order to solve these problems, the dissertation will make a
comparative analysis of laws and practices in the United States, the European Union and Japan. This
study will point out the similarities and differences in the treatment of parallel importation of
trademarked goods in the three jurisdictions and identify the rationales for those similarities and
differences. Based on the result of the comparative analysis, this study will try to propose appropriate
rules and relevant measures concerning parallel importation in developing countries which will strike
a balance among the interests of the trademark owners, parallel importers and consumers as well as
meet the economic and social needs of such countries.

This dissertation consists of five chapters. Chapter1 starts by introducing the theoretical and
practical problems of parallel importation. This first chapter also shows the research objectives and
methodologies as well as the scope of this research. Chapter 2 will mainly focus on the theoretical
aspects of trademark law, such as the history and functions of trademarks and legal grounds for the
protection of the marks. Chapter 3 discusses general issues related to parallel importation of
trademarked products. Also this chapter analyzes the doctrine of exhaustion of trademark rights in the
relationship with parallel imports. Chapter 4 introduces and analyses the statutory provisions, case
laws, public policies related to parallel imports in the United States, the European Union and Japan
identifying their similarities and differences. Chapter 5 will then turn to developing countries. That
5

chapter first points out the economic and legal situations of developing countries in general. Next, the
chapter analyzes advantages and disadvantages of permitting parallel imports. Drawing lessons from
the analysis in Chapter 4 Chapter 5 provides suggestions and recommendations for developing
countries in dealing with parallel importation of trademarked products. The last section of Chapter 5
analyses the situation of Vietnam in dealing with parallel importation of trademarked products as a
case study, and presents recommendations specifically for the law and measures in Vietnam. This
paper ends with concluding remarks.

IV. Scope of the Research

Although parallel importation is a problem related not only to trademarks but also patents,
copyrights and other forms of intellectual property this dissertation focuses on the issues involving
trademarks. In order to do a comparative analyses, three developed countries and regions are selected
for their special characteristics in the treatment of this problem: namely the United States, the
European Union and Japan.

I chose Vietnam as a subject of a case study of developing country, because sufficient
information on Vietnam was available for this research, and its situation, with many problems and
need for reform, seems to be typical of developing countries.

6

CHAPTER 2

OVERVIEW ON TRADEMARK LAW

The idea of trademark is one of the most important aspects of intellectual property. This
chapter introduces the basic history, functions, and issues related to the concept of trademark as an
overview. It also discusses the relationship between the purpose of trademark law and functions of
trademarks, which is deeply connected to the subject of this study.

I. History of trademarks
Trademarks have a long history.4 Trademarks existed approximately 4000 years ago5 when
merchants who made and sold clothing or pottery started to mark their products so as to identify the
makers. At that time, marks were intended to indicate ownership, and gradually trademarks were
intended to indicate the source of goods.6

From the very beginning of the trademark history, marks were used as indicating tools to show
the ownership status of goods or as a communication method. As time went by the trademark developed
and stated to describe property.7 Over a long progressive of time marks became a protected subject
matter under intellectual property law. In its history of development, trademark law appeared much later

4

Frank Schechter, The Historical Foundation of The Law Relating to Trade Marks, Columbia University

Press, 1925
5

Robert P. Merges and Peter S. Menell, Mark A. Lemley, Intellectual property in the new technological

age (New York: Aspen Publishers, 2006), 529.
6

Paul Goldstein, Copyright, Patent, Trademark, and Related State Doctrines: Cases and Materials on the

Law of Intellectual Property (Foundation Press, 2004), 220.
7

Bently Lionel, “From Communication to Thing: Historical Aspects of the Conceptualisation of Trade

Marks as Property,” in Trademark Law and Theory: A Handbook of Contemporary Research, ed. Graeme
B. Dinwoodie and Mark D. Janis (Edward Elgar Publishing, 2009), 16.

7

than the marks themselves. It is stated that “trademarks extend for at least for at least four thousand years
but that of trademark law, hardly four hundred.”8

Currently, trademarks have become the most precious asset of enterprises. The more famous the
trademark is, the greater value it possesses. Each year the Best Global Brands Report generates
increasing amounts of interest from companies and practitioners associated with brands, and it lists the
top 100 valuable brands worldwide.9 In business there are a couple of terms which are used to indicate
the value as well as the effect created by the trademarks such as whether or not brands are life-enhancing
or death defying.10 Moreover the role of trademarks in the economy is significant when “stock markets
take more and more notice of the distinct value which is attributed to successful marks.”11

A. Proprietary or possessory marks
In the mediaeval period, marks were used to indicate the ownership of goods.12 During this
period, marks appeared on household tools and other items in order to identify the owner and allow for

8

Beverly W.Pattishall, “Two Hundred Years of American Trademark Law,” in Foundations of Intellectual

Property, ed. Robert P. Merges and Jane C. Ginsburg, Foundations of law series (New York, N.Y.:
Foundation Press, 2004), 452.
9

“Best Global Brands 2009”, http://www.interbrand.com/en/knowledge/best-global-brands/best-global-

brands-2009.aspx. For example top three brands in 2009 were Coca Cola, IBM and Microsoft with
68,734($m), 60,211 ($m) and 56,647 ($m) respectively.
10

William Rodolph Cornish, Intellectual Property: Omnipresent, Distracting, Irrelevant? (Oxford

University Press, 2004), 83.
11

Ibid.

12

Sidney A.Diamond, “The Historical Development of Trademarks,” in Foundations of Intellectual

Property, ed. Robert P. Merges and Jane C. Ginsburg, Foundations of law series (New York, N.Y.:
Foundation Press, 2004), 444-446.
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claims when such marked items were lost or taken away. Gradually, the idea of branding to the house
marks became the foundation for branding cattle and other animals.13

Farmers in very early eras used brands as the indicating tool for their ownership status by
burning or carving marks onto cattle.14 The word “brand” in English is derived from the Anglo-Saxon
verb meaning “to burn.”15 The first kind of marking on animals was the cattle body branding. The
branding method was used to mark cattle when there was no existence of a reading or writing system
in order to identify the cattle belonged to specific owners. This practice is portrayed in early Stone
Age cave drawings and in wall paintings.16
The literal earmarking of livestock animals appeared long after the branding of cattle.17 With
the branded cattle method, the livestock animals were branded on their body; however, the earmarking
method originated in the 16th century as livestock animals were distinguished by cutting or marking on
the ear serving as a sign of ownership.18

B. Source liability

Earmarks were used for indicating the ownership of the livestock animal or earmarking of
sheep. Branding was used to identify the source of goods and the liability associated with the products.

13

Ibid., 444.

14

Deven R. Desai, “A Brand Theory of Trademark Law,” SSRN eLibrary (April 6, 2010),

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1585327.
15

Sidney A.Diamond, “The Historical Development of Trademarks,” 444.

16

Ibid., 445.

17

Jeanne Sahadi, “Earmarks: Myth And Reality,” CNNMoney.com, March 11, 2009,

http://money.cnn.com/2009/03/11/news/economy/earmark_primer/index.htm?postversion=2009031111,
“…The term earmark originated in ancient England when farmers tagged - or marked the ears -- of their
livestock mixed among the village herd…”
18

“Definition of earmark,” http://www.etymonline.com.
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Identifying source of goods was one of the reasons for the appearance of guilds in Europe. The rise of
the guilds commenced around the 14th century and was a remarkable feature in the history of
trademark. The development of the guilds was to ensure a satisfactory quality of goods produced by
their meåmbers by tightly controlling their members. At the same time, the members of the guilds had
to use a compulsory mark for the guilds’ products. As to this requirement, the mark was to fix the
guilds with their responsibility and also to exclude the poor quality products made by non-member
producers. Thus, a mark in this period not only was to demonstrate the membership in a specific guild
but also was used as a “liability mark.”19 Because it permitted guilds to identify the infringing goods
of outsider and thus enforced restrictions on the retail selling of its products.20 Therefore, the guild
marks were not only the source indicating liability but also used to control the industry.21 Guild marks
were the origin of the modern certification marks seen today.22

C. Indicator of quality
In the 17th and 18th century, the Industrial Revolution began with the huge growth of
technology in which manual labor and the draft-animal based economy was replaced by machinebased production. Modern manufacturing played an important role in increasing production capacity.
Products were manufactured more quickly and in a greater amount. The result of the development was
the concentration of production capacity in larger units, and this in turn required the development of
methods of distribution to get the goods to the consumer. In other words, as industrialization
developed, marks were applied to mass-produced goods, and traders or manufacturers began to use

19

Sidney A.Diamond, “The Historical Development of Trademarks,” 446-447.

20

Timothy H. Hiebert, Parallel Importation in U.S. Trademark Law (Greenwood Publishing Group, 1994),

8.
21

Sidney A.Diamond, “The Historical Development of Trademarks,” 447.

22

Hiebert, Parallel Importation in U.S. Trademark Law, 10-11.
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their marks in advertising.23 In addition with the development of advertisements is the increasing
amount of the distribution of those goods. Consuming public with the availability of the goods on the
market therefore also develop. As goods were mass-produced, trademarks were associated with the
manufacturers as an indicator of quality. The development of international trade created a greater use
of trademarks all over the world and in several different aspects of life.24

II. Definition of trademark

A. What actually is a trademark?

In general, trademarks are signs or symbols that distinguish the goods or services of one
enterprise from another in commerce.25 Protectable subject matter that can be registered as trademarks
are generally similar under the trademark laws of different countries. Namely, protectable subject matters
may consist of virtually any form of sign including letters, words, figures, colors and shapes. However,
the differences in the background of the countries such as national socio-economical conditions as well
as the legislative standards of each nation lead to differences in specific provisions concerning the
protectable subject matters of trademark law in some specific situations. Accordingly, some of the things
that can be protected as trademark in one country cannot be protected in another country.26 Whether or
not an item can be registered as a trademark depends on the national legislation of a respective nation.
Each national legislature has its own method in defining the concept of trademark. As noted, a
23

Catherine Seville, EU Intellectual Property Law and Policy, Elgar European law (Cheltenham: Edward

Elgar, 2009), 210.
24

See, Shahid Alikhan and R. A. Mashelkar, Intellectual property and competitive strategies in the 21st

century (Kluwer Law International, 2009), 11.
25

Abbott, Cottier, and Gurry, International Intellectual Property in an Integrated World Economy, 8.

26

In fact, as to some specific kind of marks which are also called as non-traditional trademarks (i.e. sounds,

single colors, and scent) the provision vary from country to country. Sound marks, for instance, can be
protected as trademarks under the U.S Trademark Law (Lanham Act), but cannot be protected as a
trademark under the Japanese Trademark Act.
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trademark is a distinctive word, symbol or other signs capable of distinguishing or identifying goods
or services produced by a producer from the goods and services of other producers.

B. Rationale of trademark protection

The protection of trademark originated from the necessity to protect the interests of
consumers from fraudulent or deceptive products, and to defend the goodwill and monopoly of the
guilds.27 The true basis of such protection occurs when there is a likelihood of confusion as to the
source of the products, or the use of a trademark or name may cause some discredit and financial
liability with other marks.28 A trademark tells consumers about its source or origin, from which
consumers can identify that producer from others in the same area. The likelihood of confusion of
consumers can easily occur when there are many manufacturers that exist in the same industry, and
there is a similarity in the trademark or the trademark use whereby would cause the public to think the
products bearing the same name were made by the same trademark owner.29

If the same trademark can be used on different classes of goods it might cause confusion as to
the source of the two (or more) different products. Therefore, the trademark owner must keep the
uniqueness or individuality of the trademark.30 The uniqueness of a trademark has a strong impact in
indicating to the public a constant and uniform source of satisfaction, which also influences the scope
of protection of that trademark. In such a situation, the scope of trademark protection expands to other
classes, or area of products.31 Once a trademark becomes famous, the trademark owner can prevent
others from using similar trademark even among non-competitive products that would not create a
27

Frank I. Schechter, “The Rational Basis of Trademark Protection,” Harvard Law Review 40, no. 6 (April
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likelihood of confusion or constitute trademark infringement or unfair competition.32 The situation
occurring under §43 of the American Lanham Act is also called as “theory of trademark dilution.”
Trademark dilution occurs when a second user adopts the mark in a manner or for use with products or
services that will “erosion the uniqueness” of that trademark. Trademark dilution will lessen the
trademark value of the trademark and should be proscribed.33

C. Measures to achieve trademark protection

The protection of a trademark is important because it not only prevents consumer confusion as
to the commercial origin of purchased goods or services but also protects the trademark owner’s
investment in the trademark’s goodwill.34 The idea of goodwill can be thought of as surplus benefit that a
trademark owner has received when they invested into their mark and made it known widely. The
investment of the trademark owner includes an investment in the creation of the mark, in the advertising
and promoting of products in association with the marks.35

An owner of a trademark does not have to register the trademark for using it. Nonetheless,
registration of a trademark gives certain rights which are not available when a mark is un-registered.
Registration not only gives the owner the exclusive right to use a specific mark but also allows the holder
“considerable advantages in terms of legal certainty, enforceability, and the ease with which it can be

32
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assigned or licensed.”36 Registration of a trademark also provides the owner the exclusive right to
prevent any third parties from using the identical or similar signs for goods and services without consent.
According to the TRIPS Agreement, “the nature of the goods or services to which a trademark is to be
applied shall in no case form an obstacle to registration of the trademark.”37

In order to be protected from trademark infringements, the holder of a trademark has to register
the mark to the competent institutional body. Registration is the popular measure to achieve the
protection in the countries which apply the first-to-file principle.38 However, registration is not the
measure that is taken in the United States which adopts the first-to-use principle. Under the Lanham Act
1946, trademark protection is granted to those who were the first to use a distinctive mark in
commerce.39

III. Trademark functions

When a sign is a mark, its primary function is to identify the goods or services offered by the
trademark owner.40 The trademark owner has an exclusive right to use the mark and to prohibit any
third persons from using it without proper consent. In modern times, the rapid growth of international
trade and distribution systems meant that trademarked goods could reach every corner of the world.
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The idea of trademarks functions vary on different ways of understanding. However, there are
three functions most commonly mentioned: 1) the original function plays important role in identifying
the source from which the goods or service come; 2) the quality function of a trademark means the
mark is the tool that indicating the goods or service will be of an expected standard, or the mark is the
guarantee for the quality of the goods or services bearing that trademark; 3) the advertising function of
a trademark means that trademark is synthesizing all the elements which used for promoting the
trademark or brand. A trademark will therefore be widely known and the goodwill of the owner will
create an attractive force to consumers.41 Recently, these functions are often explained from an
economic point of view.42

A. The origin function of trademarks
The origin function of trademarks is the starting point for legal protection.43 The origin
function of a trademark helps consumers to identify and distinguish the goods or services from others
in the marketplace that are supplied by a trader. By indicating the source of manufacturing origin of a
goods or a service, trademarks provide cognitive signals to consumers who will purchase the same
products again when satisfied with a products’ quality.44 In order to receive protection, a trademark
does not need to be new, original, or unused but it must be distinctive and be able to represent to
consumers the source of goods or service identified.45 From a trademark, consumers can locate the
product that they need among the similar goods in the market. Any use of the trademark without the
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consent of the owners creates a liability that jeopardizes the guarantee of the origin function, and the
owner must be able to prevent this from happening.
The origin function also indicates ownership,46 and origin with respect to goods means not
only for producers but also includes owners, sellers, processors and importers.47 In fact, indicating
origin and ownership is one of the fundamental functions of a trademark that is usually used by the
courts in trademark infringement cases. In the Arsenal case48 (2003), for instance, the European Court
of Justice (ECJ) emphasized the importance of the origin function in order to respond to the query
from the English High Court:49 “the essential function of a trade mark or to guarantee the identity of
origin of the marked goods or services to the consumer or end user by enabling him without any
possibility of confusion, to distinguish the goods or services from others which have another origin.”50

B. The quality function of trademarks

A trademark symbolizes quality standards for goods or services that guarantee meeting the
consumer expectations.51 A trademark ensures a consistent level of quality in the goods and services
purchased by consumers.52 In this sense, a registered trademark guarantees the quality of the products
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which not only protects consumer interests and expectations53 but also protects the goodwill of the
traders.
This specific function of trademark is also known as the quality guarantee function.54 The
quality of the product is one of the several elements that give certain impression about the products in
minds of consumers. When consumers purchase a product they take into consideration many different
elements such as price, the features, shape, and size of the available products in the market. In such a
circumstance, consumers rely on the trademark to identify specific goods or services that meet their
expectation. When products bearing a trademark are used or purchased repeatedly, it means that
consumers expect the products under same mark to possess the identical quality. Producers or
manufacturers have to focus on policies and strategies so as to maintain or enhance the quality of the
goods or services associate with their trademarks.55

C. The advertising function of trademarks

The functions of trademark are not limited to indicate the source of products (origin function)
or to playing a role in guaranteeing their quality (quality function). In fact, advertising is also a crucial
function in differentiating the product in the minds of consumers. The advertising function of a
trademark turns the mark into a legal vehicle for maintaining prices at a higher level than the products
made by other competitors.56
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When products are in fact similar or identical, advertising may have affect consumers in
making their final purchasing decision.57 Advertisements can affect the awareness of consumers about
the existence of certain products among thousands of similar products in the market. This also
explains why consumers tend to choose a product or service that they have made into habit or are
based on the globally-recognized standards or on the advertisements. The connection between
trademark and the attached images may have the effect on consumers which help them to remember
the products or services. In such situations the role of trademark is going far beyond the mere quality
function of the products.58 Therefore, trademark plays an important role in supplying the necessary
information to consumers via advertisements. Thus, consumers can verify a trademark by inspecting
the product before they buy it.59

A trademark is created by the investment of its owner and investment in its turn advertises
and promotes the goods or services in association with the trademark. In fact, consumers always
evaluate goods or services that were made by a producer based on the information of the marked
product. If the producers do not pay attention in protecting their trademarks, then the potential risk of
free riding to their marks by any third party could be very high. Such infringement could easily ruin
the goodwill associated with the original trademarks, and the reputation of these marks can decrease.

Consumers not only buy a product for its feature and quality but also purchase the brand
images or stories behind a brand.60 Once consumers have the habit of using products of a brand or
when consumers have a connection with a brand, they tend to pick up other products offered by that
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brand.61 Therefore, producers focus on their trademark by spending a significant amount of money on
advertisements. Especially for well-known or famous trademarks, companies thus invest in
advertisement and allocate an enormous amount of money in their substantial finance expenditure for
commercials.62 As a matter of fact, a large portion of the value of a trademark is that as an advertising
asset.63 Protection of trademark rights is to protect the business associated with that trademark.64
Trademark right is recognized as a valuable advertising asset and that is one of reasons for its
protection.65

D. Economic explanation of the functions of trademarks

From the economic perspective, a trademark is the main symbol that allows consumers to
identify goods or services that have met their specific requirements in the past. Trademark allows
consumers to repudiate products that have not met their demands. From the economic point of view,
trademarks consist of functions that: (1) assist and protect consumers in identifying the source of
products and improving ability to judge quality; and (2) provide a property right to the trademark
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owners by prohibiting use of their marks so that their investment in product development and quality
are protected, the expenditure in creating a brand image of a product is rewarded.66

1. Trademarks encourage enhanced quality

Producer responsibility for the quality of a product always goes along with their trademarks.
Trademarks allow the purchasers to trace back the responsibility of the producers when the quality of
the product fails or in case that there is something harmful or negative that happens to buyers during
the use of the products. In the developed market economy, the trademark has played a fundamental
role in the foundation of competition that is essential for a fair trading market. Trademark is a
communication method that connects producers and consumers. It would be impossible for buyers to
trace back the responsibility of the producer if the products have no marks. Without trademarks,
producers have no motivation or incentive to produce high quality goods because consumers will have
no clue in knowing the source of the products. Consequently, manufacturers would make no effort to
maintain the stable quality for products.67 Furthermore, without trademarks, purchasers could not be
protected nor the appropriate authorities could protect the social interests. Therefore, purchasers do
not choose non-trademark products.68 By exercising their responsibility, producers enhance their
positions on the mind of the consumers as well as their positions in the market.
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Manufacturers or producers use trademarks to provide product information to consumers so
that they can find the brand products they desire. Furthermore, through trademarks a person can more
easily trace back the source of the product. A trademark is a useful means that allows consumers to
protect their legitimate interests better. With the trademark, consumers can identify from whom the
products are made and who would take liability for the trademarked quality.

2. Trademarks reduce searching cost

Professor Landes and Judge Posner presented the “search cost” theory more than twenty years
ago.69 Search cost theory was a watershed in giving an economic approach to trademark.70 According
to the theory, trademarks help to reduce consumer costs of a search and therefore enhance the
efficiency of the economy. 71 The trademark of products is the tool used to identify goods
manufactured or supplied from different producers. In addition, trademarks allow purchasers to
identify a specific product in case there are different versions of the product. Once consumers gain the
habit of using certain products, they bear in mind the characteristic as well as the distinct features of
that product.72

Suppose that consumer B has experience with using a trademarked product X. One day B
wants to buy the product X again. Instead of reading all of the printed information from various
product labels to determine whether or not to purchase this brand over another, or to see if the product
is the one that B desires among similar products that are available on the shelves of the supermarket. B
69
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can rely on the trademark to choose the product which will meet his heed and tastes. As to B, the
reliance on the trademark is less costly in two ways:

1) It is less costly regarding time and effort because B already has a positive impression of the
product’s quality symbolized by the trademark; and

2) It is less costly regarding money because B does not need to try different versions of the
products (produced by the same trademark owner) or different products (made by different
trademark owners) by different brands.

In such a case, the trademark is the means that helps B to find the desired product among all
similar products.73 The idea of trademark awareness holds that consumers will remember a brand and
repeat their purchase of these products because of the history of experience of using the products they
had in the past. Repeat purchasing not only occurs to the trademark in general but also occurs with a
specific brand.74 In fact, consumers tend to buy products that they have experience of using or are
familiar with the trademark through other sources.75 If a trademark is famous or well-known, then the
possibility that consumers will purchase their products again is higher than other similar products.76
From this point, the direct connection between the source or origin and the quality guarantee function
is clear. Furthermore, there is an indirect connection between the quality guarantee function and
advertising function of a trademark. The advertising of a mark plays an important role in building up
the goodwill or good image of a mark. Good reputation of trademark will persuade consumers choose
the products. Nonetheless, this indirect relationship is not always clear and somehow is illusory. The
advertising function is not always visible as are the other functions.
73
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There is no legal mechanism or legal structure to guarantee that trademark owners use the
same trademark for the same quality goods. Logically, if trademark owners produce lower quality
products, then there is no harm for them under the trademark law except for the number of customers
they lose. In such a situation the quality of the same marked products cannot be guaranteed and buyers
will be the one who suffer from the low quality products.

For example, a company in country A give a license to a company in country B to
manufacture and sell product X in country B. Suppose, the quality of the product X marketed in
country B is lower than the product marketed in country A. If the price of X in country B is cheaper
than X in A. Because there is a price differential between A and B, there may be incentives for a third
party (parallel trader) to import the cheaper product from country B into country A. This type of
business endeavor is known as the “round trip” importation of trademarked goods.

The mark might lose its significance through uncontrolled licensing, which means that when
an owner licenses the mark to a licensee without controlling trademark products’ quality this then
defeats the function of the mark. The consumer normally buys the products because of their
experience with using the trademarked products or on the reputation of the manufacturer. Trademark
owners are explicitly entitled to prescribe quality standards to their licensees. The circulation of
products, which do not meet these standards, is no more regarded as a matter of contract breach but as
trademark infringement. When the products do not meet the standards not only the licensee but also a
third person who re-circulates the products of low quality are liable for the inferior quality and are
infringers of trademark rights. The same applies to cases where the licensees circulate outside the
scope agreed upon in the license contract. In such cases, third circulators also may be held liable for
trademark infringement.

The theories on the functions of trademark plays a significant role for the courts in solving
trademark infringement cases, especially those relating to parallel importation of trademarked goods.
By analyzing trademark functions, the courts can identify and consider the legality of the parallel
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importation of goods. The significant role of trademark functions in parallel importation cases is
undeniable. In fact, functions of trademark are the elements that the courts usually take into account in
considering whether or not consumers are misled or confused or if the goodwill of trademark owners
is damaged from the infringement. Out of the different functions of trademarks described above, the
original function and the quality function are especially treated as primary functions in actual court
cases involving parallel imports,77 as we will see later in this study.
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CHAPTER 3

GENERAL DISSCUSION ABOUT PARALLEL IMPORTATION

This chapter explores the meaning of parallel imports and its relationship to trademark rights.
Scholars and courts have show various theories, doctrines, and policies concerning to the relationship
between parallel imports and trademark rights. This chapter focuses on specific points regarding the
principle of exhaustion of trademark rights and parallel imports. with respect to particular examples of
legal and economic integration. The first part of this chapter will briefly consider the concept of
exhaustion of trademark rights and the latter part will concentrate on the notion of parallel imports of
trademarked products.

The chapter will start with what parallel importation is and why it occurs. Next, treatments of
parallel imports of trademarked goods will be discussed. Also, the effects of parallel importation,
especially those on consumers will be discussed.

I. Parallel Importation of trademarked products

The term “parallel imports” of goods refers to trademarked products that are first legally
marketed by or with the consent of the trademark owner but later are imported and sold in another
market without the consent of the owner who has the trademark rights in the importing country. The
products bearing trademark are legitimate genuine goods from overseas, and this means that they are
manufactured by, or under license from the trademark owner, but bypassing the authorized
distribution channels in the importing country. 78 However, the products also may have been
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manufactured and packaged for a particular market and then imported into a market which is different
from the one originally planned by the trademark owner.

Parallel trade obviously differs from traditional trade (direct sale). The direct sale of a product
occurs when a licensee or assignee conducts business sales directly into the determined territory based
on a license or assignation. In the meanwhile, a parallel import takes place when the licensee or
assignee first places the goods into the market in the territory where he or she is allowed to do
business, and a third party purchases the products and exports them to another territory for profit.79
Parallel importation occurs when an intellectual property owner or the licensee sells protected goods
in one market under such circumstances that these goods can be purchased for export and then are
imported into another market for sale against the wishes of the owner and in competition with similar
goods enjoying equivalent protection in the second market.80 However, a parallel import is considered
legal when the same goods were placed originally into the market by or with the consent of the
trademark holder.
Parallel imports have two forms: the passive and active forms. 81 A passive parallel
importation is the most common form in which the parallel importers buy trademarked products from
an overseas market and sell them in a domestic market. In contrast, active parallel importation is less
common, and this occurs when a foreign licensee or foreign distributor of the owner enters the
domestic market to compete with the trademark owner (or with authorized distributor). Regardless of
being passive or active both occur for the aim of getting from the price gap between the overseas
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market and domestic market. Also, both forms just like regular imports, are subject to the same border
measures which consist of tariffs, quantitative restriction, and technical standards.82

Parallel importation is still debated in countries that focus on the extent to which a trademark
owner should be able to maintain control over his mark. Trademark owners try to use their exclusive
rights to restrict the importation of goods after the goods have been put on the market somewhere else
by or with their consent, or by another person who owns rights in the jurisdiction where the goods
originated.83 If the trademark owners can prevent the further circulation of their products after the first
sale then there would be no free movement of the products on the market. Parallel importation of
trademarked products will not occur. However, under the theory of exhaustion of trademark rights,
when the trademarked products have been put legally in a market by or with the consent of the owner,
then the owner cannot prevent the further sale, use or transfer of that product because of the
exhaustion of their rights.84 Therefore, parallel importation of trademarked products becomes a legal
activity. In fact, each country has its own way to regulate parallel importation of trademarked products
and some of these differences will be discussed in Chapter 4 of this paper.

II. Economic concept of parallel imports

The fundamental purpose for many countries to allow parallel importation is for a social
benefit that could result directly or indirectly from such imports. The selling prices of the same
product may vary from country to country for a great variety of legitimate reasons, such as differences
82
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in regulatory requirements, technological level, environmental standards, labor costs, labor skills,
material costs, government subsidies and taxation systems. The gap in prices brings about parallel
importation of trademarked goods when importers can buy products in a market where they are
relatively cheap and sell them where the price is higher.85

From the point of view of developing countries’, there are many advantages that are created
by allowing parallel importation.86 Parallel trade enhances competition of the market and consumers
thereby have a larger distribution of trademarked products at lower prices.87 Permitting parallel
imports helps low-income people to buy a quality product at cheaper prices. At the same time, the
price of the products can be adjusted as the monopoly position of some dominant producers in that
market is no longer available. Therefore, consumers gain good opportunities to diversify their
consumption by with lower priced products. Parallel importation therefore is a useful tool to empower
the economy. The effects of parallel importation of trademarked products to developing countries will
be analyzed in Chapter 5 of this paper.

However, to many developed countries allowing parallel imports is not necessarily a policy
that is highly accepted. For example, the United States stated during the negotiation of the TRIPS
Agreement that there was a “need to defend the research’ possibility of enterprises that want to patent
their inventions.” From this argument parallel imports can harm the research capability of enterprises
because this capability needs a suitable exploitation of the patent, and parallel importation from
countries where the product’s price is lower can damage this utilization. Although this concern of the
U.S. is related to patented products rather than trademarked products the attitude of the U.S. towards
parallel imports in general is not much different.
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Trademark owners are concerned that parallel importers have little or no incentive to maintain
the goodwill of the mark because there are neither legal nor economic boundaries between parallel
importers and trademark owners.88 The main concern of parallel importers is to maximize profits as
they will not care enough to maintain the goodwill of the trademarks. More importantly, parallel
importers are incapable of providing post-sale service to consumers as would the legitimate trademark
holders could. Thus, the images of trademarks is damaged or affected in the minds of consumers.

The quality of a product is also another concern of the trademark owner when opposing parallel
imports. Accordingly, the quality designed for different markets is also different because
consumer habits in using the products, their living standards, religious and economical
conditions vary from country to country. Consumer expectations for a product bearing a
trademark in different markets are also different, and when the expectations of the consumers
have not been met and this ruins goodwill of the trademark owner.89

Although many countries in the world have permitted parallel importation of trademarked
goods as legal, still little uniformity exists in the overall approach to this problem. The controversy
over parallel importation of trademarked goods mainly focuses on one point, which is the extent or
scope that trademark owners control their mark. This controversy centers on the problem of trademark
owner using their exclusive rights in a country (or a group of countries) to restrict the importation of
goods into the country after the goods have been marketed in other places by the trademark owner or
with his consent.

III. The principle of exhaustion of trademark rights
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A. Definition

1. Definition of exhaustion of intellectual property rights

The German scholar Joseph Kohler first introduced the theory of exhaustion of intellectual
property rights which was then applied by the German Supreme Court.90 Exhaustion of intellectual
property rights refers to the situation in which the intellectual property rights holder cannot use
exclusive rights to prevent the further circulation of intellectual property rights of coved products. The
theory of exhaustion has been used in an effort to ensure that the intellectual property rights owners do
not acquire the exorbitant of their exclusive rights.91 From this point, the primary meaning under the
exhaustion of right theory is to harmonize the public interests by allowing free trade between countries
and that of the intellectual property rights owners.92 In other words, the goal of the exhaustion of
intellectual property rights is to find a way to balance the benefits of both-side. The exhaustion of
intellectual property right benefits the public in the availability of high-value commodities at cheap
prices. On the other hand, the intellectual property rights owner should get an adequate reward for the
rights owner for their creative efforts, or have their goodwill protected in a proper way.93

Under the principle of exhaustion, once a product protected by an intellectual property right
has been marketed either by the owner or by his consent the rights of commercial exploitation over
this given product can no longer be exercised by that owner as they are “exhausted.”94 “Exhaustion”
here means that the right to control further market distribution or commercial exploitation of the rights
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owner has ceased to exist upon the first legal marketed, but not on the intellectual property rights. In
other words, “exhaustion” does not refer to the existence of the intellectual property right but to the
limits in exercising such rights for specific products. In such a case, the possibilities of intellectual
property owners to exercise the right are exhausted as to the particular products, not the rights
themselves.95 In cases where the sold items were not legally marketed, the intellectual property rights
owner has the right to control the subsequent circulation of those items, as their rights are not
exhausted.96

The exhaustion doctrine exists not only in the sphere of trademark rights but also in the
sphere of copyrights and patent rights. Every country has its own way to handle legal treatment with
exhaustion of intellectual property rights. For example, the European Union applies regional
exhaustion of rights to trademark, patent and copyrights. In the meanwhile the United States applies
national exhaustion with respect to patent rights but international exhaustion with respect to trademark
rights.97 The impact on world trade may expand when countries chose the regime of international
exhaustion of intellectual property rights to apply over national exhaustion regime. Given that the
preponderance of goods traded in world commerce is identified by a trademark, and the far fewer
goods are patented, the doctrine of national exhaustion may have a broader impact on world trade if it
applies to trademarked goods than if it is limited to patented goods.98

2. Definition of exhaustion of trademark rights
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According to trademark law, the owner of a trademark has exclusive rights to use it or to
prohibit the use of the trademark by third persons. The exhaustion of trademark rights occurs when a
product (particularly a batch of products or goods) has been placed on the market by the proprietor or
with their consent (i.e. by licensee, distributor or agent or affiliate). The trademark rights in
association with that batch of products appear exhausted and the trademark owner can no longer
exercise any rights to prevent the further commercial exploitation over that batch of trademarked
products.

When products are marketed, the producers always expect they can sell the products entirely.
In fact, the buyers are not always the consumers of these products as sometimes the buyers re-sell
these goods for profit (i.e. parallel trader). Thus, a proprietor of resold trademarked products cannot
complain of trademark infringement. If a proprietor could rely on his exclusive rights to prevent the
further circulation of these products then he would use it as a tool to control the market by dividing the
market, applying differential pricing, or decreasing the competitive behavior.99 Also, as a result of this,
the buyers would have the two options of either to buy or not to buy the products at an exorbitant price.

The theory of exhaustion of rights is also called the “first sale doctrine” (in the United States)
and the theory of “placing on the market”100 or “free movement of the goods” (in the EU). A
trademarked product is exhausted after it is first sold or put into the market, and consequently the
trademark owner no longer is allowed to control the subsequent distribution or circulation of that
product. Also, the trademark proprietor cannot prevent the resale of the products sold with or by his
consent. Unless otherwise specified by law, the subsequent acts of resale, rental, lending or other
forms of commercial use by third parties can no longer be controlled or opposed by the intellectual
property owner. As such, the doctrine of exhaustion of trademark rights solves a very fundamental
point at which the owner’s controls over the goods or service terminate. The termination of control is
the vital function of any market economy as it allows the free movement of the goods and services.
99
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Therefore, if there is no exhaustion of trademark doctrine, the original holder of that mark would
continuously exercise his control over the sale, transfer or use of a product, which would also control
economic life.101

The ultimate purpose of the exhaustion rule is to prevent the phenomena called the “partition
the market”, where the intellectual property owners or in this case particularly trademark owners may
use their exclusive rights to divide the market into different portions.102 The exhaustion of right
doctrine addresses an important issue of the extension of owners’ control over the market circulation
of products. Therefore, the principle of exhaustion of right is a crucial tool in harmonizing the
exclusive rights of the trademark owners as well as the needs of the markets. For the importance of
this principle, if there is no principle of exhaustion of trademark rights, then the original owner would
perpetually exercise control over the sale, transfer or use of a good or service associated with the
trademark, and would control economic life.103 In the European Union, for example, the exhaustion of
goods occurs, besides when the trademark owner himself puts the trademarked product in the market,
in the following cases (the issue of the geographic scope is not mentioned here.):

(1) Sales by members of the same economic group: when the goods are placed on the market
by undertakings which belong to the same economic group;

(2) Sales by an agent or distributor: when trademarked products are put on the market on
behalf of the trademark owner by an agent or distributor the trademark rights;

(3) Sales by licensees: when the trademark owner grants a license authorizing another person
to exploit his rights in a given territory; and

(4) Assignments: the existence of an economic link or legal link between assignor and
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assignee.104

3. Exhaustion of trademark rights under the TRIPS Agreement

In actuality, there is no international multilateral treaty directly dictating a standard of
national, regional, or international exhaustion. The Paris Convention does not regulate this issue and
the Agreement on Trade-Related Aspects of Intellectual Property (hereinafter the “TRIPS” or the
“TRIPS Agreement.”)105 takes a neutral position in dealing with this concept.106 Article 6 of the
TRIPS Agreement provides as follows:

For the purposes of dispute settlement under this Agreement, subject to the provisions of
Articles 3 and 4 nothing in this Agreement shall be used to address the issue of the exhaustion
of intellectual property rights.107

Article 6 leaves room for the World Trade Organization (WTO) members with the freedom to
choose and apply the principle of international exhaustion of rights in its national legislation.
Whatever solution a member chooses and applies, that choice cannot be brought and claimed by
another member under the Dispute Settlement (DS) system of the WTO as long as the measure does
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not violate the non-discrimination rules of the most favored nation and national treatment.108 At this
point, the TRIPS Agreement illustrates that it is not a one-size-fit-all regime for all of its members.

Furthermore, the main issue concerns the admissibility of the principle of exhaustion of
intellectual property right, namely, the possibility of importing into a country products or goods
protected by intellectual property rights, after the products or goods have legally been placed on the
market. The recognition by the TRIPS Agreement of the principle of exhaustion of intellectual
property rights can be considered as an indispensable result of the process of economic globalization.
National boundaries are disappearing with the rapid development of e-commercial, the progress in
transportation, as well as the convenience in communications, together with the reduction of tariffs
and non-tariff barriers all over the world.109

From the economic perspective, global development has many advantages. First, the
competitive ability of the local or national companies has to be stronger unless they would lose their
position on the market. The quality of the products produced by the domestic companies must be
higher and the price must be lower in order to maintain their positions in the market share. As a result,
the place of the domestic monopolistic manufacturers is limited. Second, consumers can purchase high
quality products at reasonable prices. The diversification of the products available on the market,
regardless of whether they are national or foreign manufactured, benefit consumers. Therefore, the
legitimate rights of the consumers are served and protected better when countries allow parallel
imports.

Countries adopt exhaustion rules across the spectrum of intellectual property rights in
different ways because they need not, and often do not, use the same rule for all intellectual property
rights.110 In other words, the scope of adoption of exhaustion rule totally depends on the conditions of
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each country, and therefore the application of this rule has many regimes. For example, the European
Union chooses the regional exhaustion rule for copyright, patent, and trademark. Meanwhile,
Switzerland follows the rule of international exhaustion for copyright and trademark but selects the
rule of national exhaustion to patent. The United States follows a rule of national exhaustion with
respect to patent, rules of international exhaustion for trademark, but for copyright it has not made a
definitive determination.111

As seen above, each WTO member can decide on whether or not a holder of a trademark right
may block the sale or importation of a protected good that was produced by or under the authority of
that trademark right holder.112 When the trademark owners are permitted to block the importation of
such products, then the trademark right on further commercial exploitation of the products is not
exhausted. On the contrary, if the trademark owners are not permitted to prevent the importation of
such goods, then it means that the right on further commercial control of the goods is exhausted.

These provisions of the TRIPS Agreement on exhaustion and its effect toward parallel
imports have been subject of legal debates among scholars in many countries. Member States,
particularly developing countries, can take advantage of these provisions by developing their own
national regulatory rules of exhaustion of right with respect to intellectual property in a way that fits
their national economic and political preferences.113 As with other objects of intellectual property
rights, trademark rights are exclusive and territorial. The TRIPS Agreement, by allowing each member
to have its own determination of approaching on exhaustion regime, has created a conflict between the
exclusivity and territoriality of trademark rights and between rules of international trade and
competition.
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B. Geographic scope of exhaustion of trademark rights

As to the geographical scope where the exhaustion of trademark rights is recognized, there are
three different regimes: i.e., national, regional and international exhaustion regimes. Each of them has
different impacts to the development of a country. Thus, countries have to take into consideration
which regime is the best for them based on their own economic, social, and legal situation.

The first regime refers to a national exhaustion of trademark rights, in which a country places
into the market a trademarked product by or with the consent of the trademark owner in that
country.114 The second level of trademark exhaustion refers to a regional exhaustion. In this regime
the trademark proprietor rights are exhausted in a region after the goods were put into the market by
the trademark owners or with their consent in any country member of that region. Thus, the mark
proprietors cannot use their exclusive rights to prohibit the free movement of the products within that
region after the products were lawfully put on any market of a member country or on the community
market of that region.115 Third, the last regime of trademark exhaustion of rights is international
exhaustion or global exhaustion whereby the trademark rights are exhausted once a trademark product
has been put into any market in the world by or with the consent of the trademark owner. When
international exhaustion applies, the trademark owner cannot prevent the further circulation of that
trademarked product after it has legally entered the market. Therefore, a trademarked product can
freely flow cross borders or from market to market without any opposition from an owner or without
any consideration of an infringement.
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1. National exhaustion of trademark right

In this regime of exhaustion, the trademark owners cannot use their trademark rights to
prevent the further distribution of such goods in the same country, but may prevent such distribution
in other countries. If the same goods bearing the trademark are subsequently sold in another country,
then the trademark owners can rely on their exclusive rights in this specific country to prevent the
further sale of the goods. In this situation, the selling the products in another country is seen as lacking
the consent to such subsequent sale.116 National exhaustion of a trademark right can be considered as
an essentially minimum in terms of the geography scope.117

It is interesting that the term “national” from the viewpoint of the International Trademark
Association (INTA) is of a different understanding compared to normal way of understanding a nation.
From the INTA interpretation, moreover, the notion of “national” is wider than that of in the normal
way in which national refers to an independent country. Therefore, according to the INTA there are
two types of exhaustion of trademark rights, namely national and international. According to the
resolution of the INTA on the exhaustion of trademark right and parallel importation on May 1999,
the term national refers to:

…an independent country or group of countries which have adopted a single, common market
with an overriding governmental authority, which operates rules and regulations in the field
of intellectual property for the common market, and which operates a court system which has
the ultimate authority on the interpretation and enforcement of those rules and regulations.
The European Community (or by special treaty the European Economic Area) and the U.S are
examples of such single markets. Treaties ruling free trade in a given area may not fall under
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this definition.118

There is also a major legal debate on the principle of national exhaustion of trademark right. On
the one hand, the principle of national exhaustion of trademark right should create artificial barriers
against trade and restricts movement of goods that comes into direct conflict with the international
character of trade and commerce.119 On the other hand, there are opinions in support of the principle of
national exhaustion of trademark rights. Accordingly, this principle is considered to be necessary to
protect the expectations of the customer with respect to their trademarks and also protect the goodwill of
the trademark owners. From these standpoints the INTA strongly supports the national exhaustion
regime and in appropriate cases the regional exhaustion of rights.120 The INTA is an organization
striving “to protect and promote the rights of trademark owners.”121 Therefore, the INTA is in favor of
protecting the trademark owners or enterprises.

2. Regional exhaustion of trademark rights

In the European Union, Article 13(1) of Regulation No 40/94 on the Community trademark,
exhaustion of trademark rights provides as follows:

A Community trademark 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.122
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With the regional regime,123 the owners cannot use their trademark rights to prevent the
further distribution of such goods within a group of countries, but may prevent such distribution
outside the region. For instance, the European Union has adopted a policy known as “Community
exhaustion,” meaning that once goods have been placed on their market, the holder of the trademark
rights no longer has the right to restrict the further movement of the goods anywhere inside the
union.124 This is the significant difference from the national intellectual property law of countries in
the European Union. Some jurisdictions in the past (e.g. Belgium, France and the United Kingdom)
had different provisions on parallel trade.125

In the United Kindom, for example, when a proprietor allowed his or her products to be
marketed abroad bearing the trademark, then he or she was deemed to have consented to the further
commercial exploitation of those products, including export or re-sale into the United Kingdom. On
the contrary, if the goods sold abroad were subject to an export restriction and were in different quality,
the trademark holder could object to their resale in the United Kingdom.126 In the Colgate Palmolive
Ltd., case, the defendant without authorization imported and sold a different quality toothpaste made
in Brazil (particularly inferior) for the Nigerian market but then later diverted it to the United
Kingdom.127

The UK provisions of intellectual property law gave exporters who possess a trademark the
right to ask the competent authority to block such a parallel trade, or exporters have the right to
prohibit such trade under the theory of passing off. Countries usually applied their methods by simply
123
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marking or labeling the good “not for resale in the United Kingdom” or “not for resale in France”128 or
did not accept the different quality products bearing the same trademark to stop the resale of the
products or goods.

Under the current provisions of the Trademark Directive on Community

exhaustion, a French exporter cannot prevent the resale of trademarked products in the United
Kingdom back into France because the trademark right is already exhausted. The regional exhaustion
of a right is also called as “Community-wide” exhaustion of right.

3. International exhaustion of trademark rights

Diametrically contrary with the national exhaustion of trademark rights is the international
exhaustion of such rights. Regarding the international regime, the owners cannot use their trademark
rights to prevent the further distribution of such goods anywhere in the world. Once trademarked
goods are legally launched into the market, the owner cannot stop or prevent the further distribution of
those products anywhere else in the global market. In this regime of exhaustion the intellectual
property right is consumed as goods and are placed in the market, so that they can be freely circulated
in the global market.

The principle of international exhaustion of trademark right has become the prevailing
tendency these days as many jurisdictions have recognized and introduced it into their national
legislation.129 In addition to the advantages and optimistic expectations from the benefits that the
international regime bring to consumers, there also exist arguments aimed at the disadvantages that the
international exhaustion regime has created for both consumers and trademark owners.130 Trademark
law protects consumers from being misled to purchase a product in question; however, consumers are
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not misled when they buy “genuine products” which have been marketed in other countries by or with
the trademark owners’ consent. If the expectations of the consumers toward the bearing trademark
products are not met as these products are designed for another market with a different or inferior
quality or feature, then this harms the goodwill of trademark owners131

Free movement of goods under the principle of international exhaustion of trademark right
has shown a manifest demand from the current circumstance of the world. The principle of
international exhaustion of trademark rights does not create restrictions of the free movement of goods.
This principle works on the assumption that there is only one market: that is the world market.
National markets therefore no longer act independently as they have become a component of the
global market. Once trademarked products enter any part of the global market by or with the consent
of the owner, the rights have been exhausted over these products.

C. The effects of parallel imports

1. The effects of parallel importation on trademark owners

At first glance, parallel imports appear to have a large effect in reducing the profits of the
intellectual property right holders in general and the trademark owners in particular.132 Therefore,
during the negotiation of the Doha Conference, the U.S attempted to protect the pharmaceutical
industry by preventing parallel imports because of the damage that was caused to the U.S
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pharmaceutical manufacturers when adopting such imports.133 Parallel importation becomes a big
threat to trademark owners who carefully considered whether or not to distribute or supply their
products for developing countries.

In an effort to protect the domestic trademark owners from parallel importation of
trademarked products, developed countries have different point of views. For example, Japan raised
the issue of necessity to allow the trademark owners to exercise their rights against parallel imports of
goods sold with the consent in another country. Trademark owners should be compensated for the
establishment and maintenance of their goodwill in a market. Different levels of goodwill in different
markets may lead to different prices because of the well-known or famous level of the trademark. For
their contribution and investment, the trademark owner should be allowed to prevent parallel
imports.134

From the trademark owners’ point of view, parallel importation of trademarked products
should not be allowed in the markets of developing countries. When there were no parallel imports,
trademark owners could manufacture the same quality products for different markets with a different
price. In this case, the trademark owners could possibly set up the price of the products for the foreign
market higher than that of the domestic designed products. If there were no parallel imports, there
would not be free movement of goods or products between the nations. Therefore, the trademark
owners could freely set up the price for products in different markets. Under such situations, the
resulting losses for consumers in developing countries would not be difficult to foresee.

On the other hand, one argument is that the incentives for the trademark owners could
become limited when countries allow parallel imports. Hypothetically, when parallel importation of
133
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trademarked goods is banned, then trademark owners can gain more benefits. Meanwhile, when
parallel importation is allowed, arbitrage is the main factor which has negative effects to reduce the
innovation of the manufacturer in maintaining or investing in the quality of the products. 135
Nevertheless, the argument is that the incentive of the trademark owners in investing into potential
R&D activities for new products is also not clear and not convincing.

However, if the principle of exhaustion of trademark rights is not allowed, then trademark
owners could control or divide a segment of the market or markets based on their exclusive rights. As
a consequence of not allowing the principle of international exhaustion of trademark rights, the free
movement of products cannot occur, in addition with the restriction of the international trade. Thus,
the significant role of the principle of exhaustion of intellectual property (trademark particularly)
rights is undeniable. Without the exhaustion of trademark rights principle, the owners would
perpetually exercise their exclusive rights to control the sale, transfer, distribution, use or other
activities which hinder the further commercial exploitation of the relevant products.136

When parallel importation is allowed, trademark owners no longer maintain their monopoly
status on the market. If the price of a product in the domestic market is lower than that in the overseas
market, the importers will take their opportunity price differential between markets. As a result,
trademark owners suffer a loss in the domestic market. The trademark owners, in their attempts to
control the movement of their products from the overseas market to domestic market, have carried out
many measures to prevent parallel imports of their trademarked products. One of the measures that
trademark owners use to reduce the loss that caused by the parallel imports is to eliminate the
difference in prices of products between oversea and domestic markets. Moreover, trademark owners
can manufacture and supply goods and services of high quality by maintaining their business goodwill.
Also, trademark owners should maintain good business relationships with suppliers, licensees and
distributors, and urge them to control the supply of the product so that parallel imports would not
135

Valletti and Szymanski, “Parallel Trade, International Exhaustion and Intellectual Property Rights,” 505.

136

Bonadio, “Parallel Imports in a Global Market,” 153.

44

happen. However, under the rapid change of international trade, trademark owners find it difficult to
restrain parallel imports. The more flexible the trademark owner can be, the less loss the owner will
suffer.

Another measure is to eliminate the causes from which the parallel imports rose. The main
reason for parallel imports is profit or arbitrage gained from price differences between markets. If
there is no chance for profit, then parallel imports of trademarked products from a low priced market
to a high priced market will not occur. Trademark owners can reduce prices in countries which face
parallel imports.137 Even if they cannot eliminate the price gap, the minimization of the difference in
price might lead to the prevention of parallel importation.

Another fact which is found concerning parallel imports is that unauthorized distributors take
a free-ride on the trademark owner investment and goodwill by supplying parallel imports
trademarked products with cheaper prices while not offering the pre-sale and post-sale services
provided by authorized distributors.138 Some critics argue that because parallel imported products are
genuine trademarked goods, there is no of confusion of the origin or source of the goods to consumers.
Moreover, consumers buy parallel imported products because of the goodwill of the trademark owner
as well as the quality of the products that made by the trademark owner, not the goodwill of the
authorized distributors.

2. The effects of parallel imports on consumers

When parallel imports are allowed, consumers have a greater chance to acquire high quality
products at a lower price. In low-income countries, the importation of parallel imports (which are
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sometimes called “gray market products”) is a good alternative source of supply for their domestic
need. Previously, the opponents worried that permitting parallel imports would lead to trade in
counterfeit goods and pirated goods.139 However, the parallel imports are neither counterfeited nor
pirated products but are genuine ones which were distributed in foreign markets lawfully. For this
reason, such arguments were not relevant in the common understanding of parallel imports.

Proponents argue that the importation of gray market goods protects consumer interest not
only by promoting the market competition but also maintaining low prices on importing market.140
Consumers or end-users will be the ultimate subjects who best profit from parallel imports when they
can buy genuine products from trustable sources with lower prices. Low priced is one of the most
important beneficiaries that end-users could gain from parallel imports, especially when the
counterfeit products are popular in developing countries. In these countries it is easier to buy
counterfeit goods than authentic ones, because counterfeits are available at popular markets plus big
supermarkets and luxury shops and beyond the control of the government competent authorities.141

Many benefits accrue to consumers when a developing nation accepts parallel importation.
The largest advantage that consumers in developing countries gain when adopting parallel imports
includes the accessibility of consumers to essential pharmaceuticals for combating epidemics and
serious diseases such as HIV and AIDS, malaria, tuberculosis.142 However, in general, there is the
possibility of consumer deception when lower-quality parallel imports are marketed as legitimate
versions of higher-quality products. Legislation in developed countries such as the U.S. or Japan have
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allowed parallel imports only in cases where the quality of the imported products were comparable or
the imported products were materially or physically non-different from the genuine products on the
market as a method to protect the domestic trademark owners. At present, the legislation of
developing countries does not pay attention to this issue of quality of imported products.

When an inferior version of trademarked products is sold in a developing country due to the
deficiency of the legislation in the trademark area, consumer expectations fall. When purchasing a
specific imported product, the consumer pays for the known expected quality of that product; hence,
the legitimate benefit of that purchaser is not guaranteed when the product has lower quality.
Provisions on quality control are necessary because an imported product must meet certain conditions
in order to circulate in the market. In order words, quality control is a useful tool to determine whether
a gray market product is qualified or not. In order to protect consumers, the lawmakers of developing
countries should take the quality control issue into consideration when making regulations on parallel
imports.

Furthermore, the protection of the legitimate benefits of consumers should be preferably
solved by invoking the related provisions or laws, such as law of consumer protection or unfair
competition law 143 because of the imperfection of the legislation of developing countries. The
legitimate interests of consumers can be protected better with a combination of these regulations.144
We will come back to these points again in Chapter 5.
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CHAPTER 4

PARALLEL IMPORTS AND TRADEMARK RIGHTS IN THE UNITED STATES, THE
EUROPEAN UNION AND JAPAN

Each country or area has its own approach towards the issue of parallel imports of
trademarked products. This chapter focuses on the laws and practices related to parallel importation of
trademarked products in the United States, the European Union and Japan. We will see how these
countries and region apply their respective regimes of exhaustion, and tackle with specific problems
accompanying each regime.

First, this part of the paper finds the answer to the question whether or not national or regional
trademark laws permit the trademark owner to prevent parallel importation of trademarked products. If
the answer is yes then to which extent the parallel imports is accepted. Basically, parallel importation
of trademarked products is accepted in these jurisdictions with different ways of application, which
suitable in each condition.

Second, the scope of applying the principle of exhaustion of rights in the U.S., the EU and
Japan are also different. As to trademark rights, the United States follows a rule of international
exhaustion among commonly controlled enterprises.145 The European Union applies a rule of regional
exhaustion. Similar to the U.S, Japan appears to follow a rule of international exhaustion.146 Because
of these differences in the applicable rules of exhaustion, the relevancy of location where the
trademarked products were legally marketed is very important. Considering the different features in
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applying the principle of exhaustion of trademark rights in each jurisdiction, determining the first
place where the products were marketed is necessary to identify whether or not the trademark rights
are exhausted.

Third, when trademarked products are transferred from one jurisdiction into the market of
another jurisdiction, in some circumstances the parallel importers have to alter the package of the
products so as to sell them in the importing country. In such a situation, whether or not the trademark
owners have the right to oppose such imports on grounds that the imported product was modified or
repackaged without consent requires full inquiry. A full analysis the consent of the trademark owners
in parallel import case is necessary in determining which situation the consent must be positively
expressed, and in which situation implied consent is enough.

Fourth, the courts of those territories have dealt with issues concerning quality control and
contractual restriction in parallel imports. In fact, each country has its own way to deal with these
problems. In generall, when the imported products were manufactured beyound the scope of the
quality control by the trademark owner, the owners can prevent the importation of such products.

The above-mentioned issues prove to be important in establishing a legal framework related
to parallel importation. The development of intellectual property rights on the worldwide scale
through the free trade tendency has shown the impacts of intellectual property rights on the actual
situation of international economy.147 International agreements such as the GATT or the TRIPS as
well as the intellectual property laws of developed national or regional jurisdictions such as the U.S,
the EU and Japan have shown the ongoing tendencies of the exhaustion of trademark rights and its
effect to the international free trade.

147

Graeme B. Dinwoodie, International Intellectual Property Law and Policy (Newark, NJ: LexisNexis,

2008), 1082.

49

A possible paradox occurs when on the one hand the trademark laws are focusing on
international free trade, but on the other hand intellectual property rights in nature they are territorial
rights. Therefore, such issues have become the most frequently controversial and debated among
scholars. The exhaustion doctrine of intellectual property rights in general and trademark rights in
particular also contains this apparent paradox. If international free trade of trademarked goods is
recognized widely, then countries will apply the international exhaustion doctrine of trademark rights.
Can trademark owners prevent parallel importers from undertaking parallel imports of their products?.
If the answer is yes, then to what extent and when do the owners have right to prevent the third person
market their products from importing these products into a jurisdiction for the arbitrage benefits?148

I. Parallel imports and trademark law in the United States

In the United States, the trademark owners cannot act against or prevent the domestic
reselling of the products they placed on the market or with their permission. Since a trademark is
exhausted by the first sale, it is called “first sale” doctrine of the goods or service embodying that
mark.149 According to the basic idea of this doctrine, the trademark owners already paid for what they
had invested into the trademarked goods when the product was sold. The trademark owner therefore
no longer has control over the further distribution of those products on the market. The buyers or
transferees of the trademarked goods or service are entitled to use and dispose of the products without
any further restriction.150
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Part A of this section provides a general introduction into the legal provision of the U.S. Law
on parallel importation including provisions of the Tariff Act and Lanham Act. Part B discusses issues
related to parallel imports of trademarked goods by looking at the purposes of the law. In this part,
issues closely related to parallel importation such as gray market and unfair competition, genuine
products, repackaging and relabeling, contractual restriction and quality control are analyzed. A
summary at the end of this chapter will highlight the occurring situations with parallel imports of gray
market goods in the U.S.

A. Introduction to the U.S statutory provisions related to parallel imports

This part of paper starts with an imagination of two packs of chocolate put on a supermarket
shelf somewhere in the United States. These packs of chocolate are virtually identical; they bear the
same label, the same ingredients, the same producer from the same factory located in America. While
there are many similarities between two packs of chocolate, there exists a difference. One of these
packs of chocolate was sold by a U.S. producer to a domestic distributor for sale in the local market
while the other was sold by the same producer to a foreign trader for sale outside of the country. For
some reasons, the latter chocolate was imported back into the U.S. for sale in the domestic market by a
third person whom had purchased the products from the trader. The price of the imported chocolate is
cheaper than the chocolate that was sold in the domestic market. Price of products is a key element for
consumers in making a purchasing decision even when the same two products are made by the same
producer, bearing the same trademark, and made of the same ingredients.

The importing of such products back into the U.S market is called as “parallel imports” and is
also referred to as “gray market goods.” Parallel imports and gray market goods are interchangeable
terms, although case law favors use of the term "gray market.”151 Gray-market goods are foreign151
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manufactured goods bearing a valid United States trademark that are imported or sold without the
consent of the U.S trademark holder. The European Community and Japan also have dealt with
authorized importation of trademarked product, and the term “parallel imports” was chosen instead of
using the term “gray market.”

Importation of gray market goods refers to acts in which a third party other than the
designated exclusive U.S. importer buys genuine trademarked goods outside the U.S. and imports
them for re-sale in the domestic market in competition with the exclusive U.S. importer.152 Gray
market goods are genuine trademarked goods and either imported or sold without the permission of
the local trademark owner.153 In fact, gray market products are genuine trademarked products and they
are neither fake nor counterfeit products.

The controversial debate on parallel importation of trademarked products mostly focuses on
questions such as whether the transaction related to gray market products constitute trademark
infringement, when the quality of the genuine imported products and products that were designed for
selling on the domestic market are not different.

A controversial debate in the economics literature exists on permitting gray market
importation into the United States.154 There are two main schools of opinions. One school of thought
supports the restriction on parallel imports, and the arguments mostly focus on the importance of
encouraging investment in trademark quality by retailers and distributors. The main concern of this
school of thought is that the quality of the products varies from country to country with different
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international quality standards even when they bear the same trademark.155 Distributors have to invest
not only in capital but also time and effort into advertising, marketing and other activities in order to
introduce, to build up the consumer awareness of the products, and to establish the effective
distribution channels before selling the products.156 With contributions to the trademarks, authorized
U.S distributors can prevent parallel importation because such importers “free ride” on the goodwill
generated by such activities.157

The second school of thought supports parallel imports. The argument is that parallel imports
will undercut the retailers’ price, and the unnecessary fees such as advertising and promoting expenses
will be eliminated, lowering the prices.158 As to the “free-ride” issue, the parallel importers argue that
the goodwill claimed by the retailer in fact belongs to the trademark owners or manufacturers.159 For
instance, if a consumer wants to buy a bottle of Channel No.5 perfume it could be because the
consumer is aware of the quality standard as well as the special features of that specific perfume or has
the habit of using this product and not because of the reputation of the distributor. Therefore parallel
importers cannot take advantage or take free ride on the goodwill of the trademark owner.160

Furthermore, protecting the U.S authorized retailers by preventing the importation of genuine
products indirectly creates barriers for trading activities to other traders. Consumers in this situation
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cannot access cheaper price products with the existence of the trade barriers.161 Parallel imports open a
new door for consumers when the products are genuine and there is no confusion. Consumers have
what they want with a cheaper price and no one’s reputation is harmed, neither the manufacturers nor
retailers. In order to prevent parallel imports, manufacturers have no choice but to establish an
international pricing scheme which limits or removes any incentives for parallel importers arbitrage.162
Parallel imports or gray market goods take advantage of the arbitrage situation, allowing competitors
to exploit the price discrimination.163

1. Tariff Act 1930 section 526 (a)

Section 526 of the Tariff Act of 1930 was enacted “to protect Americans from ruinous foreign
competition”164 and in order to shelter important industries of the United States.165 Under the Tariff
Act, any American trademark holder could demand exclusive rights at customs of genuine products
which were produced overseas, regardless of the relationship between the domestic trademark holder
and foreign trademark holder. Section 526 of the Tariff Act states as follows:

…it shall be unlawful to import into the United States any merchandise of foreign
manufacture if such merchandise or the label, sign, print, package, wrapper, or receptacle,
bears a trademark owned by a citizen of, or by a corporation or association created or
161
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organized within, the United States, and registered in the Patent Office by a person domiciled
in the United States …166

There are some conditions or requirements that could be inferred from this provision. First,
the gray market goods must have been manufactured outside of the U.S. and imported into the U.S.
market without the consent of the U.S. trademark owner. Second, the authorized goods must have
been manufactured in the U.S. Third, the trademark owner must be an American citizen or American
corporation. Fourth, the trademark must be registered with the U.S. Patent and Trademark Office
(USPTO).

American Tariff Act prohibits the importation of any goods bearing a registered United States
trademark without the consent of the domestic trademark owner, even when the goods are genuine and
even when they are imported by a licensed manufacturer who locate overseas.167 From the language of
the amendment, the Tariff Act § 526 absolutely prohibits the importation of a product that bears a
trademark owned by a citizen of the United States and is registered in the USPTO. However, this
article has not been applied the prohibition to all gray-market goods.168 The Tariff Act is limited in its
application and provides protection to those trademark owners who are U.S citizens and from a
different entity than the foreign manufacturer (that is they are not under any parent-subsidiary relation
with the original manufacturer). Therefore, if the trademark is owned and registered in the U.S by an
exclusive distributor who is independent of the foreign manufacturer and has gained a separate
goodwill in the goods sold in the domestic markets, then that distributor is entitled to prevent
importation of gray market goods produced by the same foreign manufacturer.169
166
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While Customs' regulations do not define the full scope of the Tariff Act § 526, some courts
have interpreted it to have the same scope as the regulations of the Customs Service regulations
upheld by the Supreme Court. The provisions of the Customs Service stipulates in general that
“foreign-made articles bearing a trademark identical with one owned and recorded by a citizen of the
United States or a corporation or association created or organized within the United States are subject
to seizure and forfeiture as prohibited importations.”170 However, the “common control” exception is
the landmark regulation when permitting the entry of gray-market goods manufactured oversea by the
trademark owner or through its affiliate.171

This provision of the Tariff Act does not deal with cases in which the products have been
made in the U.S. but designed for another market with different formula. When these products were
put onto the domestic market after being launched from the oversea market, material differences exists
in the imported products and the domestic genuine products. If the first condition of the Tariff Act §
526 is “the parallel imported goods must have been manufactured outside of the U.S” then this
situation is out of the scope of the provision.

Regarding parallel imports in trademarked products, U.S. provisions allow owners to stop the
parallel imports into the U.S, when the “common-control” exception is not applicable. 172 The
“common control” exception is also known as the “same person” exception. It means that trademarked
merchandise may be imported into America when both the foreign and U.S. trademarks are owned by
the same person or business entity or other words the foreign and domestic firms are in a parentsubsidiary relationship. When a parent company cannot perform control over its distribution, then the
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trademark holder must demonstrate that the imported goods are not identical in quality to the original
products and could cause confusion among consumers.173
In Kmart v. Cartier (1998), 174 the Supreme Court showed that the provision of Tariff Act §
526 generally did not stipulate the preventing or blocking of the importation of trademarked products
which had been placed on foreign markets by entities under common control with holders of U.S
registered trademarks. The court also ruled that this provision did not provide for stopping the
importation of trademarked products that had been placed on foreign markets by authorized licensees
of U.S registered trademarks.175 The interpretation of the U.S. Supreme Court about the material
difference between gray market imported products and genuine products is analyzed in the latter part
of this section in order to identify the legitimate of the imported products.

2. Lanham Act Section 42

The Lanham Act prohibits the importation of goods bearing a mark which can "copy or
simulate" a registered trademark regardless of whether or not that manufacturer is a domestic or
foreign entity. According to this provision, registered trademark owners can have counterfeit products
seized by customs at the U.S. border in order to protect their legitimate benefit as well as their
exclusive rights. In other words, Lanham Act § 42 is used for the importation of the goods bearing
copy or simulates registered trademarks. However, section 42 of the Lanham Act does not prohibit the
importation of genuine products associated with the original trademark. Regarding this issue, there are
different ways to understand the courts in the United States. In fact, the Second and Third Circuits
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have held that the Lanham Act is not ground to prevent parallel imports. According to the language of
Lanham Act §42 there is no violation when there is an importation into the U.S. of genuine
trademarked goods that are originally sold abroad by the parent of the American distributor and
trademark owner. 176

The D.C. and the First Circuit on the other hand have had different ways of applying this act.
These courts have indicated that some gray goods may violate the Lanham Act § 42 and they
contended that the interpretations made by the Second and Third Circuits only apply when the gray
market goods were not materially different. This interpretation can also be understood as suggesting
that where the gray market goods are not genuine, because they differ from the authorized goods, then
the Lanham Act bars importation regardless of the fact that such goods were made by an affiliate of
the U.S. trademark owner.177
In the A. Bourjois & Co., Inc v. Katzel (1923) 178 case, the central point concerned the issue of
customer confusion as to the source or origin of the trademarked products. In this case, the plaintiff, a
U.S. corporation called Bourjois, paid a premium to a French manufacturer of face powder in
exchange for the goodwill of that company and for the rights to use the trademark JAVA. The plaintiff
then registered the newly purchased trademark under its own name in the U.S and continued to import
the powder from the French manufacturer and sold the products domestically. The defendant imported
the same face powder from the French manufacturer into the U.S. domestic market for selling under a
virtually identical trademark. As a result of the defendant’s actions, the plaintiff brought a complaint
for trademark infringement because the box that the defendant used to contain the products was
similar to the plaintiff’s. The Supreme Court held that such importation tends to cause confusion as to
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the origin of the products by applying the principle of territoriality in its judgment and in considering
the source of the products. By the trademark the public understand that the products come from the
plaintiff even though in fact they did not produce them.

The Lanham Act § 42 prevents parallel imports bearing a trademark which induce the public
to believe that a foreign trademarked product is made in the United States. In order to protect the
consumer from misunderstanding the source or origin of product, it became mandatory under the
labeling provisions of the U.S Customs rules.179 According to this rule, the importing products must be
marked with the “country of origin” information. If the parallel importer fails to fulfill this
requirement to his gray market products when putting them into the U.S market, he could possibly
violate the Lanham Act § 43 (a).180

B. First sale doctrine and exhaustion of rights

1. First sale doctrine

The exhaustion rule is also referred to as the "first-sale doctrine” because of its similarity with
the first- sale doctrine of copyright law. The fundamental idea in this doctrine is that once a trademark
obtained an economic return from first selling the product (or placing the product in the market) the
other buyer or consumers of the trademarked products is entitle to use and dispose of it without the
further restriction from that trademark holder.181 Without this doctrine, a trademark owner would
exercise exclusive rights to control over the sale, transfer and use of a product associated with that
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trademark. Without this doctrine, trademark owner would also control economic life.182 Not only the
economy of a nation but also the world trading system cannot develop when trademark owners can use
their rights to create artificial barriers that prevent the free movement of products.

In the U.S., the trademark owner cannot prevent the domestic reselling of products after they
legally enter the market for the first time. The same applies when the products were manufactured
under license between the trademark owner and a licensee with the consent of the owner. The main
issue of gray market products that has raised debate among scholars concerns the first sale doctrine
and the doctrine of exhaustion of rights in the international scenario as to trademarked products. Under
the first sale doctrine once a trademark owner makes a sale, the owner has exhausted their trademark
rights with respect to the products sold to the market.

The trademark allows its owner the exclusive right to decide where and when to place the
good on the market. However, trademark does not allow its owner to exercise the exclusive right by
controlling all uses of the trademark. The U.S. trademark law follows the international exhaustion of
trademark rights because once the products legally circulate in the domestic market the trademark
rights of those products are internationally exhausted. By selling the trademarked product for the first
time the economic rights of the trademark owner has already been rewarded. The trademark owner
cannot oppose any further commercial exploitation on that product unless they have legitimate reasons.

2. Exhaustion of trademark rights

The United States applies international exhaustion with regard to trademarks as the "Lanham
Act § 42 is not a basis to prevent parallel imports."183 However, parallel imports do not apply to all
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products, parallel importation of trademarked products into the U.S. market is accepted only when
these products satisfy certain requirements.

Under Section 526 of the Tariff Act, any unauthorized import of foreign manufactured
trademarked products that bear a registered U.S. trademark owned by an American corporation is
prohibited, unless the foreign manufacturer of the goods in an affiliate of the trademark owner. When
trademarked products that are manufactured overseas by a trademark owner or its affiliate can be
imported into the domestic market, then the foreign and US trademark owners have a legal or
economic relationship. In other words, if they are owned by the same owner or business entity or if the
foreign and the U.S. domestic trademark owners are in parent or subsidiary relationship or subject to
common ownership or control, then the importation of gray market products is accepted. Although the
U.S follows the international exhaustion of trademark rights, Section 526 of the Tariff Act sets up
certain limits to parallel imports of trademarked products into the domestic market.

Nonetheless, the Lanham Act 42 can be used to block imports even when they were
manufactured abroad by the trademark holder or an affiliate. The block could occur when domestic
consumers consider the foreign manufactured products different from the domestic products. More
precisely, the imported products are deemed not genuine when the courts conclude as physical or
material difference from the domestic selling products. In fact, the same products can be produced in
different countries and therefore can have a different quality due to the national or local health
requirements, or simply because the ingredients are different in different countries.

The Lanham Act contains no direct reference or regulation on the principle of exhaustion of
trademark rights, rather the rule of exhaustion of trademark rights is a legal concept deriving from the
practice of case laws which applied by the courts. Mainly, it referred to trademark infringement
activities when the unauthorized person resold or distributed genuine products bearing the trademark
which belongs to others. As long as the defendant can prove that the products are genuine, the
trademark rights as to these products are exhausted. The further distribution of the trademarked
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products is not considered as trademark infringement. Therefore, the status of the gray imported
products is important to parallel imports of trademarked products. The term gray market products
requires: (1) the quality control of the U.S domestic trademark owner, an adequate control on the gray
product before they were put into the U.S market, and (2) there is no material or physical difference
between the genuine and gray market products which bearing the same trademark. Many courts have
held that "[t]he plain language of the statute does not bar importation if the goods are genuine…."184

In general, trademarked products may be imported into the U.S. domestic market when they
are from an affiliate company of the U.S trademark owner and the imported product is not materially
different from those circulated in domestic market. When a trademarked product is in materially or
physically different, then the product cannot be recognized as genuine. As a result, the importation of
that trademarked product will be considered as trademark infringement.

C. Issues related to parallel imports of trademarked goods

1. Gray market and unfair competition

The U.S. Federal Supreme Court found that gray market goods arose in three different
contexts. In the first context, a foreign firm sold to an independent U.S. entity the rights to register and
use the foreign firm’s trademark in the U.S. to import and distribute goods in the U.S. The U.S. firm
discovers that the foreign firm is importing the trademarked goods and distributing them in the United
States itself or selling them to a third party abroad who imports them to the United States.185 In this
scenario, the U.S. trademark purchaser is known as the “gray-market victim.”186 Parallel importation
occurs when the products which manufactured oversea and tagged the same trademark with products
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in U.S, are imported to the U.S. As a result, consumers would be confused about the origin of the
goods because normally, trademark is the indicating tool helps consumers to know where the goods
are come from. In the second context, the U.S trademark for goods manufactured aboard is registered
by a domestic firm that is either (a) subsidiary of the foreign manufacturer, (b) the parent of the
foreign manufacturer or (c) the same as the foreign manufacturer. When the foreign and domestic
entities were under common control, then parallel import is allowed.187 In the third context, the
allegedly infringing imports bore a registered U.S. trademark and were manufactured by an
independent foreign entity under the authorization of the trademark. This situation typically arose
when an American entity owned the same mark in the U.S. and in foreign countries and licensed use
of the mark to a foreign manufacturer in the foreign countries. Usually, the U.S. trademark holder
authorizes to the foreign manufacturer an exclusive right to use the trademark in a particular foreign
market. Thus, conditioning the right of use on the foreign manufacturer’s promise not to import the
product into the United States. Again, if the foreign manufacturer or a third party imports the goods
into the United States, the foreign-manufactured goods compete on the gray market with the U.S.
trademark holder’s domestically produced goods.188

These different contexts play an essential role in identifying where the products were made
and the relationship between a foreign manufacturer and the U.S. trademark owner. Depending on the
nature of the relationship between the trademark owner and the foreign manufacturer in each case, the
legal treatment to each of case is not the same. Therefore, the legality of the parallel imports of
trademarked products in each case is also different.
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2. Genuine products

This part of the paper will discuss issues related to the definition of a genuine good. The
material difference will affect to the legality of the gray market goods when these products are parallel
imported into the United State market. Therefore if genuine goods are materially different from
domestic goods, legal treatments are also different between those goods. In fact, there are many cases,
the differences between the gray market products and the authorized goods are such that the rule
favoring parallel importation no longer applies, even though the imported products in question in
some respects are genuine.189

a. Define genuine goods

Genuine goods are produced or selected by the owner of a trademark, to which the owner
affixes the trademark or in connection with which the owner uses the trademark (as in advertising).
This phrase simply serves to distinguish the goods that are produced and marked with a trademark by
or with the consent of the trademark owner from goods marked by someone not authorized to use the
mark (i.e., someone other than the owner or licensee of the owner).190 A definition of genuine
trademarked product in the U.S legislation is found in the court’s interpretation. For example, the
court in Yamaha Corp., of America v. U.S. (D.C. Cir. 1992) defined genuine goods as follows:

Genuine goods are goods that are in fact manufactured by the same manufacturer that
supplies the U.S. trademark holder. In other words, they are to be distinguished from goods
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that “copy or simulate” the genuine article; they are the genuine article, although they may
not have been intended for distribution in the U.S. market.191

The goods intended for foreign sale that are physically different from those sold within the
United States are not genuine goods from the perspective of American consumers.192 When there are
physical or material differences, the mark is not “genuine” from the viewpoint of the American
consumer. Even when there is a legal or economic relationship between the trademark holder and
affiliate this in no way reduces the confusion that result to consumers.193

For example, the holding of the court in the Original Appalachian Artworks v. Granada
Electronics (1987) case194 established the way for several other courts to adopt what has now become
the approach followed by almost all U.S courts. That is: if there are material differences between the
gray market imports and the authorized imports, then the gray market imports are not "genuine" goods
and can create a likelihood of confusion.195 When these products are different from those sold in the
U.S under the same trademark, they could possibly create, mislead or confuse consumers about the
nature or quality of the products that they are going to purchase. With the imagination in mind about
the products’ quality or features consumers will assume or expect that the product to be the same with
the domestic products and be disappointed when they are not.196

b. Material difference
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Under the “common control” exception in the U.S law, if there is any economic or legal link
between the domestic trademark owner and the foreign producer then the Lanham Act cannot be used
to block the parallel imported products, which are manufactured abroad by the affiliate. However,
when the American consumers consider the foreign products different from those of the domestic
manufactured, the products are deemed not genuine. This is an appropriate reason for the U.S
trademark owner to oppose the parallel import or to commence an infringement lawsuit in order to
protect legitimate goodwill as well as prevent consumers from being confused. In fact, a product
commonly has different materials or ingredients or quality in different countries.

The U.S law concerns the protection of the goodwill of the trademark owner. The trademark
owner has to invest time, capital, and effort in order to develop their mark as well as to make their
product known and remembered in the minds of public. If the gray goods bear the same trademark as
the genuine trademark products and are materially different, then this may create confusion for the
consumer;197 therefore, the “material difference” rule is applied to parallel imports.

The main aim of the material differences test is to determine whether or not the gray goods
are likely to damage the goodwill developed by the trademark owner for the products. The likelihood
of confusion as to quality as well as the nature of the trademarked goods may occur to the consumers
when the gray products are bear the same trademark but in fact are materially different. If there are
material differences between the gray market imports and authorized imports, then the gray market
import is considered not a genuine good. Non-genuine goods can cause confusion among the
consumers.198 Several courts have adopted the understanding the material difference test and this
became accepted by most of the courts.199 Consumer expectation as to the quality as well as the nature
of the trademarked products cannot be met when purchasing gray market imports products that are
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materially difference. Consumers want to buy a trademarked product that has the same quality and
nature with product that they have history of using in the past. Consumers not only purchase a product
because of its characters but also due the goodwill of the owner whom the trademark belongs. When
goods imported as gray market products are not genuine, the goodwill of the trademark owner in that
local is unprotected.

Furthermore, the Lanham Act does not block the re-importation and sale of genuine goods
under their real trademarks. However, this principle does not apply in cases where the domestic and
foreign products are materially different. The sale of gray market imported products into the United
States under domestic trademarks will create a potential to mislead or confuse consumers about the
nature or quality of the product they are buying; they will assume it to be the same as the normal
domestic product and be disappointed.200 Therefore, the district court in the R.J. Reynolds Tobacco Co.
v. Cigarettes Cheaper! (2006)201 ruled that “if the products designed for domestic and foreign markets
are materially different, then sale of the re-imported product under a mark that consumers associate
with the domestic product could be confusing and hence unlawful.”202

Consumers do not receive what they expect or believe to have when the gray market goods
are of “material difference” compared to the domestic products and both are sold in the U.S domestic
market. Also, buyers do not obtain the authentic product that they have known from the domestic or
from the advertisements of the authorized importers. In this situation, the use of similar trademarks of
the parallel importer in such a way creates likelihood of confusion, mistake and deception, thereby
triggering a violation of the Lanham Act.203 Therefore, from the concept of protecting consumers from
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confusion, the provision on prohibiting gray market goods, the U.S law is justified when the products
are of different quality than the normal goods sold in the domestic market.204

Thus, the premise of the rule on “material difference” is that the consumer does not receive
what they expect and does not obtain a “genuine” product when they buy such gray market products
because the products that they have in mind certain advertisements by the authorized U.S trademark
owner, or authorized distributors. A violation of the Lanham Act is triggered when the gray market
goods are unauthorized imported by a third party using the trademark in such a way as to create a
likelihood of confusion, mistake and deception.205

As a result, the test for material difference is the tool that trademark owner use against the
parallel imports. The owner rests on two fundamental grounds (1) to protect their goodwill and (2) to
protect consumers from confusion as to the nature and quality of the imported products. By protecting
the consumers from confusion, the goodwill achieved by the U.S trademark holder’s business is
prevented from erosion.

Once the products are deemed as not “genuine” then such parallel imports of those products
thereby should be barred because the products would be seen as non-exhausted products. As regard to
non-exhaustion products the further commercial exploitation without the consent of the trademark
owner is considered as trademark infringement. A trademark owner in such a case can oppose the
parallel importation of the trademarked products into the U.S. market.

In fact, some products are formulated for distinct markets. The products in different markets
are different because of the local market demands, market standards, and tastes as well as tradition of
that nation. For example, a kind of chocolate (A) formulated for the market of country X, and then a
third party imported X into the United States market under the same brand with the chocolate A that
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designed for the U.S.market. The imports by the parallel importer (defendant) constituted a trademark
infringement, supposing that the test for material difference is met.206
In the Societe Des Produits Nestle, S.A. v. Casa Helvetia (1992)207 (the Perugina chocolate
case), the First Circuit granted an injunction to the owner of the United States trademark for Italianmade Perugina chocolates against the parallel importation of Venezuelan-made Perugina
chocolates.208The court pointed out the differences in quality control, composition, configuration, and
price between the authorized Italian imported "Perugina" chocolates and grey the market "Perugina"
chocolates from Venezuela without the authorization of the U.S. distributor. The court then held that
the differences were likely the result in consumer confusion, and that the trademark owner was
entitled to injunctive relief.209

The U.S. courts have found situations in which the goods considered as materially different
from which the trademark owners used in order to prevent importing gray market goods. The
trademark owners have argued that gray market goods are materially different from authorized U.S
goods because they have material or physical differences in five areas namely (1) Quality control; (2)
Composition; (3) Configuration; (4) Packaging; and (5) Price.210 The U.S courts sometimes accept
these arguments. Therefore, these five areas are considered as fundamental standards because no
mechanical way exists to determine the point at which a difference becomes material for this reason,
and the courts determine this on a case-by-case basic.

c. Burden of proof
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Under the Lanham Act, the burden of proof is on the plaintiff to prove that the goods are not
“genuine” and thus likely to cause consumer confusion.211 A U.S trademark owner can stop the
importation of gray market goods that are materially or physically different from those marketed
America with the mark of owner’s consent. In order to prevent the parallel importation of trademarked
goods into the U.S domestic market, one of the popular methods that companies usually use to
diversify the products intended for the domestic market and for foreign markets. By diversification,
the products that are planned for the non-U.S market have less chance to be re-imported to the
domestic market. Of course, this method costs a lot to the manufacturers therefore not so many
companies are willing to manufacture the differentiate products for different markets, only brand
companies could afford the expense.

3. Repackaging and relabeling

The repackaging and relabeling of gray market goods must follow the trademark provisions in
order to be accepted into the domestic U.S market. If the repackaging or relabeling is not strictly
conducted, then the difference material could be concluded. As mentioned above, products bearing
different materials from the ones sold in the U.S market are not considered as genuine products. In
such a situation, trademark owners could oppose the parallel imports of gray market goods into the
U.S domestic market.

The violation in repackaging and relabeling are varies in form, which could be due to the lack
of information of ingredients of the products, or the labels show up in foreign-language when they
have to show up in the English-language, or the imported products not bearing the proper warning
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labels. For example, in the Kubota tractors case (1999) 212 the imported tractors had Japaneselanguage warning labels or no labels at the time of importation was considered as materially different
from the authorized U.S. tractors bearing English-language warning labels.213 Similarly, an
infringement of trademark right occured when Mexican Pepsi-Cola company used bottles written in
Spanish and did not contain a list of the ingredients.214 Nonetheless, concerning the issues of
repackaging and relabeling of gray market goods according to the U.S. regulations, the Lever-rule
protection215 is worth mentioning because it has been marked by a significant change of the U.S
Custom provisions.

a. The Lever Brothers case (1989) 216

An American company known as the Lever Brothers Company (Lever US), and its British
affiliate the Lever Brothers Limited (Lever U.K) both manufactured deodorant soap under the
"Shield" trademark and hand dishwashing liquid under the "Sunlight" trademark. The trademarks were
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registered in each country. The products evidently were formulated differently to suit local tastes and
circumstances; for example, only the U.S “Shield” deodorant used materials certified by the Food and
Drug Administration (FDA). As to hand dishwashing liquid, the British "Sunlight" dishwashing soap
produced less suds. The American “Sunlight” was formulated to work best in the "soft water"
available in many American cities, whereas the British version is designed for "hard water" common
in Britain.217

Furthermore, the packaging of the products manufactured in the U.S. and U.K. was also
different. The British "Shield" logo was written in script form, packaged in foil wrapping and
contained a wave motif, whereas the American "Shield" logo was written in block form, did not come
in foil wrapping and contained a grid pattern. The place indicating where they were manufactured was
print on the packages. In addition, the British "Sunlight" came in a cylindrical bottle labeled "Sunlight
Washing Up Liquid." The American "Sunlight" came in a yellow, hour-glass-shaped bottle labeled
"Sunlight Dishwashing Liquid."218

A third party directly or indirectly acquired the British “Shield” and “Sunlight” products and
imported them to America over the objection of Lever United States.219 The American branch asserted
that the unauthorized importation of these foreign products created substantial consumer confusion
and deception in the United States about the nature and origin of this merchandise, and that it had
received numerous consumer complaints from American consumers who unknowingly bought the
British products and were disappointed. 220 As a third party imported the British “Shield” and
“Sunlight” without the authorization of either branch, the Lever U.S requested the Customs Service to
halt the importation by of the product the third party.
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Lever US argued that the importation of the British products was in violation of the Lanham
Act § 42, and claimed that Customs was bound to seize such products. In its reasoning, Lever US
contended that although the affiliated domestic and foreign company manufactured products bearing
the same trademark, as a matter of fact these products were different in physical content. In other
words, the overseas made products violated the Lanham Act § 42 when by “copy or stimulate” the
domestic trademarked products. Consequently, the importation of the British products by a third party
to the American market infringed upon Lever US. Thus, the parallel imports should be prohibited,
regardless of the fact of affiliation.221

However, the U.S. Customs Service reasoned that because the trademarks were used abroad
by an affiliate of Lever U.S. the agency would not halt the importation.222 The U.S Customs Service
grounded a regulation what is so called as a general matter for seizure of foreign-made article bearing
a trademark identical with the trademark that owned by a U.S corporation.223 According to the Code of
Federal Regulation 19 §133.21(b) (1988), there are a number of exceptions:

(c) Restrictions not applicable. The restrictions set forth in paragraphs (a) and (b) of this
section do not apply to imported articles when:

(1) Both the foreign and the U.S. trademark or trade name are owned by the same person or
business entity;

(2) The foreign and domestic trademark or trade name owners are parent and subsidiary
companies or are otherwise subject to common ownership or control; and

(3) The articles of foreign manufacture bear a recorded trademark or trade name applied under
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authorization of the U.S. owner.224

This regulation also was called the “affiliate exception.” From the U.S. Customs Service
perspective, the importation of the Lever U.K products of the third parties to the U.S. was not
considered as an infringement. The imported goods were genuine, not counterfeit products and thus
neither copied nor simulated Lever US trademarked products.225 The gray market products bearing the
trademark that was valid in the America and in fact the Lever U.K was affiliated with the Lever
United States. As a result, based on the existence of the affiliation between producers, the U.S.
Customs Service permitted the parallel imports of the third parties to the U.S.

b. Lever-rule protection

In 1999 the U.S. Customs Service changed its regulations to reflect its interpretation in the
Lever case. As mentioned above, the Lanham Act was only used to protect consumers against
deception or confusion concerning a product’s origin or sponsorship by restricting the importation of
the trademarked products that manufactured outside of the U.S trademark owner’s control. Therefore,
the Lanham Act §42 was not applied to solve cases of parallel imports when a product bearing
identical trademark and produced oversea by a U.S trademark owner, parent or subsidiary of the U.S
owner, or between the U.S mark owner and the oversea party there is a legal or economic relationship.
According to this new change by the U.S Customs Service, gray market goods that physically and
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materially are different can be imported into the U.S. when they are properly labeled. This was known
as the “affiliate exception” which used to bar gray goods importation.226

The Lever-rule reflects a different view of the concerning parties in permitting parallel
imports of gray market goods. First, for U.S. trademark owners, in order to secure Lever-rule
protection, they can submit their oppose requirements to Customs by reasoning that the gray market
products are physically and materially different from the products which were designed and produced
for the domestic market. When a trademark owner has applied for and received Lever-rule protection,
the gray market goods will be detained. The burden of proof is on the shoulder of the parallel importer
whether the parallel importations of gray market goods are: (a) identical with those sold in the
domestic market; or (b) the gray market products are properly labeled. In such a situation, the parallel
importer has to prove either the gray market goods are not physically or materially different with the
domestic products or the gray market labels are inconsistent with the Lever-rule provision. Thus, when
gray market goods are seized by the U.S. Customs under a Lever-rule exclusion order, the imports can
be released and entered to the U.S. market by the use of a label in compliance with the regulation.

Second, from the view point of U.S. Customs, the tool to give consumers the notice that the
gray market products are not authorized by the U.S. trademark owner when bearing the announcement
states that “This product is not a product authorized by the United States trademark owner for
importation and is physically and materially different from the authorized product.”227 The
information should appear on the label of the imported product or on the package or container of the
products so that consumers therefore cannot be misled or confused about the origin or the sponsorship
of the products. Furthermore, related information designed to dispel consumer confusion (if any) may
be added onto the label. Under the Lever-rule regulation, gray market products may enter the U.S.
only when they are labeled properly as required. When the requirements of the labeling are met there
226
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is no consumer confusion and there is no potential damage it might cause to the goodwill of the U.S.
trademark owner. Thus, the parallel imports of gray market goods are permitted.

Third, from the viewpoint of parallel importers, the label requirement in Lever-rule is opening
a new door of policy for parallel importers bring in physically and materially different gray goods in
the U.S domestic market. Prior to the Lever case, the parallel importer had to prove that the gray
market products are identical with the products that are manufactured by the U.S trademark owner for
selling in America. Under the new regulations, the chances for parallel importers are widely open and
somehow simpler to perform when following the requirements on labeling.

Fourth, when the Lever-rule is accepted, the potential of misleading consumers could be
reduced when they having full awareness for what they are going buy with the information on the
label of the products especially when the information that the packing bearing is conspicuous and
legible label designed to remain on the product until the first point of sale to a retail consumer in the
United States.228 Thus, the consumers feel more comfortable to choose between the foreign made
products and products that made by the U.S owners, and consumers have good opportunities to
purchase identical products in lower price than that of those made domestically by the U.S. owners.

Lever-rule regulations can be seen as bringing about a turning point favorable to the parallel
importers as well as gray market products in the U.S. market. Lever-rule regulations have changed the
situation of parallel imports and also have marked a change in the view of the U.S. Customs Service.
Thus, parallel imports with respect to gray market goods into the U.S are not as strict at present.
Nevertheless, Lever-rule also receives criticism from the owners. The Lever-rule, from the trademark
owners’ point of view, will not eliminate consumer confusion and the labeling provision violates the
Lanham Act.229 Furthermore, in order to apply the Lever-rule protection trademark owners must apply
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an application to Customs whereby describing any differences that the imported products may have
materially or physically comparing with authorized products. In case the parallel imported goods do
not bear proper information on a label and parallel importers cannot prove that the imported products
have the same material with the genuine ones, then Lever-rule cannot be applied to protect the legality
of the trademarked products. Nevertheless, for some special products, trademark owners may not be
so keen in applying this rule because of the potential risks they may have in case they would be forced
to disclosure confidential formulas of their products.230

In addition, the Lever-rule also received many criticizes from the INTA, who argued that this
rule should be eliminated in order to reduce the risks caused by materially different gray imports. The
INTA does not believe the label per se could prevent consumers from being misled.231 In a letter sent
to the commissioner of the U.S. Customs and Border Protection, the president of the INTA pointed out
the disadvantages of the Lever-rule and its impacts to trademark owners. From this, the INTA has
proposed changes to the Lever-rule by eliminating of the label provision. The INTA also encourages
the U.S. Customs to focus more on enforcement to increase effectiveness of the detention of
physically and materially different gray market products.232 In relation to the parallel imports, the
INTA advocates for national (regional) exhaustion of trademark rights. Furthermore, the INTA only
supports the international exhaustion principle only when there are clear proof that trademark owner
expressly consent to such importation.233 It is understandable why the INTA strongly opposes the
Lever-rule because it was founded “to protect trademark owners.”234 Thus, the Level-rule, up to now,
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is still under a debate with regards to parallel importation of trademarked products from oversea
market into the U.S. domestic market.

4. Contractual restriction

As to gray market goods, the language of the contract could affect their genuine status or in
other words, the distribution of the goods must follow when there is contractual restriction. In such a
situation, the burden of proof is on the side of the plaintiff by proving that the products in question
were designed or intended for sale in a non-U.S market or for a different class and that the resale of
those products on the domestic market causes confusion among customers. Consequently, if the
products were made with the trademark holder’s “intent to restrict resale is clear,” then the importation
by the parallel importer may be held liable for infringement regardless of his or her awareness of the
existence of the restriction.235 With the proof of the existence of the contractual restriction as well as
the material differences, the trademark owner can stop parallel imports on the grounds that such
imported products are not genuine.

Trademark owners use license restriction to limit the sale of distribution of products bearing
their mark when these products were manufactured abroad. Accordingly, the license restriction defines
the territory in which the trademarked products could be manufactured, sold or distributed. The
importation or sale of the products manufactured abroad under a license restrictive of the U.S
trademark owner into domestic market infringes on the owner’s trademark who is granted a permanent
injunction against the importer and distributor of the products.
In the Original Appalachian Artworks v. Granada Electronics (1987) case,236 the district
court found that the U.S trademark holder had contractually restricted the sale of its products in the
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territory of Spain. For the existence of contractual restriction, the importation and selling of dolls in
the U.S domestic market was a trademark infringement because the dolls manufactured in Spain
bearing the Spanish-language birth certification (as part of fantasy) was different language from those
distributed and sold in the U.S domestic market with an English language birth certification.
Consequently, the imported dolls were materially different and were not genuine dolls. More
importantly, the Spanish dolls were not intended to be sold in the United States market; therefore the
unauthorized distribution of the imported dolls was not accepted.

Furthermore, § 32 (1)(a) of the Lanham Act prohibits the unauthorized sale of goods bearing
a registered trademark where there is a likelihood of confusion, mistake, or deception of purchasers
thus confusing the consumers. In this doll case, the sale in the U.S. domestic market of the Spanishlanguage dolls with the prominent English-language trademark caused the consumers to confuse or
mistake the Spanish dolls for the American dolls that they expected to be for sale.237 The material
difference was the main reason that creates the confusion over the source of origin of the products and
results in a loss of the trademark owner’s goodwill. Therefore, even if the Spanish-made dolls bearing
the valid trademark and manufactured under the license with the U.S trademark owner they were still
considered as not genuine and from the contractual restriction as they were not authorized for sale in
the United States.

5. Quality control

Quality control is one of the elements in which the court determines whether gray market
goods are manufactured of the identical or different material with the product intended for selling in
237
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the U.S domestic market. Under the Lanham Act a trademark holder has “the right to control the
quality of the goods manufactured and sold under the ... trademark.”238 The trademark owner can
therefore claim that the quality of gray products bearing the same trademark is different from that of
the genuine goods.
In the El Greco (1986) case239 the U.S. owner of the Candie’s trademark shoes manufactured
large amounts of the products in Brazil. Accordingly, the shoes were made under the trademark owner
specifications of quality standards. There were two lots of shoes that did not obtain the quality
certification from the agent. The shoes were sold to the defendant thereafter in turn were imported and
sold in the U.S. market.

When the El Greco case was brought to the first court, the district court held that the goods
the defendant sold to consumers in the U.S market were genuine and therefore the sell did not infringe
on El Greco’s trademark. The reasoning of the district court was that the product had been produced
under the plaintiff’s specifications and there was no likelihood of confusion among potential buyers.
Nevertheless, the second circuit court on appeal did not agree this opinion by the district court. The
second circuit court emphasized that the trademark owner was entitled to maintain the control of the
quality as to the products bearing that trademark240 because the owner has the right to control the
quality of the goods manufactured and sold under the holder’s trademarks. Even the two lots of shoes
were manufactured under the same procedure of the other lots of shoes so they could have the same
quality with other lots of shoes. However, in fact the shoes in these two lots did not obtain the quality
certification that was indispensable part of the procedure from the agent. Therefore, the shoes that
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were imported and sold by the defendant were not genuine and as a result of this the selling of the
trademarked shoes infringed on the plaintiff’s trademark.241

In the El Greco case even when there was no difference in the products which were produced
with the quality control certification and those are not, still there was possibility of confusing happen
to consumers or potential consumers. In fact, consumers relied on the U.S trademark to buy the
products because they want to receive what they had intended to buy (i.e. the same or unity quality
products). The court focused on the trademark’s quality assurance function of the products in order to
solve the problem. Also, the debate over the genuineness of the imported products was also based on
the trademark’s quality assurance function element than element of source function of the trademarked
products. The imported shoes were manufactured with the same process and the facts indicated that
the shoes were not inferior imitations produced by defendant or an entity independent of the trademark
owner, the defendant did not attempt to deceive purchasers. 242 Therefore, the quality assurance
function of trademark should be considered over the source function when there was no confusion to
the consumers since the sales of the defendant caused no damage or bad affected to the trademark’s
quality guarantee function.

However, the court confirmed the ability of the U.S domestic trademark owner to control the
importation of products bearing its marks regardless of whether or not there was consumer confusion.
The source function of the trademark in this case was attached to special consideration when the court
interpreted that consumers relied on the trademark to purchase the products rather than pay attention
as to where the products were manufactured. From this point of view, once again the goodwill of the
trademark was emphasized which is especially important when the mark was not famous or wellknown.
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Quality control in trademark licensing also is a point that should be noted when discussing
about quality control issue. The licensor’s right to control quality measures, however, may be
abandoned when the licensor has not previously enforced such quality control procedures to the
licensee.243 When the trademark is licensed the goodwill associated with the mark is also transferred;
therefore, the trademark owner (licensor) must maintain the quality control over the mark in order to
ensure that the products manufactured by the licensee contain the same quality with the ones produced
by the holder. Quality control not only plays a role as a tool to protect the goodwill of the trademark
owner but also protects the quality of the products under which such goods bearing the same
trademark have the same quality no matter who really manufactured (licensor or licensee). Consumer
expectation when buying trademarked products has also been met when quality control is strictly done
between the licensor and licensee.

The trademark licensing agreement without the provisions on quality control is called a
“naked license.” If there is no quality control clause in a licensing agreement, it could be assumed that
the trademark holder has abandoned their trademark rights. A trademark licensing agreement should
provide some means of regulating the nature and quality of the goods associated with the trademark
that manufactured by the licensee. 244 By failing to adequately enforce quality control measures the
trademark holder has consented or waived his right to protest further resale by implication. 245 An
owner may have direct or indirect control to the products that manufactured under a licensing
agreement.246
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a. Direct control

Direct control is the most common form of quality control carried out by the licensor. In order
to exercise direct control, the licensor may, among other things: (a) supply products or ingredients to
the licensee or require the licensee to obtain the products or ingredients from approved source. Also,
the direct method of services require that the goods and or services meet licensor or industry approved
standards or specifications; (b) periodically inspect the facilities, products, and packaging supplied by
the trademark licensee and the equipment and services provided by the service mark licensee; and (c)
inspect advertising and promotional material prepared by the licensee.247

b. Indirect control

Indirect control can be performed by a delegation from a third party or reliance on licensee to
control the quality. The delegation from third party occurs in some situations, when the licensor may
delegate quality control task to a third party that monitors the activities of the licensee to ensure that
the licensee is compliance with the required standards. Meanwhile, the reliance on licensee to control
the quality occurs in some circumstances, when the trademark owner cannot directly perform his/her
quality control task, other than delegating a third party, the licensor could reliance on licensee to
control the quality of the products. In this way, the licensor may appoint licensee as its agent for
purpose of controlling the quality. However, when using this method of quality control, there are some
points that the licensor must take into consideration such as the licensor has known the quality of the
products that manufactured by the licensee and provision on maintaining the identical quality of
products must be stipulated in the licensing agreement.248 Reliance on licensee to control the quality
occurs when the relationship between licensor and licensee has lasted for long time. Also, they have a
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history of doing business together before in which the connection between them could be partners as
long-standing business or corporate affiliation relationship. 249

D. Summary

U.S law regarding international exhaustion of trademark right is based on §526 of the Tariff
Act, especially grounded on the interpretation of the Supreme Court in the Kmart (1998) case.
Accordingly, when the trademarked products were put on the foreign markets by the entities under the
common control with the U.S domestic trademark holder then the parallel importation of those
products will not be blocked. Also, the same treatment was applied to the importation of trademarked
products that previously launched to the oversea markets by the authorized licensees of U.S domestic
trademark owner.250 The court also affirmed the common control exception with regards to parallel
importation products, which means that when the products were manufactured by common controlled
enterprises then the U.S trademark owner could not prevent the parallel imports of those products.

Section 42 of the Lanham Act prohibits the importation of products that “copy or simulate” a
registered U.S. trademark. Accordingly, if the imported products are physically or materially different
foreign goods having a trademark identical to a registered U.S. trademark, regardless of the affiliation
relationship between the U.S. domestic trademark owner and foreign manufacturer, then the Lanham
Act bars importation of such products.251 In order to launch the foreign-made products on the U.S
domestic market when these imported products bearing the same trademark with a valid mark in the
U.S., a material difference test must be followed to determine the substantially same quality between
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them. If a difference does exist, then the Customs will stop the parallel importation of trademarked
products.

As for the U.S position on parallel imports of trademarked products, it is not be a problem to
prevent parallel imports under the regulation of the U.S Custom Services. The U.S provisions on
parallel imports of trademarked goods tend to protect the American domestic trademark holders from
such imports of gray market products; therefore, the issue of physical and material difference seems
too wide in scope. In the U.S there appears to be no problem when the trademarked goods have been
properly labeled. When the Lever-rule is applied, the existence of the material difference does not
meet the trademark owner’s expectation of preventing parallel importation. Moreover, the U.S.
trademark law takes the principle of territory as its dominant rule, and any parallel imports of gray
market products, which causes confusion as to the source of origin to consumer as well as has a bad
effect upon the goodwill of the trademark owner, will not be allowed.

II. Parallel imports and trademark rights in the European Union

World trade recently has developed rapidly which has a strong impact on countries; one of the
impacts is parallel importation of trademarked products. Parallel importation has put many developed
countries into a difficult position. On the one hand, large industrial producers usually place their
products in developed and developing markets at different prices in order to satisfy consumer demands
with different incomes. By differentiating the prices, producers want to sell as much as possible. On
the other hand, different prices for products bearing the same trademark may cause a suspicion for
consumers in higher priced markets, especially when they can buy the cheaper priced product. Besides
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the possibility of reducing of the goodwill with respect to that trademark, the trademark owner also
has to face with the high potential of parallel imports.252

Under the impacts of parallel imports, the EU is also affected as much as other developed
countries. The issue of parallel imports in the European Union is of significant importance to trade
mark proprietors and particularly for those in the luxury goods and the pharmaceutical sector. There
are many case laws on the issue and recent developments have shown that despite the provisions of
the Roma Treaty (EC Treaty), Trade Mark Directive (TMD), the guidance of the European Court of
Justice (ECJ) or national courts there are still many arguments made by the parallel importers.

Two scenarios exist regarding parallel imports in Europe: first, the parallel imports of
trademarked products between countries within the Europe Economic Area (EEA); and second, the
parallel imports between countries with other countries outside of the EEA. Thus far, many courts and
scholars have explained and interpreted this phenomenon as well as used various theories such as the
theory of free movement of goods, the theory of implied consent, or the property right theory. In fact,
courts and scholars have employed many theories in order to solve a case.

However, adopting any of these theories will affect the scope of the trademark exhaustion in
the EU whereby the interests of parties concerned as well as the consumers’ interests will also be
changed. As a result, parallel imports are also affected. For example, if courts adopt the implied
consent theory then this will allow the parallel importers to prevent the effects of trademark
exhaustion by contractual means and to seek an enforcement of rights under the trademark law.
Consequently, the legitimate interests as well as the goodwill of the trademark holders is affected
when parallel importers reasoned that they have the implied consent for parallel imports from the
trademark owner. Also, the interests of the purchasers may suffer when the risk of being confused or
misled about the origin of products increases.
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This section thus, will briefly discuss the provisions on parallel imports and trademark rights
in the Europe Union in order to give a clearer look on the legislation and on the principle of
exhaustion to trademarks used in the union. This chapter will explore the difference in treatment with
respect to trademarked products that are first sold in the EEA territory from those goods first sold in
the non-EEA market.

A. Introduction to European Union statutory provisions on parallel imports

1. Overview on trademark law in European Union

First, if the trademark owners desire to protect their trademarks they have to register their
trademarks as European Union applies the “first to file” principle.253 In the past, trademark owners in
Europe Union could choose to register their national marks for each of the member-states. However
with the EC-wide frame for the registration, subject to harmonized EC rule, a trademark owner may
gain a Community Trade Mark Registration (CMTR). As a matter of fact, the registration of
trademark rights in the EU can be easily be conducted by the Community Trade Mark Registration.
The trademark proprietors have their trademarks enforced across the entire internal market by one
proceeding that could be done through the Office of Harmonization for the Internal Market (OHIM)254
and from then on have their trademark protected for all the member states of the European Union.

Second, the trademark owners have exclusive rights to use their marks for commercial
purposes and any use of the mark without owner’s permission is considered as an infringement. With
exclusive rights the trademark owner could partition national markets and thereby create a dominant
253
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position in the markets. In order to avoid market partition from occurring, the owners could exercise
their rights by putting products labeled with the mark on the market for the first time. Thereafter,
trademark owners cannot interfere into the further circulation of the products on the market since their
trademark rights have already been exhausted.255 Among the trademark rights, the right to distribute
and right to import are the most important rights of the owners in the context of parallel trade.256 With
the exclusive right to distribution, the trademark owner could prevent the subsequent sale of the
product conducted by other parties.

Similarly, the exclusive right to import could be applied to prevent any trade of the
trademarked products no matter who manufactured or conducted the importation, as well as where the
products previously were put into the market.257 In such a situation, the trademark owner could have
the support from the Custom Office, normally with the provisional measure as seizure of the goods
upon import. However, the provisional measure is only applied to the products that are distributed or
imported by the unconnected third person also known as counterfeit products. In parallel trade the
scenario is different as the goods bearing the trademark are not counterfeit and in fact are genuine
products. Therefore, the products bearing the trademark are excluded from such kind of action
performed by the Custom Office.258

The Trade Mark Directive of 1989 was the first main legal tool used when any trademark
infringement case occurred in the European Union. Article 5 of Trade Mark Directive established the
exclusive right conferred upon trademark owner by Member States of the European Union.259 Article
5 entitled the “Rights conferred by a trademark” was worded as follows:
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1.

The registered trademark shall confer on the proprietor exclusive rights therein. The

proprietor shall be entitled to prevent all third parties not having his consent from using in the
course of trade: (a) any sign which is identical with the trade mark in relation to goods or
services which are identical with those for which the trademark is registered;

3.

The following, inter alia, may be prohibited [under paragraph 1]: … (c) importing or

exporting the goods under the sign.260

Accordingly, Article 5 gives the trademark proprietor exclusive rights to prevent third parties
from (amongst other things) importing, placing goods on the market and selling goods under the
trademark. However, the trademark proprietor loses these rights where the goods have been put on the
market in the EEA by the proprietor or with his or her consent.261 In other words, the trademark rights
of a product are exhausted after it has been put on the market by or with the consent of the owner. The
trademark owner, therefore, cannot prevent the further commercial exploitation of the product because
his or her trademark rights are exhausted as to this product.

The position of parallel imports under European law is different from provisions under the
United States and Japanese legal system. The difference depends upon whether the trademarked
products have been put first inside the EEA market or previously placed outside and then re-entered
into the EEA market. In other words, identifying the jurisdiction whereby the trademarked products
were marketed first is the main concern under the EU Law.

Handelsgesellschaft MbH,” Tulane Journal of International and Comparative Law 7 (1999): 483. “passed
on December 21, 1988, the Trade Mark Directive served to codify the Court’s case law regarding
exhaustion of Community right.”
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2. Parallel imports of trademarked products in the EU

The European Union applies the principle of regional exhaustion in all fields of intellectual
property for goods cross the border of Member States in the sense of encouraging the free movement
of goods within the Community, but this principle excludes parallel imports of goods coming from
outside EEA market.262 The concept of the ECJ on free circulation of goods over intellectual property
rights within the market of EEA has upheld this view under the Treaty of Rome.263 This principle
legally creates a good opportunity for promoting unrestricted movement of goods cross borders
between Member States and also creates arbitrage extends to products sold in different markets of
different countries due to varying price controls, or other different policies such as trade policy,
public-health policy (in case the products in question are pharmaceutical products).

Though parallel imports occur when there is a difference in price of the same products in the
various markets inside the Community, national governments within the EU cannot use differential
price mandates to justify restrictions on parallel imports because there are other elements in
association with this issue. Therefore, a thoroughly analyze on parallel imports in the EU starts from
the legal provisions on parallel imports in the EU, and introduced in the following part. A complete
analysis of laws and practices in the US is necessary because the treatment of parallel imports in the
EU is different from the U.S or Japan.

2.1. EC Treaty: Articles 28 and 30

A provision related to the principle of exhaustion of trademark rights was adopted in the
scenario when the applicable trademark laws of the Member States contain disparities, which not only
262
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may impede the free movement of goods in the Member States’ markets but also may distort
competition within the Community market. Therefore, it is necessary for members in view of the
establishment and functioning of the internal market, to approximate the laws of countries about the
exhaustion of trademark rights.264 Moreover, the formation of the principle of exhaustion of rights
originated from a wider principle of competition law and freedom of goods which are stated in the
European Economic Community Treaty (EC Treaty)265 .

Articles 28 and 30 of the EC Treaty prohibit the prevention of the free movement of goods in
the European Economic Area. 266 In other words, these two articles established a principle of
Community wide exhaustion, according to that the sale anywhere in the regional markets with or by
the consent of the trademark rights owner exhausts the right throughout the Community. If the
trademark owner uses exclusive rights to prevent the importation of goods that were previously put
outside of the EEA market, then the provisions of these articles cannot be employed because they are
irrelevant. Since Articles 28 and 30 of the EC Treaty regulate the Community exhaustion, they in fact
do not impose an international exhaustion.267

Article 28 of the EC Treaty prohibits quantitative restrictions on imports between Member
States of the European Union. Therefore, there is a European Union regional exhaustion of trademark
rights in their goods once their trademarked products are placed on the market for the first time
anywhere within the union with the consent of the owner. This provision has extended the former
264
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system of national exhaustion of rights that each individual country applied for their intellectual
property system.268

Article 30 of the EC Treaty provides an exception to regional exhaustion where the imposed
restriction is in relation to the protection of industrial (intellectual) property. This article provides that
the restriction is not a means of arbitrary discrimination or a disguised restriction on trade between
Member States. Therefore, within the European Union right holders can rely on their rights to prevent
the free further movement of these products within the EU provided that they have legitimate
reasons.269 This concept was affirmed once again in the Centrafarm v. Sterling & Winthdrop (1974)
270

when the ECJ concluded:

Inasmuch as it provides an exception to one of the fundamental principles of the common
market, article [30] in fact only admits of derogations from the free movement of goods
where such derogations are justified for the purpose of safeguarding rights which constitute
the specific subject-matter of this property.

In the relation to trade marks, the owner of that trade mark has the exclusive right to use that
trade mark, for the purpose of putting products protected by the trade mark into circulation for
the first time, and is therefore intended to protected him against competitors wishing to take
advantage of the status and reputation of the trade mark by selling product illegally bearing
that trade mark.271

The fundamental purpose of the EC Treaty is to harmonize and balance the basic aim of the
single markets thereby promoting the economies of the members and create an integrated market that
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motivates the free movement of goods in the Community. 272273 In other words, the EC Treaty sought
to unite the national markets into a single market having the characteristics of a domestic market.274

2.2. Article 7 of the Trademark Directive

In order to approximate the laws of Member States relating to trademarks, the principle of
Community-wide exhaustion requirement eventually was incorporated into Article 7 Trademark
Directive. Prior to the enactment of the Trademark Directive, trademark owners sought protection for
their legitimate rights through the provisions of the EC Treaty (particular Article 28 and 30). Although
the concept of Community exhaustion was first established and developed under Article 28 and 30 of
the EC Treaty, the Community legislation that earlier had harmonized mostly as to intellectual
property rights now widely codifies the concept.275 Therefore, Article 7 of the Trademark Directive
provides that a trademark owner may rely on his or her granted exclusive rights to prevent free
movement of goods in the Community where there is a legitimate reason to do so such actions
including change or damage to the goods which bear its mark. The damage that the trademark owner
may consider is that whether or not the parallel importing activities impair the purpose or function of
the trademark.276 In other words, the mark did not entitle its proprietor to prohibit or oppose the
trademark’s use in relation to goods which have been put on the market in the Community under that
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mark by its proprietor or with the owner consent.277

Article 7.1 of the Trademark Directive has been a controversial provision since its conception
in the drafting stage. In fact, during the drafting process the text was substantially modified and
changed several times. 278 The final text of the provision codified the exhaustion doctrine as
established by the ECJ and confirmed the principle of Community-wide exhaustion for all members of
the EEA (by virtue of the EEA-wide exhaustion since the EEA Agreement entered into force in 1994).

Article 7.1 of the Trademark Directive can be seen as a tool to harmonize and balance the
fundamental interest of protecting trademark rights with the free movement of the goods within the
common market. Article 7.1 of the Trademark Directive states as follows:

The trademark 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 trademark by the proprietor or with
his consent. 279

The core target of this provision is to prevent the trademark holders from using their exclusive
rights to partition the markets, as well as to encourage the free movement of goods.280 However, under
some circumstances, trademark owners can prevent the parallel importation of trademarked products.
Accordingly, the legitimate owner cannot be expected to tolerate “further commercialization” of the
trademarked products when that further commercialization” affects the essential functions of the
trademark by taking unfair advantage or causing illegitimate damage to the trademark’s goodwill.
277
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The main aim of the principle of exhaustion of rights is to prevent the intellectual property
owners from using their exclusive rights to partition the market or control the market. Nonetheless,
after years of applying the principle of Community-wide exhaustion, member states are still unclear
when the Trademark Directive only represents a minimum standard whereby leave room for Member
States to apply the principle wider for instant, principle of international exhaustion of trademark rights.
Article 7.1. of the Trademark Directive provides for exhaustion only where the goods have been put
on the market in the Community and not for international exhaustion.281 The Trademark Directive
does not require Member States to provide for international exhaustion. At most, the directive leaves
that open as an option for Member States. If the directive had sought to impose international
exhaustion, then Article 7.1. would not have referred only to marketing in the Community. 282
The Silhouette International Schimed v. Hartauer Handelsgesellschaft (1998) 283 and the
Sebago Inc. et.al. v. GB-Unic SA (1999) were considered as landmarks in which the ECJ upheld the
concept of Community Exhaustion of rights. The ECJ ruled that the Trademark Directive precludes
national rules that provide for international exhaustion of trademark rights. Nevertheless, after
considering the strong pressures coming from some Member States in favor of international
exhaustion, the ECJ suggested that a possible remedy could be “to extend the exhaustion provided for
by Article 7 to products put on the market in non-member countries by entering into international
agreements in that sphere, as was done in the context of the EEA Agreement.”284 Although archiving
pressure and influence on many Member States, this concept of the ECJ also has not changed toward
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the issue of the international exhaustion of right.285 The similar provision on Community exhaustion
has been provided in Article 13 of the CTMR286 as also trademark laws of its Member States.287

Because of the Community-wide exhaustion regime, the EU law on parallel imports consists
of two scenarios: (a) the first sale occurs inside of the EEA and/or (b) the first sale occurs outside of
EEA. The legal treatment to parallel imports in each scenario is also different. The trademark owners
have their own rights to decide where to sell their products for the first time. The first selling is
important because it helps the possibility of trademarked products being parallel imported as well as to
maintain their positions on the market because the prices of the same products in different nations are
not the same.288

For instance, company X has developed a pharmaceutical product in country A and is able to
obtain patent protection under the patent law. However, in country B this product is unable to obtain
patent protection under the patent law of B. There are many variables in this situation for company X
to consider where to sell the pharmaceutical product. For example, the price of this medicine in
country A is higher than that of in country B. Without patent protection, medicine would have had to
sell at a lower price in country B. Parallel importers will take their chances by purchasing products
from country A to sell in country B and benefit from the different prices between country A and
285
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country B. The medicines that were intended for the market of country A will find their way into the
market of country B. Therefore, the position of company X in the pharmaceutical market in country A
has been narrowed down. In addition to the economic loss that company X accrues from the parallel
importation, the goodwill of the company is also affected by such trade. In such a situation, Company
X has to reduce the price of the pharmaceutical product in the market of country A in order to stop the
parallel importation. When the difference in prices of the two countries is small, the importers will
engage in parallel importing because profits no longer exist.

In another scenario, if company X decided to sale the products in country B for a low price
(because there is no patent protection) the situation shifts in another direction but the result is almost
the same. The advantage of this business strategy is that the market share of this product on the market
in country B is larger compared with products of other companies that obtained patent protection. This
strategy is suitable in case the population of country B is large as more consumers know about the
products of company X. However, a disadvantage in such policy occurs because company X is unable
to obtain the patent protection in country B. Therefore the life circle of the products are not so long,
and that products could be taken advantage by other companies. Taking into consideration all the
variables that might affect the difference level in prices in different Member States it is necessary for
trademark owners to make the proper business policies.

a. The first sale inside of the EEA

Article 7 of the Trademark Directive and Article 13 of Community Trademark Regulation
show the concept of community-wide exhaustion which the ECJ has been following. With these
provisions, there is no restriction on movement of goods within the EEA. However, the parallel
imported goods that are mentioning must be genuine goods. When the trademarked products are
marketed within the EEA, the owners use Article 7.1 of the Trademark Directive to construe whether
or not the conditions are met. In other words, there are three points that the trademark proprietor has to
97

take into consideration. These points are (1) consent- the trademarked products are put in the market
of the EEA with or by the consent of the trademark owners; (2) legitimate reasons; and (3) the
possibility of goods changed or impaired (quality) after having been put on the market. These factors
are provided in Article 7.2 of Trademark Directive as follows:

Paragraph 1 shall not apply where there exist legitimate reasons for the proprietor to oppose
further commercialization of the goods, especially where the condition of the goods is
changed or impaired after they have been put on the market.289

(1) Consent of the trademark proprietor

Trademark rights are exhausted once products are placed on the market inside the European
Union with or by the consent of the trademark proprietors. Consent of trademark proprietors can be
expressly shown. In certain circumstances consent could be implied290 but it cannot inconsistent with
consent of the trademark owners.291 Consent is the first element that the trademark owners or the
courts construe when dealing with a parallel imports case. Therefore, when the sale of the products has
been conducted without the consent of the owner, the trademark rights are not exhausted and the
parallel importation in such a case constitutes trademark infringement.
The ECJ in its conclusions292 emphasized that where a product is protected by trademark
rights and is placed on the market with consent in a member state, then Article 30 of EC Treaty cannot

289

Trademark Directive, Art. 7.2.

290

Anna Feros, “Free Movement of Pharmaceuticals”, 486-497.

291

Torremans, Holyoak and Torremans Intellectual Property Law, 437.

292

For example, in case 78/70 Deutsche Grammophon v. Metro-Grossmarkte [1971] E.C.R. 487; [1971]

C.M.L.R 631 at paragraph 11, ECJ stated that Article 30 only permits prohibitions or restriction on the free
movement of goods in the extent that they are justified for the protection of the rights that form the specific
of the industrial or commercial property.

98

be invoked. The right owner cannot use his exclusive rights to prevent further transactions in the
products in the Community.293 This is also known as the doctrine of consent,294 which has a close
relationship with the doctrine of exhaustion. The doctrine of consent is sometimes referred to as the
doctrine of exhaustion because the owner of an intellectual property rights exhausted his or her rights
when the products are put on the market with or by his consent. 295 This principle has been
incorporated into harmonizing Community legislation in the field of intellectual property rights.
Consequently, there are provisions in the Trade Mark Directive and Community Trade Mark
Regulation state that trademark rights are exhausted as products have been put into the market
circulation by or with the consent of the proprietors.296

The matter of consent also raises a question as to whether or not the fact of consent has to be
proved for the actual products in question or to the similar products bearing the same trademark. This
issue of consent was raised in the Sebago (1999)297 case. Sebago is a company incorporated in the U.S
and the proprietor of two Benelux trademarks with the name “Docksides” as well as three Benelux
trademarks with the name “Sebago.” These trademarks are registered inter alia for shoes. Maison
Dubois is the exclusive distributor of the Benelux of shoes bearing Sebago's trademarks.

From 29 May to 11 June 1996, GB-Unic advertised Docksides-Sebago shoes for sale in its
Maxi-GB hypermarkets (Belgium). The products in question were 2,561 pairs of shoes manufactured
in El Salvador and purchased from a company incorporated under Belgian law which specializes in
parallel importation. The entire stock was sold during the summer of 1996. Sebago and Maison
Dubois did not dispute that the shoes sold by GB-Unic were genuine goods. They both claimed,
however, that since they had not authorized the sale of these shoes in the Community that GB-Unic
had no right to sell them there. The trademark right to goods in question was not exhausted and
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consequently the owner could prevent parallel importation. Concerning this point of view, the ECJ
said that:

…the rights conferred by the trade mark are exhausted only in respect of the individual items
of the product which have been put on the market with the proprietor's consent in the territory
there defined. The proprietor may continue to prohibit the use of the mark in pursuance of the
right conferred on him by the Directive in regard to individual items of that product which
have been put on the market in that territory without his consent.298

In concluding this case, the ECJ held that “for there to be consent within the meaning of
Article 7.1. of that Directive, such consent must relate to each individual item of the product in respect
of which exhaustion is pleaded.”299 In addition, consent must expressed positively and “unequivocally
demonstrate” that the trademark proprietor has renounced any intention to enforce his or her exclusive
rights.300 Also, consent by the trademark owner for some products does not mean consent for all
products.301 In other words, the point of consent applies to a specific batch of products only. Therefore,
the trademark owner can prevent the imports and sale of other batches of products, which emanated
from the same source in the EEA market as the requisite consent must be in respect of each individual
item of the product which exhaustion is pled.302
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In the Zino Davidoff (1999)303 case the ECJ held that consent by a trademark proprietor to the
marketing of goods within the EEA bearing a mark which had previously been placed outside the EEA
market could be implied as well as expressed, with the following guidance:

(1) Consent could be implied by facts and circumstances around the time that the goods were
put on the market outside of the EEA, which unequivocally demonstrated that the proprietor
had renounced his right to oppose the marketing of the goods inside the EEA;

(2) Implied consent could not be inferred from (a) the failure of the proprietor to
communicate to all subsequent purchasers that he did oppose such marketing; (b) the lack of a
warning to that effect on the goods; and (c) the lack of appropriate contractual reservations in
contracts transferring ownership of the goods; and

(3) It is not relevant to exhaustion of rights that the importer of goods bearing the trade mark
is not aware that the proprietor objects to there being placed on the market within the EEA, or
that authorized retailers or wholesalers, knowing of the proprietor's opposition, have not
imposed contractual reservations on their customers setting out such opposition. 304

The obligation and burden of proving consent belong to the party alleges that the trademarked
products have been put legally into the market. According to the ECJ, “where it is alleged that a
person has consented to the marketing of goods in EEA, the burden lies on the trader and consent must
be demonstrated equivocally.”305 The obligation to prove whether consent is expressed or implied
belongs to the parallel importers, which is based on the standards of proof with conformity with civil
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litigation (i.e. the balance of probabilities).306 Consent is the most important element that the courts
take into consideration a case concerning the legality of parallel imports. However, there are other
elements beside consent that require discussion in solving parallel imports cases.

(2). Legitimate reasons to oppose further commercialization

Article 7.1 of the Directive recognizes the regional exhaustion regime, however the Directive
allows the trademark owner to protest the parallel importation when legitimate reason exists to oppose
further commercial. For example, trademark proprietors can prevent the parallel imports of
trademarked goods if after having been put on the market they are changed or impaired in the goods
condition. Except for the reason “condition of the goods is changed or impaired after they have been
put on the market” which expressly stated in Article 7.2. “legitimate reasons” could be understood as
reasons that are not contravene with the general rules. In analyzing Article 7(2), the court upheld that
the trademark owner could oppose further efforts by the parallel importers to market repackaged
products unless this opposition by the owner would lead to an artificial partitioning of the market.307

While the ECJ affirms the legitimacy of parallel importation of genuine goods within the
EEA, it did not exclude the possibility for trademark owners to invoke exclusive rights where the
trademarked products at issue were “materially different.” Therefore, the material difference can be
considered as a legitimate reason for the trademark owner to oppose the parallel imports even when
the trademarked products have been marketed with their consent. In such a situation, the consumers
might become confused by source of origin of the goods. Their expectation about the quality of the
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products also is not met because the products that they purchased are different from the quality of the
products that they have a history of using.
In the Colgate Palmolive v Markwell Finance (1989) case, 308 for instance, the products
designed for the Brazilian market and manufactured by Colgate Brazil were found in the market of the
United Kingdom. The parallel imported products had different ingredients from the ones sold in the
United Kingdom, and they were of inferior quality than the existing goods. In this case, the element of
different ingredients was a legitimate reason that allowed the trademark owner to oppose the parallel
importation.

Similarly, “legitimate reason” could be applied when the parallel imported products were not
labeled in the language of the imported country. The label of a product is a tool from which essential
information to consumers is explained such as ingredients, usage instructions, manufacturer/ importer
or distributer, and date of expiry. If parallel imported goods are not labeled in a proper manner,
consumers might confuse the source of the products and might doubt for the quality of the products as
well. Therefore, the functions of trademark become meaningless.
In the Hackney London Borough case (1999),309 Coca-Coca cans were imported from the
Netherlands to the United Kingdom. However, these cans thereafter were prohibited because the
ingredients were listed in Dutch. It is needless to say that Coca-Cola is a famous trademark in the first
place. In the second place, the ingredients of this famous beverage are the same all over the world.
Thus, the taste of Coca-Cola in the Netherlands is not different from the taste of Coca-Cola sold in the
United Kingdom. Nevertheless, the use of Coca-Cola – a world-wide famous trademark- simply was
not sufficient to comply with the requirements in labeling foodstuffs to list ingredients according to
Food Labeling Regulations 1996 (1996 No 1499), or to exempt the material from the regulations. As a
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result, the Coca-Cola trademark owner was able to prevent the parallel importing as well as selling the
Dutch listed ingredients cans in the United Kingdom.

(3). Goods changed or impaired after having entered the market

One of the legitimate reasons why proprietors can oppose the further commercialization of
parallel imported goods is when the goods have changed or are impaired after entering the market.
Since the use of the word “especially” is used in Article 7.2., this is another of the legitimate reasons
that previously mentioned in part (2). The nature of the parallel imports is to exploit the price
difference by purchasing a product in a market and selling it in another market for arbitrage. Each
market has its own demands, and own characteristics which depend on the tradition, custom, or habit
of usage by people in that market. In order to approach a market, parallel importers have to change the
goods in order to fit with the conditions of the imported market. Parallel importers not only follow the
market requirements to maximize the selling amount but also have to follow the legislation provisions
of the imported country in regard with the of the imported products.

In case the same trademark was used in the country of origin and the country of importation,
parallel importers may choose to repackage the products to make it saleable in the market of the
country of importation. Countries have their own regulations on labeling products. In order to sell
products parallel importers have to follow the import conditions of the importing country. Similarly,
when different trademarks are used in different countries, the parallel importers need to rebrand or relabel the products with the mark of the country of importation in order to sell the products in the
intended market.

b. The first sale outside of the EEA

104

If the sale occurs within the EEA market, then the principle of exhaustion would apply.
Consequently, any economically related affiliate, subsidiary of the trademark owner can give the
consent for trademarked products to be put into the market. They cannot prevent any further
commercial exploitation with respect to those trademarked products.

On the contrary, if a sale were to take place outside of the Community market, then the issue
of whether consent for the resale of the goods within the market has been given could be decided on
the terms of that sale. However, the consent of the trademark rights holder should be given by the
owner of the applicable trademark rights in the Community, not by some economic affiliate even a
subsidiary of the right owner, if operating outside of the market.310 Two rules can give consent
sufficient to exhaust trademark rights and place products in free circulation within EEA (1) the lower
standard, for goods already in the market, where any economic affiliate of the right owner can give
consent; and (2) a much higher standard for goods to be imported into the market.311

Regarding the issue in which the trademarked products marketed in the EEA by persons other
than the trademark rights owner, the ECJ focused on the criterion of consent (of the trademark rights
holder) than the criterion of independency312 as stated in the Ideal Standard case as follows:

…application of a national law which would give the trade-mark owner in the importing State
the right to oppose the marketing of products which have been put into circulation in the
exporting State by him or with his consent is precluded as contrary to Articles 30 and 36. This
principle, known as the exhaustion of rights, applies where the owner of the trademark in the
importing State and the owner of the trademark in the exporting State are the same or where,
even if they are separate persons, they are economically linked. A number of situations are
310
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covered: products put into circulation by the same undertaking, by a licensee, by a parent
company, by a subsidiary of the same group, or by an exclusive distributor.313

Prior to the adoption of Article 7 of the Directive, it was unclear when there was an open
question as to whether Articles 28 and 30 (ex article 30 and 36) of the EC Treaty had any application
to cases involving the parallel importation of goods first placed on the market outside the EC/EU (later,
the EEA) or not. In practice, the approach taken by the Member States at that time were varied when
some countries applying a rule of international exhaustion and in the meanwhile others applying a rule
of Community exhaustion.314 According to the report prepared by the European Union subcommittee
on the parallel importation of trademarked goods,315 the tendency in parallel imports inside the
Community was different between Member States when “there was a north-south split in approach,
with the northern European countries tending to follow the principle of international exhaustion and
the southern European countries being more restrictive in their approach and thereby favoring brand
owners who wanted to prevent parallel imports of their products.”316

In many cases the defendant claims to have obtained trademarked products within the
community market from sources related to the trademark owner distribution network. When
trademarked products are first put outside EEA market by the distribution network, the trademark
owners prevent their from being imported in the EEA by clarify that imports are not permitted into
EEA to police the terms of their distribution agreements and again to mark invoices and packaging
with an import restriction.317 When parallel imports of products from outside market occurs, the
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owners claims their trademarked products were imported from outside the market and that they have
not given any consent for such importation.318

B. Principle of Community exhaustion of trademark rights

1. Principle of community exhaustion

The European Union follows the principle of regional exhaustion of intellectual property
rights (also known as principle of Community-wide exhaustion). The development of the doctrine of
Community-wide exhaustion was a compromise between national and international exhaustion.
According to the principle of Community-wide exhaustion, once a trademarked product has been put
on the market in a particular member nation, then it can no longer rely on national rights to prevent the
importation of the product from that country into another member nation.

Since the adoption of the Treaty of Rome (what is so called EC Treaty) issues regarding
trademark exhaustion have been at the center of discussion in Europe because of the impact on the
control of economic distribution. In the very first years of the European Economic Community (EC),
the European Community Commission and the European Court of Justice argued that the exclusive
rights granted by national laws to trademark owners could be an obstacle to the creation of a unified
internal market, and the result of the debates was the establishment of the Community exhaustion of
right. The EC Treaty, as applied by the European Court of Justice (ECJ) and the European Community
Commission (Commission), has done much to facilitate parallel importation.319

According to the principle of Community exhaustion of trademark rights, the owners exhaust
their trademark rights in that jurisdiction with a volitional transaction or purchase. In other words, the
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jurisdiction whereby the product has been purchased volitionally for the first time is the place where
the trademark rights towards that product is exhausted. Another issue concerns the exhaustion of
trademark rights in EU is that whether or not the principle of international exhaustion exists in
European Union. This issue was simply decided following the judgment in the Silhouette case where it
was ruled that the Trade Mark Directive provides only for EEA-wide exhaustion, rather than
providing for international exhaustion.320 Similarly in the Sebago case, even if the shoes were first put
into circulation outside the EEA with consent, Sebago could still use its trademark rights to prevent
further marketing of shoes within the EEA. 321

Whether or not a trademark owner can be deemed to have given consent to the marketing
within the EEA of a batch of products imported from outside the EEA on the basis that he had
consented to the marketing within the EEA of other batches of identical or similar products. Also,
whether Sebago had exhausted its trademark rights in batches of identical or similar goods by
consenting to the marketing of one batch of the goods within the EEA. Both the ECJ and the Advocate
General stated that the principle of exhaustion of trademarks in the EEA relates only to the individual
goods or batches of goods, not to whole product lines. By merely putting a product onto the market a
product bearing the trademark, Sebago did not lose the right to protect its trademark on other
consignments of identical or similar goods which had not yet been placed on the market within the
EEA.322

2. The harmonization between national law and community law

The EC Treaty is used to replicate the market of a Member State across the entirely of the
Europe community. As certain Member States had applied national exhaustion of rights principle in
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the past, the provisions of the EC Treaty (particularly, articles 28 and 30) have extended the scope of
the national exhaustion of rights principle to the Community-wide exhaustion of rights principle.323
Therefore, the exclusive rights that the trademark owners conferred must be harmonized with the
principle of free movement of goods in the community market.

After the Silhouette case there was change of the national laws of the EU members.
According to the ECJ decision in this case there were two main issues that contributed to the process
of harmonization between the national laws and Community law in intellectual property rights aspect.
First, the ECJ held that national rules providing for exhaustion of trademark rights in respect of goods
put on the market outside the EEA under that trademark by the proprietor or with his consent are
contrary to art 7.1 of the Trademark Directive. With this issue, the Directive could not be interpreted
as leaving open to the Member States to provide in their domestic law for exhaustion of rights
conferred by a trademark with respect to products put on the market in non-member countries. In fact,
countries understood and applied Article 7.1 differently when some Member States provided for
international exhaustion while others provided for community exhaustion only. 324 As a result,
differences applied from Article 7.1 would inevitably give rise to barriers to the free movement of
goods and the freedom to provide services in the Community market.325 The ECJ explained that by
the establishment of trademark rules through the Community, the Directive did not leave any scope
for the Member States to apply a rule of international exhaustion of an individual basic.326

Second, the ECJ held that subject to the interpretation that made by the national court, in
conformity with community law, Article 7.1. of the Trademark Directive could not be interpreted as
meaning that the proprietor was entitled, on the basis of that provision alone, to obtain an order
restraining a third party from using his trademark for products which have been put on the market
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outside the EEA by or with the proprietor consent. Therefore, in order to prevent the parallel imports,
the trademark owner could use Article 7.2 as a useful tool to protect their legitimate rights from an
infringement.327

C. Concerned issues in parallel imports of trademarked goods

1. Theory of implied consent

In order to solve a parallel import case in the Europe, the first element the court takes into
account is whether the products are market by or with the consent of its owner. Therefore, the central
issues are what does consent mean and whether consent has to express, or could it be implied? If it
could be implied, in what circumstances could it be implied. An important exception consent is that
when products are placed on the market under a compulsory-licensing order, they may not be traded in
parallel.328

Regarding the issue of implied consent, the laws on consent for resale products in other
Member States have been interpreted in two different schools.329 In the United Kingdom consent for
resale of trademarked products in the form of an incidental license could be implied from the purchase
of trademark-protected goods, unless that license was specifically withheld at the time of sale.
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Meanwhile, the national law of Germany represents another approach, where consent for resale of
protected goods deemed not to have been given at the time of the first sale of those goods, unless the
intellectual property owners expressed the consent. For other Member States, their national provisions
on consent for resale are come somewhere between the two interpretations.

From the theoretical point of view, if products previously placed outside of the EEA and later
imported back into the market without the consent of owner, then the owner can prevent parallel
importer from importing those products into the EEA market. From its rulings, the ECJ has solved the
problem case by case with important cases in this area. In the Davidoff (1999) case, for instance, the
ECJ setup one of the most important requirements of implied consent. In Davidoff, the ECJ said:

…consent must be so expressed positively and the factors taken into consideration in finding
consent must unequivocally demonstrate that the trade mark owner has renounced any
intention to enforce his exclusive rights. 330

From this decision consent can be interpreted as only being implied when the seller’s
intention to give consent is “unequivocally demonstrated.” Accordingly, implied consent cannot be
inferred in the following situations:

First, implied consent cannot be inferred from the fact that the trademark proprietor has not
communicated to all subsequent purchasers of the goods placed on the market outside the
European Economic Area his opposition to marketing within the European Economic Area;
second, implied consent cannot be inferred from the fact that the goods carry no warning of a
prohibition of their being placed on the market within the EEA; third, implied consent cannot
be inferred from the fact that the trademark proprietor has transferred the ownership of the
products bearing the trade mark without imposing any contractual reservations and that,
according to the law governing the contract, the property right transferred includes, in the
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absence of such reservations, an unlimited right of resale or, at the very least, a right to
market the goods subsequently within the European Economic Area.331
In the litigation between Honda Motor Co Ltd v Nesham and others (Honda case) (2008),332
the trademark rights of Honda in the United Kingdom are held to be exhausted by sales made by
Honda Australia. Also in this case, the court followed the interpretations in the Davidoff case on the
issue of the implied consent.

The main concern of this case related to the sale of Honda motorbikes through Honda
Australia to Lime Exports which in turn imported the bikes to the UK and resold to the consumers by
KJM. The judge held that when Honda Australia sold large quantities of new motorcycles to Lime
Exports without any conditions as to the identity or location of onward purchasers, this was consistent
only with its consenting to the bikes being resold to any purchaser outside Australia. There was no
reason for distinguishing between purchasers based in the EEA and purchasers based anywhere else in
the world. If Honda Australia gave consent for the bikes to be resold anywhere in the world except in
Australia, then this included consent to their being resold anywhere in the EEA including in the
United Kingdom.

For a long time a business relationship existed between Honda Australia and Lime Exports,
and during that time, there was no restriction on sales from Honda Australia. The judge held that sales
made without restriction to a dealer that sold bikes to the trader was, by its very nature, an act
implying consent to further sale within the EEA market and to customers in the UK.333 In other words,
Honda in this case has recognized of the long time existence of the trade but has made no restriction
on that trading of Lime Exports. Indirectly, an implied consent has been made from the silent of
Honda Australia side.
331
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According to the ECJ the consent of the trademark holder needs to be “unequivocal
demonstrated” for there to be exhaustion similar to the earlier case - Davidoff. However, implied
consent could be unequivocal since “a proved act which is consistent with consent and inconsistent
with the absence of consent establishes unequivocal consent.”334

2. Contractual restrictions

The place where the products were first put into circulation with or by the consent of the
trademark owner is important in determining whether or not trademark rights have been exhausted.
Contract restriction is not the proper method to avoid the exhaust status of trademarked product unless
a contract means that the products were not put on the market (i.e. when the products manufactured by
the licensee) or were not manufactured by or with the consent of the owner.335
In the Coty case (2010)336 , the trademark owner found that his trademarked tester products
were sold on the EEA market, particularly on sale in a German retail chain. This retail chain was not
an authorized retailer and had acquired the tester perfume bottles from a Swiss company called Simex.
This Swiss company in turn appeared to have sourced trademarked products from Singapore, where
Coty had originally sent them to an authorized retailer.

The case was brought to a court in Germany for trademark infringement against Simex. As
the defendant, Simex argued that Coty consented to the tester perfume bottles being marketed within
the EU. Sharing the same point of view, the German court held that Coty had already provided the
same types of tester perfumes to its authorized retailers in the EU. Therefore it had consented to such
products entering into the EU market, even where the tester bottles in question came from outside of
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EU. Based on that, the German court held that the trademark rights of Coty had been exhausted
according to Article 13.1 of the Community Trademark Regulation and Article 7.1 of the Trademark
Directive.

Coty, however, did not agree with the conclusion that made by the lower court and appealed
the case where the appellate court doubted the lower court's findings and referred to the ECJ for
guidance. From the guidance of the ECJ the exhaustion status of trademarked products cannot be
applied for the whole product but rather in individual items or particular batches. As such, it was not
right to regard Coty's rights in the tester perfume bottles in Singapore authorized retailers as having
been exhausted mainly because other testers which bore the same brand were already being provided
to authorized retailers in the EU. In this case, the testers in question were imported from Singapore
(outside the EU market) and were put on the market in the EU by Simex. As a result, the consent issue
became clear when Coty consented to Simex to put the tester perfume bottles which were imported
from Singapore into the EU market.

The ECJ had pointed out that there had been no implicit consent of the trademark owner. In
this case, as to the tester perfume bottles, Coty had its contractual restrictions when explicitly showed
with the clearly marked "Not for Sale" on the package of these tester bottles. This means that the tester
products were not for sale and by the clearly marked Coty has already been precluded a finding that its
trademark rights had been exhausted. In other words, the markings on the tester packaging clearly
indicated that Coty did not consent to the sale of the testers in the EU or elsewhere. Therefore any
further commercial exploitation on the tester products was considered as trademark infringement. 337

3. Packaging

Selling products in a specific market that is different from that for which they were originally
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designed and marketed usually requires a change in the packaging of the products. When products are
imported from the country of origin to country of importation, in order to make the products saleable,
parallel importers have to change the packaging of the products. Depending on different situations, the
parallel importers can choose the relevant method that fits the most practical condition. In other words,
repackaging is the method in which a parallel importer acquires a product placed in the market,
replaces the container in which the products were sold in export country, and reaffixes the trade mark
before marketing in the market of importing country. The legal terminology of packaging used for
general falling into the following categories: repackaging, re-labelling, re-boxing, over-stickering, and
de-branding. 338 These are defined in the following ways:

1. Re-labelling is the method which according to that a parallel importer replaces the outer
packaging of the products and reaffixes another trade mark, under which the very product is
sold in the Member State where it is going to be marketed;

2. Re-boxing is when a parallel importer retains the original internal packaging of the
products but adds a new exterior carton printed in the language of the Member State of
importation in order to put the products into the market of the importing country.

3. Over-stickering is a method in which a parallel importer keeps the original internal and
external packaging of the products but adds an additional external label printed in the
language of the Member State of importation; and

4. De-branding is conducted when a parallel importer sells the goods after their original
trademarks have been removed and not replaced.339

In order to sell goods in a market from that originally planned, parallel importers often change
the packaging of the products. As to pharmaceutical products for instance, warnings and related
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information leaflets in addition to the packaging must be changed in order to comply with specific
regulatory requirements, local healthcare product provisions, and they should also have these
translated into the local language. These requirements may also be controlled by what the market
tendencies are in the jurisdiction in terms of consumer preference and history of using the products.340
In fact, situation when certain drugs are sold in different packing formats in different country member
is quite popular. In many instances the trademark proprietors opposed the importation when the
importers repackaging the trademarked products.341

For example medicinal product M is packaged with 50-100 tablets for sale in country A.
However, in country B people are familiar with this product being packaged in smaller amounts, for
example, 10-20 tablets. In this case the repackaging by a parallel importer involves a change in packet
size of the products. If a parallel trader buys the medicine from country A to resale it in country B, the
parallel import trader is required to repackage the medicine in the standards of country B. During the
repackage process, if the requirements of the package are not strictly followed then quality of the
products would be damaged. Therefore, not only is consumer expectation unsatisfied but also their
health is not protected by the use of these repackaged products. The goodwill of the trademark can be
damaged by the failure of repackaging. In such a situation, parallel importation should be stopped
because a trademark owner has a legitimate reason to oppose the further commercialization of the
products in the country of importation.342

In dealing with parallel imports related cases, the courts always base on the basic functions of
trademarks. On the one hand, the quality function of trademark is a guarantee to the consumers that
the quality of the products as they have expected when going to purchase the products, which also
says about the identity of the trademarked products origin. Therefore, consumers can distinguish
without any risk or potential of being confused or misled from a different origin.
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On the other hand, the origin function of a trademark guarantees to the consumers that the
products they buy are genuine and legally placed in the market. Moreover, the products that are
offered to consumers are guaranteed in quality not any products that are previously unauthorized
interference by any third person in such an inappropriate manner that affect to their original
conditions.343 Therefore, based on the granted exclusive rights of the trademark, the owner can oppose
further commercialization or any use of the product which is liable to impair the origin function of the
trademark.
In Hoffmann-La Roche v. Centrafarm (1978),344 Hoffmann brought an action for infringement
of its German trademark when the company Centrafarm obtained drugs in the UK which it then
repackaged (to comply with German packing requirements) before selling the products in the German
market with Hoffmann’s trademark. Hoffmann argued that the repackaging interfered with the
essential function of the trademark, namely the indication of the origin and guarantee of the quality of
the trademarked products. 345 The ECJ held that the trademark owner could not impede the
repackaging of the product without artificially partitioning the market.346 However, the repackaging
activity should have been done in a way that users were not confused and that the original conditions
of the product are not affected negatively. In particular the parallel importer should have indicated on
the box that the goods were repackaged and by whom. Also, the importer should notify the trademark
owner of its intention to repack. Absent of these conditions, the trademark owner was entitled to
oppose repackaging.347

In some situations, repackaging of the products is unavoidable for parallel importers,
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especially when the products are pharmaceutical products. Because of the importance of the products
to human health, the ECJ in a pharmaceutical parallel imports, holding that pharmaceutical trademark
owners could restrain the further marketing of their products which have been repackaged, unless the
parallel importers have to meet the basic requirements of repackaging. 348 These requirements are
stated as followed:

(1) The use of the trademark right by the owner, having regard to the marketing system which
he has adopted, will contribute to the artificial partitioning of the market between Member
States;

(2) Such repackaging is necessary to gain effective access to the market;

(3) There is clear identification of the manufacturer and importer on the pack;

(4) The repackaging cannot adversely affect the original condition of the product;

(5) The presentation is not liable to damage the reputation of the trademark owner; and
(6) The trade mark owner has been given prior notice. 349

With regards to the repackage issue, the parallel importer bears the burden of proving
compliance with conditions. The parallel importer has to make sure that the presentation of the
repackaged products must not be such as to be liable to damage the reputation or the goodwill of the
trademark proprietor. The main sticking point is to which extent it is “necessity” to repackage. In fact,
these conditions are applied and construed case by case by the ECJ. In the field of pharmaceuticals,
the issue raised in parallel trading extended to allow for the unauthorized relabeling of branded drugs,
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and to unauthorized repackaging and rebranding of pharmaceuticals where necessary to effectuate the
free movement of the goods in question. 350

Repackaging could cause damage to imported products because during the repackaging
process, the importers do not follow the technical requirements or procedures. When the repackaging
is not carefully conducted, the consumer could be misled about the source or the origin of the
trademarked products. Therefore, repackaging could damage the quality of the products. Furthermore,
damage to the trademark the repackaging may give consumers the impression that there is a
commercial connection between the importer and the manufacturer, or that the importer is part of the
official distribution chain.351 In such a situation, the goodwill of the trademark holder could be
decreased.

There is high potential risk that problems can occur during the repackaging of products,
especially when these are pharmaceuticals which in nature has a close effect on human health.
Recognizing that repackaging is an important issue; however, Member States cannot prohibit the
repackaging of the products or allow the trademark owner to prevent its occurrence. If so, Member
States are going against the principle of free movement of goods in the common market. In order to
ensure the repackaging of the parallel importers, Member States have their national law or regulations
to deal with the issue. In order to sell or put the products into a state market the distributors have to
follows these provisions.
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4. Quality control

A trademark cannot perform its fundamental functions unless it is under the control of a
single undertaking in a specific territory.352 In fact, there are situations when the trademarked products
are manufactured and put into circulation by a licensee, a parent company, a subsidiary of the same
group, or an exclusive distributor.353 When trademarked products enter the market by the other person
but not by trademark owner and if they are economical linked, then it is be considered that the
products are put into the commercial with the trademark owner’s consent.354 The consent of the
trademark proprietor can be seen as an approved action manifesting with the further
commercialization of the products bearing the trademark.

According to Article 7 of the Directive, the trademark holder can oppose the further
commercialization of the trademarked products when the products were put into the market without
his or her consent. The owner can rely on the facts that the products bearing the trademark were
manufactured out of his or her control or the manufacturing was not obey the specifications which
required by the owner or with its legitimate authorized person to prevent parallel importation. In such
a situation, the trademark’s source function as well as trademark’s quality assurance function of the
products was placed under a high pressure of being infringed.

In addition, in considering the trademark functions, the products bearing the same trademark
probably having same quality. Therefore, if the trademark bearing products of a producer differs in
quality between one market and another, then trademark proprietors can use their exclusive rights to
prevent such a importation. The reason that trademark owner base on is different in quality of the
products can confuse consumers. On the contrary, trademark owners cannot exercise their rights to
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oppose parallel imports when the goods are not different and trademark functions are sufficiently
fulfilled.

The control of the trademark owner over the quality of goods is not always directly performed.
In fact, sometimes the owner does not have the actual exercise of that control. When there is a license
between the trademark owner and licensee the control of the owner is not directly but by the terms and
conditions in the license agreement. As a result, the licensor can control the quality of the licensee's
products by including in the contract clause a requirement the licensee to comply with his instructions
and giving him the possibility of verifying such compliance. 355 According to the national legal
provisions, a licensor is allowed to oppose importation of the licensee’s products on grounds of poor
quality.

The responsibility for quality control of the licensors is required when they tolerate the
production of poor quality goods. In such a situation the question arises as to whether or not the
principle of exhaustion applies to the licensee’s goods that do not comply with the quality standards
stipulated in the licensing agreement. The answer to this question is most likely negative. In the first
place, the trademark owner will not agree or give consent to the marketing of inferior quality products
manufactured by the licensee because the inferior quality products would damage the goodwill of the
trademark. In the second place, the expectations of the consumer as to trademark that the poor quality
products bearing had fail. The legitimate benefit of the consumer, therefore, is not guaranteed when
the inferior products are put into the market under the trademark. The essential functions of a
trademark are impaired in this situation.356

The trademark rights constitute an essential factor in the system of unfair competition which
is the target of the legal provisions. Under this system, the trademark owners attract and keep
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customer by the quality of their trademarked products, which also help consumers identify and
distinguished products or service supplied by this undertaking from others in the same market. Basic
functions of trademarks are the source of origin and quality guaranteed, which constitute a guarantee
that all the products that bear that trademark are produced under the control of a single producer to
which responsibility for their quality may be attributed use.357

The primary function of trademark is to indicate commercial origin of the trademarked
products and to prevent any confusion of the public or consumer. Accordingly, when goods have been
manufactured and marketed independently they would have no common origin if there were no quality
control for them. When there is no quality control between the goods that are produced by licensor and
the one manufactured by licensee then it is possible to invoke trademark rights to prevent the
importation of products bearing identical or similar trademarks that might create consumer
confusion.358 As such, the E.U. provision on quality control not only protects the goodwill of the
trademark proprietor but also protect consumers from being misled or confused or from purchasing
non-genuine products.

D. Summary

In general, the EU applies the principle of regional exhaustion of trademark rights, under
which parallel importation of trademarked goods which have been placed into circulation within the
EEA market, is allowed. However, the proprietors have their right to prevent parallel imports of their
goods even when the imported products are genuine with respect to the products which have been for
sale outside of the EEA. In cases of parallel imports within the EEA market, the parallel importers
have to follow many regulations and guidelines in practice of the EU in trademark field in order to
avoid legal actions that may be carried out by the proprietors. Nonetheless, even parallel imports
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between the Member States of the EU may be prevented or detained when parallel importers do not
follow the requirements or violate the legitimate reasons which are depend on case by case basis.
Furthermore, in order to prevent trademark proprietors and distributors restricting the sale of products,
the agreement between members must pass the test of non-restriction of competition within the EEA
market.

The consent of the trademark proprietor for the further commercial exploitation of
trademarked products is necessary in parallel imports cases. However, consent for some product does
not mean consent for all products. It means that, the consent of trademark owner to one batch of goods
necessarily implies with respect to all like batches of goods. Also, the implied consent theory is used
sometimes in cases when the products were first placed outside the EEA market and then any third
party want to import those trademarked products to the Community market. According to ECJ’s
decision, in such a situation, the consent must be expressed. If parallel importers refer the consent as a
implied one, then he or she has to prove consent was implied through the trademark owner’s action.

III. Parallel imports and trademark law in Japan

Compared to the United States and European Union, the cases in Japan related to parallel
imports are relatively less in number.359 With respect to parallel imports of trademarked goods, there
have been cases that refer in which direction the Japanese courts now want to lead and how they solve
the issues related to parallel importation. While parallel imports occurred in the United States and the
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European Union long time ago, the history of parallel importation of trademarked goods in Japan
occurred in the 1960s, when the courts held infringement in a number of cases. 360

A. Introduction to Japanese statutory provisions on parallel imports

1. Introduction to the Japanese Trademark Act

Japan follows the “first to file” principle on trademark which is also known as the
“registration principle”.361 The Japanese Trademark Act (JTA) does not grant an exclusive right to a
trademark application until that trademark is registered with the Japan Patent Office. A trademark
right is granted when a mark is registered at the patent office. The registration allows the trademark
owner to use the mark continuously.362 Therefore the trademark owner has the right to prohibit the use
of a similar mark registered for similar goods or service. Furthermore, the registration of the
trademark allows the holder to request for compensation or to sue a third person for intentionally
infringing on the rights of the owner.363

According to Article 25 of the (JTA), the trademark holder shall have an exclusive right to
use the registered trademark in connection with the designated goods.364 Acts of “use” of the holder of
a trademark right with respect to a trademark as defined in Article 2(3) of the JTA are acts of applying
the trademark on products or packaging of products, displaying or distributing trademarked products,
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advertising.365 Meanwhile, acts of trademark infringements are provided under Article 37 of the JTA.
This article also provides that import goods that bear any marks confusingly similar to registered
trademarks constitute a trademark infringement.366
Under the JTA, there are no provisions explicitly dealing with parallel imports.367 Neither
Article 25 nor Article 37 of the JTA could be applied to the act of importation of parallel importers
and such an act does not violate any rules. All the decisions so far which relate to parallel imports of
trademarked products have been made by the courts. This is also a different point in jurisprudence
with respect to parallel imports and exhaustion of rights between the U.S, the E.U and Japan.

2. Courts decisions in parallel imports

a. The Parker decision

In Japan, the parallel importation of genuine products was considered as legal and through
case law the courts and administration have already paved the way for such goods to be legitimately
imported into Japan by importers.368 The ruling in the Parker case (1970) 369 created a turning point in
dealing with parallel imports of trademarked products into Japan.370

In this case, Shrilo was the sole import distributor of Parker Fountain Pens in Japan. The
plaintiff company was NMC which had obtained original pens from Hong Kong and imported them
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into Japan. Shrilo asked the Customs Office to stop that importation. The case after that was brought
to the Osaka District Court.

The Court in the Parker case based on the basic function of trademark in determining whether
an act was deemed to infringe on a trademark right. The JTA is designed to guarantee the source of
origin and the goods quality as well. Furthermore, the purpose of the law is to protect the goodwill of
the trademark owner. At the same time, the trading pattern is sought to be maintained so that
customers can make a purchasing decision accurately based on the source of products, thus protect the
interests of the consumers. After examining how parallel importation of Parker pens affected the
interest of related parties and considering the trademark functions in this case, the Osaka District court
concluded that the JTA was intended to guarantee the source of origin and the quality of good as well
as protect the goodwill of the trademark owner.371 The act of importation by the importer did not
violate the provisions in the trademark law system. In this decision, the Osaka District Court
concentrated upon two major functions that a trademark contains, namely the "function of indicating
origin and ownership" and the "guarantee function.” The Court stated:

…these functions are the subject of protection and protection is not only for the benefit of the
trademark owner but also for the benefit of the public at large. It can be said, therefore, that
trademark law as compared with other areas of industrial property protection is characterized
by its very strong and common interest aspect. The scope of protection is also limited by
public policy considerations within the framework of the principle of registration, even
though basically a trademark can be characterized as a private property right…372

In its decision, the court based on the main purposes of trademark law, which stated in Article
1 of JTA that the law protected the goodwill of the owner and the benefits of the consumer, for its

371

Christopher Heath, “Decision of The Intellectual Property High Court, 27 April 2010, Itochu v. Royal,”

IIC Vol 42, 240-242.
372

Osaka District Court, 27 Feb.1970, 2 ICC 325-326 (1971).

126

decision.373 First, the goodwill of the trademark owner is created after a long progress by the usage of
the trademark. Moreover, goodwill of the trademark is also a tool to which consumers are able to
distinguish products manufactured by the actual producer from others. Second, the Trademark Act of
Japan aims to prevent consumers from being misled or confused when showing that the source of
goods is not identical. Thus, the goods available on the market achieve a certain level of quality, and
consumers can more easily purchase a desired product.

Also, the court took the position that parallel imports were permissible as long as such
functions of the trademarks were not impaired. From this position, the act of importing and
distributing the genuine Parker pens was seen as substantially legitimate from the perspective of
trademark law’s view of the essential meaning of trademark protection. It was found that, the
functions for indicating the origin and guaranteeing the quality of the trademarked Parker pen was
maintained.374 Therefore, the act of parallel importer did not constitute infringement.375 The Osaka
District Court held that the sole agency of Parker in Japan (plaintiff) had no right to block the parallel
importation of authentic Parker Fountain Pens into Japan based on the Japan Trademark Act.376

The rulings of the Osaka District Court opened a trend for the parallel importation of
trademarked goods.377 This case also introduced the theory called the “trademark function doctrine”
for parallel imports of genuine trademarked products. After this decision, the Japanese Courts have
applied the trademark function doctrine from the Osaka District Court decision in treating parallel
imports of goods bearing trademarks.
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b. The Fred Perry decision
The decision of the court in the Parker case378 focused on the trademark functions in
determining the legality of the parallel imports genuine goods. The Fred Perry case (2003)379 marked
an important turning point in respect to parallel imports with the decision of the Supreme Court. This
is considered as the most authoritative Japanese ruling on trademark exhaustion because it is the first
decision s given by the Supreme Court on that issue.380

In this case, the Supreme Court of Japan developed an interesting conclusion concerning the
parallel importation of genuine trademarked products. In the ruling, the Supreme Court confirmed the
concept of parallel importation of genuine trademarked products, by stating that importers of such
products would not be liable for trademark infringement when the following requirements were
satisfied:

1) The foreign trademarks were legitimately placed by a licensee who was granted a license
under a trademark agreement with the owner of the licensed trademarks or its exclusive
licensee;

2) The foreign trademarks indicate the same source as that of the registered trademarks in
Japan; such fact can be presumed by the fact that the owner of the foreign trademarks is the
same as the owner of the registered trademarks in Japan or otherwise he or she can be
regarded as the identical person as the trademark owner in Japan legally or economically; and
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3) The trademark owner in Japan is in a position to directly or indirectly manage the quality
of goods bearing the foreign trademarks. 381

In other words, the parallel importation of trademarked products was not substantially illegal
when it satisfied the above-mentioned conditions. From this decision, the Supreme Court of Japan
followed the trademark function doctrine in the Parker decision. Accordingly, the Osaka District
Court applied this doctrine where the function of a trademark was not considered to be damaged by a
parallel importer’s action when: (a) the parallel imports product was a genuine product with a genuine
trademark; (b) the trademark owner in a foreign country was identical to the trademark owner in
Japan; and (c) the quality of the imported products was equal to that of the Japanese products.382

However, the situation in the Fred Perry case differed from the Parker case. The products in
question in the Fred Perry case were manufactured by a contractor with the licensee out of the license
agreement. The main problem in this case concerned whether the Japanese trademark owner could
stop the importation of licensed products that were manufactured under a license granted outside
Japan by a trademark licensee outside the scope of the license agreement territory without the consent
of the trademark owner. This also led to another issue when the products in question had a licensed
trademark fixed and appeared to have been manufactured by an authorized licensee.

The Supreme Court followed the trademark function doctrine, and held that an imported
product which had been manufactured by a licensee in violation of a trademark licensing agreement
would not be considered to be genuine. When a third party imports products bearing the same
trademark with the registered trademark in Japan without the consent of the mark owner, then that act
is deemed trademark infringement. In other words, if the products are subcontracted by the licensee
and manufactured outside the agreement territory without the consent of the trademark owner, then the
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importation of such products is illegal. Therefore the act of parallel importing is considered as a
trademark infringement.

The Supreme Court reasoned that the source of the imported products was misrepresented and
did not meet the source function requirement. Moreover, the imported products were manufactured
outside of the quality control of the trademark owner. Therefore, these goods did not meet the third
requirement. In addition, the Supreme Court supported such findings concerning the lower courts
finding that importers had a duty of care to ascertain whether prospective imported goods were
qualified as genuine goods. Indeed, according to the decision of the Japan Supreme Court:

…in the case of so-called parallel import of genuine goods which satisfies each of the above
conditions, there is no substantive illegality and no impairment of the functions of the
trademark, which are to indicate the goods’ origin, guarantee the good’s quality, and to
protect the business reputation of persons using trademarks as well as the interests of
consumers.383

Recently, the debate over parallel importation focuses on the extent to which a trademark
owner should be allowed to maintain control over its own brands. By using its trademark rights in a
country (or group of countries that can be defined "national") trademark owner restricts the
importation of goods into that country after the goods have been put on the market somewhere else by
or with the mark owner consent. Consent of the trademark holder is an issue which should be
considered carefully because it decides the legality of the first sale of products. Whether it is implied
consumption consent or must be expressed consent the parallel importers have to be proven in some
circumstances.

Consumers usually purchase genuine products with their expectation that the goods are sold
or distributed through authorized distribution channels overseen by the trademark owners or their
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licensees. Unwary consumers are surprised that their "genuine" products do not carry the warranties
and service guarantees that accompany typical authorized sales, or that rebates offered to purchasers
of authorized products will not be extended for their "genuine" purchases. More importantly, the
problem of public health and safety concern occur in these similar cases. In fact, many pharmaceutical
companies have prevented the parallel imports of medicinal products. The standard of the products
designed for different markets are usually not the same. In many cases goods which are sold in this
country do not comply with the safety standards and quality criteria of another country may harm
unwitting purchasers. Improper handling, packaging, or storage by unauthorized distributors may lead
to spoilage or damage because the quality standards are not controlled.

3. Guidelines concerning distribution systems and business practices

In 1991, the Japan Fair Trade Commission (JFTC) enacted the Guidelines concerning
distribution systems and business practice in Japan under the Anti-Monopoly Act. These guidelines
again confirmed that importation of genuine products do not infringe upon any trademark right.384
These guidelines do not apply for non-genuine products. If the imported products being sold in the
domestic market were counterfeit products, the trademark owner could request Customs to stop the
violator from selling such trademarked products on the ground of trademark infringement.385

The guidelines also prohibit acts that considered as unreasonable obstruction of parallel
imports. Accordingly, these acts are prohibited: (1) preventing any parallel importer from purchasing
genuine products in overseas markets; (2) restriction on distributors’ handling of parallel imports
goods; (3) restriction on wholesalers of selling the product covered by the contract to retailers
handling parallel import goods; (4) interference with marketing of parallel import goods by alleging
them as counterfeit except a direct supplier to an exclusive distributor, (5) obstructing transaction of
384
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parallel import goods; (6) refusal to conduct repairs or the like on parallel import goods; or (7)
obstruction of advertising activities for parallel import goods.386

B. Principle of exhaustion of rights under Japanese trademark law

In the context of trademark rights, the United States, the European Union and Japan follow
different regime of exhaustion. The European Union follows the principle of regional exhaustion. The
U.S. applies the principle of international exhaustion. Japan, has no explicitly provision on exhaustion
of trademark rights, but from the case law, follows the principle of international exhaustion. In its
jurisdiction, Japan is driven by the trademark function doctrine, which determines the shape of its
general exhaustion rule.387 In the BBS case (1995)388, the court ruled that international exhaustion
applies in the field of trademarks, unless, through licences, is otherwise agreed.

Japan had already applied the concept of international exhaustion in the Parker case. The
Osaka District Court recognized that the parallel importation of genuine Parker pens into Japan was
lawful. The court held that, “although parallel imports may constitute a literal infringement of the
trademark law, parallel imports do not affect the function of a trademark under Japanese law, namely,
to guarantee the source and quality of the goods, they do not harm the business reputation of the
trademark owner and they do not generally mislead consumers.”389
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The Japanese Supreme Court provided a reasoned approach in supporting an international
exhaustion interpretation. 390 The Supreme Court stated that:

(1) Protection of inventions and public interest must be balanced;

(2) Sale of goods is based on the premise that the purchaser of goods acquires everything the
seller has in the goods, and free movement of goods will be hampered if the patent owner’s
license is required every time the patented products are resold; and

(3) The patent owner is compensated for the public disclosure of his invention when he first
sells the patented products and he should not be allowed to make a double profit from the
patented products once they are sold by him. 391

C. Concerned issues in parallel imports of trademarked goods

Parallel importation of goods has the same characteristic no matter where it takes place. Japan
also has to face with the similar problems as the U.S., the EU in resolving parallel import cases, such
as genuine, repackaging, and quality control Nonetheless, the approach of the Japanese courts is
slightly different in which a three-part-test” applied in order to determine when parallel imports are
legal or not. In general, this test has some similarities with the provisions in the law of the U.S or the
EU concerning parallel imports of trademarked products. However, this three-part test in Japan still
has some points are unclear and need to be considered carefully.
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1. The three-part test

The three-part test was developed by the lower courts in order to help the judicial system in
determining whether certain parallel import cases are legitimate. This test had been authorized by the
Supreme Court after the Fred Perry case. Under the three-part test the court decision added additional
duties of care on parallel importers.392 In other words, the onus of proving the imported products are
genuine or counterfeit is on the shoulder of the importers. Consequently, this test helps to limit the
amount of parallel importation goods.393 When considering these conditions, the Supreme Court of
Japan sought to direct activities of the parallel imports of trademarked products into Japan in a proper
way in order to balance the interests of related parties. The trademark owner or authorized distributor
cannot rely on their exclusive rights to dominant or partition the domestic market.

a. Legality of the Licensed Trademark

If the trademark licensing agreement is valid, then the imported products that are
manufactured under the license are also considered to have the same source of origin to those of
owner. In the Fred Perry case, the licensee breached the trademark licensing agreement by violating
the two points: (1) they subcontract to a third party; and (2) manufacture the product outside the
agreement territory without the consent of the licensor. In order to avoid these situations the imported
products have to bear a trademark which:

… is legally licensed by either a person holding the trademark right in a country other than
Japan or by a person who is licensed to use the trademark by the trademark owner…394
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The requirement concerning the legality of trademark licensing agreement is important for
trademark licensing practitioners because it directly affects a determination of whether a Japanese
trademark owner can stop a product manufactured under the subcontract outside of the license
agreement. When this requirement is not satisfied, the examination on trademark functions such as
source of origin or quality function is not necessary.

b. Identity of source

Identifying of source of imported products is determining the relationship between domestic
trademark owners and oversea manufacturers. This could be a legally identical relationship which can
be understood that between them exist the relationship like parent and subsidiary; or between them
exist the relationship in which one of them is the agency of the other. Beside that, the relationship also
could be an economical identical relationship in which that one of them is a part of the other. In the
Fred Perry case, the meaning of identity of source of parallel importation trademarked products is
stated as follows:

…the source of the trademark represents the same source of the registered trademark in Japan
because the trademark owner in a country other than Japan is the same party as the trademark
owner in Japan, or they have a relationship under which they are legally or economically
regarded as the same party…395

In this condition, there are some similarities between this rule in the decision of the Japanese
Supreme Court and the U.S regulation on “affiliate exception.” When the Supreme Court of Japan
regulated “same person” or “be in a relationship where they can be viewed as legally or economically
the same person”. It could be same person when between the oversea manufacturer and the Japan
trademark owner have parents-subsidiary relationship or between them existing a trademark licensing
395
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agreement, they belong to the same affiliated group.396 The main purpose of this condition is to assure
the source of origin of the products. The courts can use this condition to determine whether the goods
are genuine or not. If the imported products are manufactured by a party neither has economical nor
legal relationship with the trademark owner in Japan, then these products are not from the same source
with the genuine ones. This condition also is used to identify if the imported products bearing the
same quality with the products were made for the Japan market The identity of source is important for
consumers when they are aware of what they want to buy and from whom it is manufactured and in
which extent it meet consumers expectation about the product. Also, the identity of the source is
important to trademark owners when base on that consumers could distinguish which products are
made by a specific trademark owner and which are not.
The Converse case (2010)397 was one of the most recent cases that the Intellectual Property
High Court dealt with concerning parallel imports. In this case, the Converse Company assigned the
trademark rights in Japan to Itochu, a Japanese company (plaintiff). Converse entered into a marketing
agreement with the plaintiff. The IP High Court grounded on the conditions that the Supreme Court
ruled on the Fred Perry case to solve the problem in this case. The requirement on identity of source
was not met as there was no economic link between Converse and the plaintiff. The court concluded
that the products that Converse Company imported with the logo Converse constituted a trademark
infringement.

…where products are sold or distributed using a similar or the same trademark as a registered
trademark in Japan, parallel imports of the products formally constitutes infringement of the
trademark rights in Japan. However, where the entity that affixed the trademark to the
products in the foreign country is the same at the owner of the trademark in Japan or can be
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considered to be the same on the account that they have legal or economic ties, the parallel
imports do not constitute infringement of trademark rights.398

In this case, the requirement on identity of source concerns the identity of foreign and Japan
trademark ownership. However, this requirement cannot satisfy when there is no such a legally or
economical identical relationship existing between plaintiff and Converse. Particularly, there is no
relationship as a parent and subsidiary, and they are not related by an agency relationship, therefore,
they cannot be considered as legally identical.

c. Substantially same quality

One of the problems concerning the quality of the products is how to make sure that the
products are the same quality while they were produced in different territories. If products bearing the
same trademark then they suppose to be produced under the control of single undertaking which is
accountable for their quality. In fact, different countries have different conditions on economic, labor
cost, material or ingredients cost, taste of public and consumers. . It is common when products bearing
the same trademark but designed for different market were manufactured in materially or physically
different way. However, the condition on substantially same quality requires the products for Japanese
domestic market and those manufactured oversea by a licensee have substantially same quality. In
order to obtain the same quality it requires:

…the holder of trademark rights in Japan is able to directly or indirectly control the quality of
the goods so that the imported goods are considered to have no substantive difference in quality to the
registered trademarked goods in Japan.399
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The requirement according to the quality of the imported goods is not different from the
authorized goods. If there are no substantial differences in quality between the authentic products and
imported products, then the products in question can be regarded as genuine goods. According to the
JTA, the importation of genuine products is not deemed as an infringement because such imports do
not cause any harm under the trademark function doctrine, namely the source identification and
quality guarantee function.

However, in the Fred Perry case, there were different ways of understanding the requirement
on quality of the parallel imported products. On the one hand, the Tokyo District Court and the Tokyo
High Court found that a breach of the licensing agreement did not make the parallel imports of
trademarked goods counterfeit.400 On the other hand, the Osaka District Court and the Osaka High
Court found that there was an infringement.401 The Supreme Court of Japan, however, agreed with the
Osaka Court when it found the trademark infringement in this case stating:

… the source function of the trademark is harmed by the importation of the disputed goods…
restrictions in the licensing agreement that relate to the country of origin and issues of
subcontracting are also of great importance for controlling the quality of the goods and
ensuring the quality function by the holder of the trademark. The disputed goods, having been
manufactured and marked in break of such restrictions, may harm the quality function of the
trademark, since they could be out of the trademark owner’s quality control and thus be
different in the quality as would be guaranteed by the latter for all goods to which the
registered trademark is attached and that are put onto the market by the defendant. 402
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The Intellectual Property High Court had confirmed the requirement of quality of
trademarked products in the Converse case. In this case, there was a marketing agreement between the
Converse Company and the plaintiff. However, the products manufactured by the Converse Company
and those of the plaintiff were not governed by the same quality control policy although the agreement
included the obligation of cooperation in regards to the promotion of sales. The plaintiff in this case
was not able to control the quality of the products that manufactured by the Converse Company.
Because controlling was not able to conduct then the quality of the plaintiff products is differ from the
imported shoes of the Converse Company. as a result of that, the importation of those products was
considered as constituted as infringement of trademark rights of the plaintiff.403

Nonetheless, the issue on the quality of the parallel imported products will not come to a
conclusion because the Supreme Court’s explanations remain unclear. Therefore, many debates are
continuing on in this issue. In the Fred Perry case, imported products were made in China, in addition,
they were made out of the consent of trademark owner. When products are made without the consent
of trademark owner, then trademark owner can base on that to stop the parallel imports. A lack of
consent means that trademark owners in fact cannot exercise their ability to supervise during
manufacturing of the products in order to ensure that the products pass the quality standards. In other
words, if products were manufactured out of the supervision of trademark owners, the quality of the
products may not be guaranteed, and the owners can claim to revoke the imported products.404

According to the Supreme Court in the Fred Perry case, consent is the possibility of
supervision.405 When a trademarked product has already been placed on the market lawfully it means
that that product is put into the market by or with consent of the trademark owner. The EU’s
provisions provided in Article 7.1 of the Trademark Directive that if the products are placed on the
403
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market without the consent of trademark proprietors then the further distribution of trademarked
products is considered as trademark infringement. Meanwhile, both of the national legislations of the
U.S and Japan do not mention directly on the issue of trademark owners’ consent.

Trademark owners in order to satisfy market requirements usually design different lines of
products to suitable with consumers demand and to satisfy market requirements. For instance, a
Japanese trademark owner can have his or her products made and marketed in a developing country
and these products contain different quality than those for sold in domestic market. In this case, there
would some material differences in products because trademark owner wants his products fit with the
needs of consumers in that developing market. As a result, products manufactured overseas and those
domestically produced can have different quality even though they bear the same trademark..When a
trademark owner is totally aware of the inferior products but still chooses to import or produce them
then he or she cannot base on the difference in quality of the products to prevent the parallel
importation. He or she cannot claim the importation of inferior trademarked products undermine the
function of origin. He or she cannot oppose or prevent other individuals from doing the same. In such
cases, the quality of the imported products is not the main element to identify whether or not
trademarked products are genuine ones. The requirement of substantially same quality therefore seems
still controversial .

2. Genuine products

The genuineness of imported products had previously queried by trademark owners or their
sole distribution as a legal reason to stop of parallel importation. If the parallel importation of the
products does not contravene any of the trademark’s functions and does not impede the goodwill of
the owner and does not cause any likelihood of confusion for consumers then parallel importation is
not unlawful. There are many ways of understanding the genuineness of trademarked products in
parallel imports cases such as follows:
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…genuine (or original) goods illegally distributed by a contractor of the trademark right
owner or the owner of the right of exclusive use. If the quality of the illegally distributed
goods is identical to the original goods, it makes no difference.406

The genuine status of imported products is the most significant element in a parallel imports
case. If the imported products were counterfeit or non-genuine then the importation of these products
is regarded as constituting trademark infringement in Japan. When foreign made products imported
into Japan are genuine then the trademark rights have already been exhausted, and the trademark
owner cannot control the further distribution of the products as Japan applies the principle of
international exhaustion of trademark rights. Since the 1970 decision in the Parker case in Japan,
parallel imports of genuine trademark goods have been considered free from trademark
infringement.407

Under the JTA, there is no provision on parallel imports as well as no definition as to what is
a genuine product. However, after the Fred Perry decision, Japanese courts have based on the
trademark function doctrine in order to determine whether imported goods were genuine by the threepart test. When this test is met, imported products are considered as genuine products.

3. Repackaging and relabeling

Where the imported goods have different qualities to those which are sold in the home
market, the quality guarantee function of the trademark would suggest that there should be no
exhaustion applied for those imported products. Compared to the U.S. and the EU, Japan has less
cases dealing with problem of repacking. Nonetheless, such cases in Japan suggest that repackaging of
the imported products without the consent of the trademark owner may not prevent the rights on these
406
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products from being exhausted. When the trademarked products are non-exhausted the trademark
owner can prevent such importation.

In Japan, trademark infringement occurs when the repackaging leads to a change in the
condition of the goods because it means that such a change is a breach of the quality guarantee
function of that trademark. However, even if the repackaging does not change the quality of the goods,
then it also considered that the act of repackaging constitutes trademark infringement.408 The scope of
protection with regard to repackaging of trademarked products extends beyond the trademark
functions. Thus, with regard to repackaging, Japanese protection appears to go further than what is
needed to protect the trademark functions.409 The Osaka District Court solved the first case concerning
the repackaging in Japan.410 The subject of the repackaged products was the U.S. produced garden
fertilizer. 411

In this case the trademark owner had put in the mentioned fertilizers to market circulation and
distribution. Thereafter this fertilizer was divided into smaller units which were different than the
original format of products. Also these products were attached the trademark that identical or similar
to the registered trademark without the consent of the trademark owner. After all, the small units with
the trademark were put into further commercialization. The splitting into smaller units of the imported
product and marketing them had the negative affects to the exclusive right of use of the trademark
owner, therefore damaged the trademark owner’s interests by impeding faith in the quality of goods.412

First, the Osaka District Court relied on the right of exclusive use of a trademark owner to
explain the exclusive right of use over a registered trademark. From the exclusive rights the trademark
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owner has the right to prohibit any third party from using indication similar to his registered
trademark. These rights are granted to the owner and protected by the trademark law. The trademark
performs the function as an indicator of origin or guarantee, and the quality of the product in some
extent allow consumers distinguish that trademarked products from those of produced by others.

Second, if a third party uses a registered mark, then could damage the goodwill of the
trademark owner. Therefore, the registration procedure of a trademark becomes meaningless.
Trademark law, as a result will no longer be a legal tool that owners want to reference to in order to
protect their goodwill. With respect to a registered trademark, an owner can exercise their rights in the
sense of using their rights and preventing others from selling products The use of a trademark by any
third party which is relied on as an infringement must be a use upon trademarked products which are
not genuine products. Nonetheless, the owner of a registered trademark cannot exercise their rights to
control the further exploitation or distribution of their products after products are legally marketed on
the background that their goodwill is likely damaged unless they have evidences.

In cases where parallel imported goods bearing a registered trademark are repackaged in
smaller packages with smaller quantities, the Japanese courts have ruled that such imports were an
infringement, without considering whether or not the goods were genuine. This conclusion was once
again confirmed by the Tokyo District Court in the Viagra case (2002).413

In the Viagra case, the defendant purchased and imported the Viagra drugs into Japan for
resell. The importer repackaged the drugs into smaller quantities for selling to individual consumers
based on their buying orders. The Tokyo District Court held that the import and marketing of
repackaged Viagra that was manufactured by Pfizer and subsequently repackaged into smaller
quantities could not be recognized as a parallel import of genuine goods because the repackaging was
conducted without the trademark owners consent. Therefore, the use of the trademark Viagra with
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respect to repackaging of this imported drug constituted an infringement of the trademark right.414

Regarding parallel imports of pharmaceutical products, even if the importer could prove that
the three requirements of Fred Perry case are satisfied, he or she still has not yet been allowed to
marketing the products in the market. Under the Pharmaceutical Affairs Law, a license for marketing
must be obtained in order to import drugs commercially for the purpose of marketing the products.
Any importation without the license would be considered as a violation of the law, and this also
applies for import agencies on the Internet.

Although parallel importers may not alter or modify the trademarked imported goods, issues
concerning the genuine nature of trademarked goods also arise in the context of genuine goods that are
repackaged, relabeled or rebranded especially in the pharmaceutical area.415 The points worth
mentioning from case law on repackaging issues in Japan compare with provision and case law on
repackaging issue in the U.S. and the EU. Originating from the different ways of approach from these
jurisprudences, the treatments of repackaging of Japan, the U.S, and the EU are slightly different.

According to the U.S law the parallel importers have to strictly follow the requirements on
repackaging in order to be allowed by the U.S Customs Service. The domestic trademark owners in
the U.S could use the “material differences” to oppose the parallel imports. With respect to the issue
of repackaging in the EU, the parallel importers have to satisfy the conditions according to Article 7.2.
of the Trademark Directive and established in the Bristol-Myers Squibb v. Paranova case. When
repackaging requirements are not performed properly, the trademark owner could prevent the further
414
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commercialization of the imported products. Meanwhile, the courts of Japan have applied the
trademark function doctrine in ruling the case concern with repackaging issue.

4. Quality control

The issue of quality control is one of the most important problems related to parallel import of
genuine products. In order to obtain a permission of parallel importation, both imported and domestic
goods sold in Japan are required to be identical in quality.416 Consumers expect to purchase the same
quality product with respect to parallel imported goods, and their expectation cannot be met when
there is a difference in quality between the genuine products and imported products.

The difference in quality is common when products were designed for selling in different
markets. Whether or not the quality difference is negligible depends on consumer preferences. When
there is a difference in the quality of products between parallel imported products and domestic
products then the importation would not be permitted. In order to prove that products bearing the same
trademark have identical quality, the obligation of parallel importer is to prove that these products are
manufactured under the directly or indirectly control on quality of the trademark owners.

The specific imported goods in the Fred Perry case were produced by a contractor of a
foreign trademark licensee outside of the territorial restriction of the trademark licensing agreement
first negotiated by the parties. At this point, quality control has become important for determining the
legality of the products that were manufactured outside of the territorial restriction of the agreement.
The quality control requirement is not applied to trademarked products that are manufactured by a
licensee or contractor of a foreign trademark licensee outside of the territorial restriction of the
agreement. In such a situation, whether or not the trademark owner can stop the parallel imports of
goods that are produced the out of scope of agreement is a question that must be answered. The
416
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quality control of the trademark owner is the key solution to answer for this question. The control on
quality of products is necessary in protecting the consumer benefit from not buying inferior or low
quality products. Moreover, the goodwill of the trademark owner is protected when the products
bearing the same trademark have the same quality.

By applying the trademark function doctrine from the Parker case, and the three-part-test, the
Supreme Court concluded that goods manufactured in breach of the license agreement lacked in
qualification to meet requirements as genuine goods. Therefore, the Japanese trademark owner could
stop the importation of licensed products that were manufactured out of the scope of the license
agreement because these products were produced out of the control of the owner. The importation
constitutes a trademark infringement according to Japan trademark law when a product manufactured
without the quality control of the trademark owner so that the product cannot be regarded as genuine.

5. Contractual restriction

When there is an agreement between the related parties, the terms of the contract must be
respected and abided by in order to assure the legal status of the products that manufactured under that
agreement. In the Fred Perry case, the court made it clear that imported goods would not be
considered genuine goods unless they were subject to the terms and conditions of the license
agreement. The court clarified the legality of parallel imports is assured only when the imported goods
are genuine goods manufactured by the trademark owner or its licensee to the extent that they meet
lawful requirements.

One of the ways that trademark owners use to make sure that their products have the same
quality is to clarify some limitations or restrictions in the agreements. Limitations of manufacturing
territories and outsourcing arrangements under the license agreement are very significant for the
trademark owner to make sure that the quality of the licensed products fulfills the quality guarantee
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function of the trademark. When the imported goods are manufactured in violation of the limitations
that the parties have negotiated, then the trademark owner can counteract the importation of such
products.

The territorial restriction in the Fred Perry case is a good illustration of the impacts of
contractual restriction to the genuine status of parallel imports products. In this case, between the
licensee and licensor there was a trademark license agreement in which the licensee can manufacture,
sell, distribute contracted products and use the trademarks for the goods within the contracted
territories. Besides, the licensee agreed not to enter into any arrangement with any third party without
the prior written consent trademark owner. However, contractual restriction was violated when the
licensee subcontracted to a contractor to manufacture the licensed trademarked product out of the
agreement territory without the consent of the trademark owner. The Supreme Court held that imports
of products, which are manufactured under an unauthorized sublicense overseas, could not be
recognized as parallel imports of genuine products because the products were manufactured beyond
the scope of a license stipulated by the licensing provisions to which the trademark was applied.417
Thus, the trademark owner cannot perform control or maintain quality of the products, and therefore,
the imported goods cannot be considered as genuine. Any further circulation of these products in the
market is unlawful because they are made without the consent of the trademark owner. Such an import
would harm the function for indicating the source of the trademark.418

When the products exceed the quantity restriction the trademark licensor is entitled to prevent
the importation of the licensed trademark products on the grounds that the exceeding products were
manufactured beyond the scope of the trademark licensing agreement. Therefore these products
cannot be recognized as genuine products because the trademark licensor cannot control the quality of
the products. The importation of the non-genuine products will be regarded as trademark infringement.
The difference in the amount does not matter in this situation.
417
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Another point worth mentioning in the contractual restriction issue is that even concerned
parties can freely negotiate the content of the agreement as well as establish contractual restrictions.
However, if the restrictions impair free trade, then the validity of these restrictions cannot be
considered as legal. The JFTC Guidelines prevents contractual provisions that serve to inhibit parallel
imports.419

D. Summary

In contrast to the US and the EU, Japan does not provide any clear rules in its law on
exhaustion of rights or parallel imports of trademarked products. Therefore the role of the courts is
more important. The approach of the Japanese courts in dealing with parallel importation issue has
many similarities with the jurisprudence in the U.S., namely on affiliated exception or quality control.

The Japanese courts attempt to protect the domestic trademark owners by focusing on the
quality of the genuine products behind the application of the three-part-test. On this issue, there is a
similar point between the U.S law on material or physical difference and the Japanese rule on the
quality of the imported products. Since there is no clear rule provided on parallel imports, the court of
Japan has more room in dealing with cases regarding parallel importation of trademarked goods.

IV. Conclusion

419

JFTC Guidelines concerning distribution systems and business practices, chapter 3.2.

148

By analyzing the laws and practices on parallel importation of the U.S, the EU and Japan,
there are similarities and different points of each national legislature. First of all, both the U.S and
Japan have the regulations on “affiliate exception.” Accordingly, if there is economic or legal
relationship between the foreign manufacturer and the domestic trademark owner then they are
regarded as having an affiliated relationship. In such a situation, the importation of foreign
manufactured products bearing an identical mark with products made in the domestic market is
accepted because the imported products are made under the common control of the owner. Common
control therefore is an important point in determining the legality of the parallel imported products.
When the imported products are produced under the common control, then the quality of the products
is assured and causes no confusion to consumers.

Second, both the U.S and Japan have requirements for the quality of the parallel importation
of trademarked products. However, the approaches of these two nations are different, as results there
are some different issues between them. The U.S courts use the material difference test to identify
whether the overseas made products are qualified to import or not. The vagueness of this test shows
when differences in post-sale service may be considered as material difference and hence a justified
reason to block parallel imports.420 The U.S brand owners seem overuse the material difference test
when employ so often in their fighting with gray market products.421 On the one hand, regulation on
“physical or material differences” ensures that the products are made by one source, no matter where
the products are manufactured, as there is no substantial difference between imported products or
authentic products because they are both genuine products. As a result, the goodwill of the trademark
owner as well as the interest of consumers is protected when the trademark source of origin function
and quality guarantee function are satisfied. On the other hand, the “material difference test” could be
an extravagant rule that creates unreasonable barriers for free trade. The reasons that consumers could
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confuse from the material difference of imported goods sometimes are not convinced because of the
subjectively grounds that trademark owners using.

On the issue of quality of trademarked products, Japan does not have material difference test
like the U.S. Therefore, the issue of quality of trademarked products is still vague in Japan. As this
point, the requirement of parallel importation of trademarked products in the Fred Perry case has a
similar purpose compared to the provision of “physical or material differences test” in the U.S law.
The purpose of the quality requirement is to serve the quality function of trademark when require that
the imported products were manufactured under the control in quality of the trademark owner.

The biggest difference between the U.S and Japan in solving case with regard to issue of
quality of products is that the U.S Courts base on material difference test, meanwhile Japanese courts
base on the fundamental trademark’s functions. These approaches, however, have their own pros and
cons. The U.S material difference test, for instance, seems too vague and wide in scope of applying of
which create barriers for parallel importation. However, when considering quality control as a
measure to assure the standards of the imported product then the scope of this requirement is narrower
than “material difference test” applied in the U.S Courts because such control is considered as one of
the measures to determine the material difference in order to protect the domestic trademark owner.422

In order to import trademarked products into the U.S market when the products do not meet
the “material difference test,” parallel importers can use the Lever-rule exclusion whereby clearly state
the difference between the domestic products and parallel importation products. Consumers can make
their final decision based on the available information on the label of trademarked products. Japan and
the European Union have no such regulations.

The courts of the U.S and Japan mainly focus on protecting consumers from being mislead
when buying parallel imported products especially when there is different quality between genuine
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products and parallel imported products. The ECJ determines the legality of the imported products by
considering if the trademarked products are launched into EEA market by or with the consent by the
trademark owners. Therefore, consent of the trademark proprietors is a significant element that the
courts examine when dealing with parallel imports cases. With respect to the parallel importation of
trademarked products, unless there is a consent or conduct unequivocally indicating such consent, then
no trademarked products can be imported into the EEA market without the trademark proprietor’s
consent.423 The theory of implied consent therefore is a different point between the EU, the U.S. and
Japan.

Regarding the issue of repackaging of parallel importation of trademarked products there is a
similarity between the U.S. and Japan in that two national courts base on the ground of protecting the
goodwill of the trademark owners as well as preventing consumers from being confused. The ECJ, on
the other hand, prevents the trademark owners from artificial partitioning the Community market by
exercising trademark rights against parallel importers and when the repackaging would affect the
original condition of the trademarked products. The parallel importers can prove the necessity of
repackaging of the trademarked products, especially when the trademark owner could restrain the
further circulation of trademarked products which have been repackaged whereby hindering the free
trade between member countries. Also, parallel importers have to prove that the repackaging could not
directly or indirectly affect to the original conditions of trademarked products.

The European Union applies regional exhaustion of trademark rights that originally started
through decisional law on the free movement of products theory which prevents trademark owner
from further distribution of genuine goods which would distort trade among the Member States. Under
this exhaustion regime it will be limited to trademarked products which are first placed within the
Community market with or by the consent of the owner. Consequently, the trademark rights under the
regional exhaustion regime are not considered to be exhausted, with regard to products that are firstly
423
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launched outside the Community market and then imported back into the Community market. As a
result, it is important to identify the first place where trademarked products are first market, when
determining the legitimate of the parallel imported products in the European Union. When
trademarked products are first put into the Community market with or by consent of trademark owner,
then trademark rights are exhausted, and the owner cannot prevent the further distribution of these
products. With regards to trademark rights both the U.S and Japan apply the international exhaustion
regime, regardless the exceptions that they established in solving parallel importation of trademarked
products.424 Consequently, the situations of which trademark rights are exhausted and scenarios of the
further exploitation of those trademark products are not the same in those territories.

From analyzing the provisions and case laws of these three territories, there are many points
that developing countries can learn from in order to apply for their countries. The first point is the
principle of international exhaustion of trademark rights. For the importance of the global free trade to
the development, developing countries should consider the pros and cons of international exhaustion
regime. Second, developing countries should allow parallel imports of trademarked products to solve
their domestic demand. However, it is necessary for developing countries to consider advantages and
disadvantages of parallel imports. Chapter 5 of this dissertation will further analyze the situation of
developing countries and also propose some recommendations.
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CHAPTER 5

PARALLEL IMPORTATION AND DEVELOPING COUNTRIES

I. Introduction

The development of world trade lately has had significant impact on developing countries.
Compared with developed countries, developing countries have faced with many challenges because
of obstacles in economic and legal systems. With the lack in sufficient infrastructure, developing
countries have to deal with many issues including social health care and welfare. Furthermore,
developing nations are incapable of supplying the domestic demand. Such countries have to depend on
imports in various kinds of products, including pharmaceutical products. Importation is a very
important channel for developing countries to meet domestic demand. In relation to importation, legal
systems of developing countries are far from comprehensive, and they many challenges in theory as
well as in practice. As a matter of fact, parallel importation of trademarked products is one of those
challenges. To a certain extent, allowing parallel importation is a good choice for many developing
countries in dealing with the shortage of their capacity of supplying. Besides the advantages of
allowing parallel imports, there are also disadvantages that parallel imports can bring to the importing
country. Because of the significant of parallel imports, to what extent a country should allow parallel
imports is an issue that developing countries must resolve.

Regarding parallel imports there are different policies applied by different countries
depending on each stage of development. Developed countries and regions such as the U.S., the EU
and Japan are generally not open to parallel imports. In contrast, for policy makers of developing
countries, the most important factor is that the openness to parallel imports creates more opportunities
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for consumers to sustain the lowest-priced goods.425 At the same time, many developing countries
allow parallel imports because of social need. Securing access to necessary medicines is one example
of such social needs which impel developing countries to permit parallel imports. In fact, parallel
importation has been one of the main issues at the World Trade Organization in the context of the
relationship between public heath and trade.426

The issue of parallel imports presents a particularly significant policy challenge for
developing countries,427 as it also creates opportunities to import new technological knowledge and
equipment. Once the issue of technological aspect is solved, domestic enterprises in developing
countries are capable of producing more technologically advanced goods for domestic markets.
Developing countries will become more competitive in the market of advanced products.

In fact, large industrial manufacturers usually sell their products in developed and developing
markets at differentiated prices. Many products are sold at different prices in various markets for many
reasons due to the ingredients, the labor costs, transportation methods, the taxation regime or rate of
exchange. In order to gain a benefit from the price differential parallel importers buy the products
from low priced markets and sale in the higher priced market. Parallel importation, therefore, creates a
flow of products between differently-priced markets. With respect to developing countries, designing
national trademark law and parallel imports regime which can most effectively benefit for them in
harmony with the framework of international agreements as well as the situation of the world trade is
a significant task. From the developing countries’ viewpoint, parallel imports of trademarked products
are considered as a significant tool to expand their markets. The goods on the markets are more
abundant with many suppliers, and the prices of the products become cheaper. In addition to economic
effects, parallel imports may contribute to social policies. One good example is the case where parallel
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imports enable access to affordable pharmaceutical products for a large number of consumers because
of the cheaper price of such products.

From the fact that many brand products are produced under a license in developing countries
the overrun products could occur and gray market products would be circulated in developing
countries’ markets.428 The problem for developing countries is how they should deal with an overrun
issue. Developing economies should use lesson from the legal experience of the developed countries
when making their law or regulation on parallel imports.

This chapter first analyzes the economic situation that developing countries presently face,
and how national parallel imports regimes are designed to benefit developing countries within the
context of international agreements. From the fact that in general the legislation of the developing
countries is unperfected then there are some issues have not touched by the current provisions.
Furthermore, the obstacles that developing countries deal with have negative effects on their
development, for example, the incapacity in making laws and applying these regulations into practice.
Second, the recent trends of parallel importation in the developing countries, the Doha Declaration on
protection of public health and the free trade agreements, which contain issues on parallel imports,
will be introduced and construed.

Part III of this chapter discusses the advantages and disadvantages of permitting parallel
importation. Part three analyzes the advantages as well as disadvantages points that developing
countries are cope with when allowing parallel importation of trademarked products. Part IV provides
proposals on the proper treatment of parallel imports in developing countries. First, developing
countries should apply the relevant exhaustion regime on trademark rights so that free trade can easily
have an effective impact on the economic as well as social spheres. Second, developing countries
should legalize parallel imports as a valid channel of importation of trademarked products. Third,
together with allowing parallel importation, developing countries should focus on the regulations of
428
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related issues of parallel imports (i.e. quality control, repackaging, relabeling) in order to develop an
effective policy in their development process.

The last part of this chapter examines the current situation in Vietnam on parallel imports of
trademarked goods as a case study. The second point of this part considers which scenario the law and
policy makers of Vietnam should adopt in order to build better regulations on parallel imports in
particular and intellectual property in general. The deficiency of the current provisions on parallel
imports also will be analyzed. The last point of this part provides recommendations for Vietnam in
respect of its law and other relevant measures.

A. Economic situations of the developing countries

1. Dependent on import in goods

In general, developing countries are incapable of manufacturing industrial goods sufficiently
for domestic demand, and therefore they are dependent on import in goods. Vietnam, for instance, the
trade deficit is $1.7billion in May 2001,429 and much of the deficit was occurred in the industrial fields
such as iron and steel, textile fabric, and gasoline.430 High inflation of the domestic economy is
another element that makes developing countries dependent on importation of products. For example,
Vietnam’s annual inflation rate nears 13.9 percent.431 Meanwhile the Vietnamese government is trying
to control the inflation rate in 2011 to be below 15 percent.432 When the inflation rate of a nation is
high, consumers in that country become more cautious about the price of goods and try to purchase
429
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cheaper products. Imported products that are made by mass-producing industrialized technology tend
to be less expensive. In addition, in developing countries imported products from developed countries
often appeal to consumers better than domestic products with a better taste or superior functions.
Domestic manufacturers encounter a lot of problems in order to survive in domestic markets. For
example, with respect to clothing products sold in Vietnam, domestic products are not only 30-50%
more expensive than imports on average, but also considered to be less fashionable.433 The domestic
industrialization of developing countries consequently cannot be achieved when importing products
filter into their markets. As a matter of fact, not so many manufacturers in developing countries
concentrate on producing for selling in domestic market. Instead, they are mainly exporting products
that do not require high technological features.434

Furthermore, the R& D activities of domestic enterprises are ineffective because of the lack of
technological, capital and human resources. In the meanwhile, developing countries allow foreign
firms to drive out domestic competition by obtaining patent protection and to serve the market with
imports, rather than domestic manufacture. Taking an example of pharmaceutical products, some
developing countries such as India or Brazil are capable in producing generic medicines. But even
these countries are incapable of develop new drugs.435 When domestic manufacturers cannot supply
the needs of inner markets, importation must be an alternative method.
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2. Lower price

When the economic conditions of nations are unequal, the income as well as living standard
of people in different economies is also unequal. Generally speaking, prices of products (except for
technology-intensive products) are lower in developing markets. This situation can be explained by
the existence of many elements, such as cheaper labor costs, cheaper raw materials, and lower
technical machines. Also, the quality standard of products sold in developing countries is not as high
as products that are sold in developed markets. This result is also a reason that consumers prefer
imported products over domestic products.

However, a paradox exists in developing countries in that the prices of certain products are
higher than identical products that are available in developed markets. As stated above, many
developing countries are incapable of supplying their domestic demand so that they rely on importing
products from overseas, and consumers in these markets have to pay higher price for identical
products. The higher price in developing markets is one of the conditions in which parallel importation
occurs. Moreover, the distribution systems are also underdeveloped in developing countries which
explains reason why prices of some drugs tend to be higher in other markets.436 However, where
parallel importation is possible, consumers have a chance to buy imported products from overseas at
cheaper price.

Such situation where identical products are sold at higher prices in developing countries than
in developed countries is occurring in products that are strictly protected by intellectual property rights.
As stated before, pharmaceutical products are examples. Another example is software, Microsoft
Office sells some softwares at higher price in China than in the United States. This is caused by the
intellectual property rights owner’s decision to sell in smaller volumes to higher markups in
developing markets.437 In developing countries where the protection on intellectual property rights is
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weak, only foreign enterprises and government offices are willing to use the legitimate copies.
Meanwhile, in the United States users may be segmented by underlying demand elasticity, therefore
some special users such as students and academic users are offered discounts on the expectation that
they will not re-sell or copy the software.438

3. Fewer domestic manufacturers

In developing countries, small and medium enterprises are popular and they struggle in order
to survive in developing markets where the competition has become stronger. A lack of capital,
together with the absence of technological advancement, makes domestic manufacturers many
difficulties in manufacturing, distributing and selling of their products. Furthermore, domestic
producers are challenged by large and multinational enterprises that primarily are financed on an
international scale. 439 When they manufacture the similar products with different scales, the
possibilities to sell domestic-made products are generally lower than those made by multinational
enterprises.

Some people argue that in order to encourage the development of domestic manufacturers,
parallel importation should be regulated through intellectual property. However, such a suggestion
does not seem to work, considering the strong dependence on imports in general, and the small share
of parallel imports in the whole imports. Namely, if we compare the amount of products from ordinary
and parallel importation, the quantity of the products of the former type is much larger. A ban on
parallel importation would not create a large impact in such a situation. Furthermore, from the position
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of developing countries, allowing parallel importation can bring more positive effects than negative
ones as we will see later.

B. Legal situations of the developing countries

In this section, we will see the characteristics of legal situations in developing countries which
should be taken into account in the consideration of appropriate approach to parallel importation.

1. Weaker regulation for consumer protection

Many developed countries have strict regulations on the labeling of products before they are
put in the market, and this applies to both to domestically manufactured products and imported
products. Consumers have the right to know what is contained in the products. Information from
labels allows consumers to decide what they want to have when purchasing a specific product. When a
product is imported from an overseas market, consumers may not know what really is inside of the
products that they buy because of the language differences. Many problems can occur from a lack of
necessary information of imported products. For instance, consumer expectation cannot be met when
buying an imported product which bears the trademark that is identical with the one attached to a
product they had purchased before. More importantly, when imported products are foods, beverages or
cosmetics, consumer health could be seriously affected when buying such imported products. In such
a situation, importers are responsible for the lack of information in those imported products. In order
to avoid these problems, many countries have strict requirements on imported products. For example,
the requirements of importing food products into the United States are as follows:

Under provisions of the U.S. law contained in the U.S. Federal Food, Drug and Cosmetic Act
(FD&C Act), importers of food products intended for introduction into U.S. commerce are
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responsible for ensuring that the products are safe, sanitary, and labeled according to U.S.
requirements. The Food and Drug Administration (FDA) is not authorized under the law to
approve, certify, license or otherwise sanction individual food importers, products, labels or
shipments.440

Furthermore, importing requirements are not the same to all products, depending on the kinds
of products. Consequently importers have to follow importing requirements in order to place their
products in the U.S. domestic market. When import conditions are not satisfied, the importation of
these products will not be allowed in the U.S. market.

Similar with the requirements issued by the FDA of the U.S., the European Union also has
importing conditions. For example, concerning the importation conditions of foodstuff, the European
Commission works to ensure that Europe's food supply is the safest in the world and that the same
standards of food safety apply to all products regardless of origin. As the world's largest importer of
foodstuffs, the European Union works closely with international organizations and offers advice as
well as assistance to third country trading partners.441 Consequently, in order to be sold in the E.U.
market, imported products have to meet specific requirements, depending on what is the imported
product. When the labels of imported products are inappropriate, trademark owners can base on that
reason to prevent the parallel importation of those products. This is one of the rights of owners that the
trademark law of many countries recognizes as a way to protect consumers from being mislead or
confused, and to protect the goodwill of trademark owners.442

Regulations for consumer protection are not developed sufficiently in developing countries.
Many imported products are sold without any proper information or information only in the original
440
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language which consumers cannot understand. In such a case, the consumers’ legitimate interest is
ignored, because they have to take all the risk when they buy imports. No one will take any
responsibility in such a situation. In other words, consumers in developing countries are not protected
as much as in developed countries. Developed countries have a well-developed legal mechanism and
strong infrastructure which achieve consumer protection to a comparatively high level. On the other
hand, with an imperfect legal system as well as weak infrastructure, developing countries are, on
average, far behind developed countries in respect of consumer protection. In the context of protecting
consumer health as well as the public interests, regulations on consumer protection in developing
countries should focus on fundamental issues. Needless to say, trademark law or other intellectual
property law will not solve the problems by themselves.

2. Less awareness or protection of intellectual property

Intellectual property laws in general represent newly adopted law in developing countries
compared with developed countries. This difference can be explained due to several reasons. First, the
value of intangible property had been respected and coded for centuries.443 The awareness of people in
developed countries, which is a necessary condition to protect the intellectual property rights, is
probably higher than that in developing countries. Second, the economic and social conditions are
more favorable in developed countries than in developing countries for the protection of intellectual
property. For instance, annual income per person in Vietnam is approximately $1,148. 444 That in
Japan is approximately $42,325.445 It is really rare for an ordinary person in Vietnam to buy a PC
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software. According to a recent study, 90% of PC software products in Vietnam is pirated. Pirated
works become substitute option for a large number of people.446

The development of counterfeit products is a “nightmare” for trademark owners as the copied
products can be seen almost everywhere flowing from Asia to Europe and to Africa.447 Not only is the
economy damaged by the break out of counterfeit products but also the human health can seriously be
affected when individuals consume counterfeit products.448 Counterfeit products can be anything that
you can use, eat, drink or consume in your daily life. The list of dangerous counterfeit products that
inspectors see increases year after year.449 Fighting against counterfeit products is a long-term battle
that trademark owners have to deal with throughout the world.450

When parallel importation of trademarked products is restricted, genuine products are only
distributed by authorized distributors or retailers under the control of the owner, which creates a
convenient environment for counterfeit products to develop. On the contrary, when parallel
importation of trademarked products is considered as a legal activity, then consumers have more
opportunities to access genuine products at a cheaper price. Trademarked products that are imported
through parallel imports may stop development of counterfeiting products because the comparative
price of authorized products can compete with counterfeited products. Therefore counterfeit product
would lose their attractiveness compared to price of parallel importation of trademarked goods.
Consequently, trademark owners could increase their sales on the international scale, taking over
counterfeit markets, more importantly activities of producing and trading counterfeit products
activities could be reduced.
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Allowing for parallel imports could reduce the producing and trading counterfeit products in
the markets of developing countries. One of the reasons that counterfeit products exist in developing
countries is the lack of the legal framework as well as the enforcement of intellectual property
remedies. China, for example, is known as “a lawless state, a Wild West for knockoffs”.451 This name
is not completely accurate because China does have law on intellectual property, nonetheless, as a
matter of fact this law does not have enforcement opportunities and practices. 452 The weak
enforcement of intellectual property rights is a common situation that almost every developing country
is now facing with although the level of enforcement varies according to countries.

3. Less developed social infrastructure

Developing countries vary widely in their restraints on parallel importation of pharmaceutical
products. Many developing countries have permitted parallel imports as an alternative method to
secure medicines while social infrastructure in health care is insufficiencies and domestic enterprises
are incapable of meeting demand. On the one hand, the TRIPS agreement incorporates strong patent
protection, which leads to high prices in patented drugs. Consequently large enterprises are
beneficiaries of these provisions. Consumers in developing countries, meanwhile, struggle with high
price drugs. Besides, because social welfare is weak and insurance programs do not cover most
patients in these countries, patented drugs therefore become harder to access. On the other hand, the
TRIPS Agreement provides two possible solutions for increasing access to essential drugs, namely
compulsory licensing and parallel imports.

Compulsory licensing can be considered as a useful way to solve the problem of high prices
of significant pharmaceutical products as well as for those countries lacking essential drugs. However,
the current provisions of TRIPS Agreement have established certain conditions for use of compulsory
451
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licensing that make it difficult for developing countries. Article 31 of the TRIPS Agreement453 lists a
number of conditions which refers to five specific grounds for granting compulsory licenses: refusal to
deal, emergency and extreme urgency; anti-competitive practices; non-commercial use; and dependent
patents.454 After the Doha declaration,455 the situation became easier when allowing generic copies
made under compulsory licenses to be exported to countries that lack production capacity. Therefore if
a country wishes to use compulsory licensing as a method to deal with the domestic issue then that
country has to satisfy those conditions before being granted a compulsory license. 456 With the
disadvantages of compulsory licensing as well as the complication to issue one, it might be
meaningless because developing countries have limited capacity and capability to manufacture
pharmaceutical products.457

Although the Doha declaration and the discussion which followed afterwards and lead to the
amendment of the TRIPS Agreement458 made the use of compulsory licensing more accessible, many
developing countries continue to have a problem with this option because most of them lack
technological conditions for producing medicines. Therefore parallel importation is a better solution
for developing countries in dealing with the insufficiency of drugs. As a result of compulsory
licensing in some countries, the price of certain drugs is lower than in other advanced countries.
Choosing parallel importation may be the best way for developing countries to obtain drugs from
different sources with lower prices.
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II. Recent trends

A. Actual treatment of parallel imports in developing countries

Parallel importation of genuine trademark products promotes free trade and healthy and
transparent competition in developing countries. As to the effects on domestic competition, allowing
parallel importation may mitigate the market power of monopolistic entities, many of which are
multinational enterprises. India, for instance, adopts a regime of international exhaustion of trademark
rights. A number of developing countries, including Argentina, Thailand, and South Africa, recently
enacted laws permitting parallel imports of pharmaceutical products.459

Parallel importation of trademarked products plays an indispensable role in enabling
consumers in developing countries to get access to cheaper products. Recently, developing countries
are allowing the parallel importation of not only essential products such as pharmaceuticals but also
daily life products such as house appliances, automobile spare parts, perfumes and soft-drinks. In the
analysis of the effects of parallel imports on developing countries, the key question has changed from
whether or not they should be prohibited or regulated to what the relevant legal provisions are.
Developing countries should consider the costs and benefits of allowing parallel imports.

The actual treatment of parallel importation of trademarked goods in developing countries is
not the same. Depending on their current practical situations as well as legal situations, the treatment
of parallel importation is slightly different between developing nations. For example, in India the
Trademark Act 1999 contains provisions on parallel imports. While in Thailand, the Trademark Act
1991 says nothing on this issue. The regulations in the Chinese Trademark Act regarding parallel
importation of trademarked products are still ambitious. From a general point of view, parallel
importation is allowed in most developing countries under different methods. The following analyzes
459
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the treatment of parallel imports of trademarked products in India, Thailand and China as examples of
the actual situation in developing countries.

1. India

Indian law allows parallel importation of genuine products bearing registered trademark
provided that such goods have not been materially altered after the products have been put on the
market by or with the consent of trademark owner.460 Concerning the issue of exhaustion of trademark
rights, Indian law adopts the principle of international exhaustion of rights because once these
products are launched anywhere in the world then legally the trademark owner cannot assert rights to
such goods in India. 461 Section 30.3.b (limits on effect of registered trademark) of the Indian
Trademark Act 1999 provides as follows:

Where the goods bearing a registered trade mark are lawfully acquired by a person, the sale of
the goods in the market or otherwise dealing in those goods by that person or by a person
claiming under or through him is not infringement of a trade mark right by reason only of: (b)
the goods having been put on the market under the registered trade mark by the proprietor or
with his consent.462

However, this principle of international exhaustion does not apply if the trademarked goods
have been changed or impaired after they have been put on the market. This issue is provided in
Section 30.4.d of the Indian Trademark Act 1999 as follows:
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Sub-section (3) shall not apply where there exists legitimate reasons for the proprietor to
oppose further dealings in the goods in particular, where the condition of the goods, has been
changed or impaired after they have been put on the market.463

In general, Indian law allows parallel imports of trademarked products when the products are
genuine and have been marketed by trademark owner or with his consent. This rule is not applied
when the imported products are materially or physically altered without the consent of trademark
owner.464 At this point, the Indian Trademark Act 1999 seems to be in line with the EU provisions in a
sense that conditions of “lack of consent” and “legitimate reasons” are provided as legal grounds for
trademark owners to exercise their exclusive rights and prevent parallel importation. When parallel
importation of trademarked goods is allowed in India, its population has more choices or opportunities
to access cheaper genuine products.

2. Thailand

The issues of exhaustion as well as parallel importation of trademarked goods are not
explicitly mentioned in the Trademark Act of Thailand 1991.465 The law, thus creates a large room for
judicial activism in its interpretation.466 Even though there is no regulation concerning to parallel
imports in the Thai Trademark Act, in fact its courts have dealt with parallel imports cases by citing
the principle of exhaustion. 467 The Thai Supreme Court applies the principle of international
exhaustion of trademark rights when solving in a case that related to this issue. In this case, at first the
plaintiff sold the trademarked products in Singapore then later these products were sold to the
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defendant who imported the goods to Thailand. In Decision No. 2817/2543 (2000) the court held that
when the producer of the goods who is the trademark owner sells the goods under the mark, he is
using his exclusive right over the trademark and thus exhausts the right. He has no further rights to
prevent the buyer from using the trademark in the resale of the product.468

What is special about Thailand is that it is one of the countries that faced an HIV/AIDS
epidemic very early on national scale since 1990s.469 In order to face with this epidemic, Thailand
used parallel importation and compulsory licensing. With respect to pharmaceutical products, a
compulsory license was used to stimulate price-lowering competition in the domestic market and to
ensure availability of essential medicines for Thailand. However, with a low capacity in technology,
the possibilities in which Thailand could take advantage of compulsory licensing to produce the
needed pharmaceutical products are in fact relatively low. In other words, compulsory licensing
becomes meaningless when Thailand has limited capacity in manufacturing pharmaceutical products
for its HIV patients.470 With respect to a developing country with low technological advances such as
Thailand, parallel importation is a significant alternative for the access to a cheaper drug supply from
other countries in case of a public health crisis such as the one cause by HIV/AIDS.471

In general parallel importation of trademarked products is upheld in Thailand when many
proponents use the benefits to consumers in terms of competitive prices as a justification of practice
not only with respect to pharmaceutical products. 472

3. China
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Being known as the world’s factory with the abundant low cost labor China has been an
exporter of goods in international trade for a long time. As to the rules concerning parallel imports
there are no clear provisions in the Chinese Trademark Act. But according to the prevailing view,
parallel importation is not considered as an act of trademark infringement.473 Thus far, the number of
cases related to parallel importation of trademarked products reported from the court of China is very
limited.474 In the only case that the court has solved so far, the situation on parallel imports of
trademarked products is still ambiguous.475 The main reason for the small number of cases involving
parallel imports is that the prices of goods in the Chinese market are generally too low for parallel
importers to get profits. In addition, high tariffs as well as quantitative restrictions also make parallel
importation difficult. Thus, parallel importation of trademarked products in China is relatively low.476
However, China’s market is changing from the one filled with low-priced goods towards the one with
high-priced goods in certain areas. China also has to reduce its tariffs and other barriers based on its
commitments and obligations as a new member of the WTO. For these reasons, parallel importation of
trademarked products is expected to increase in China.

B. Doha declaration and the WTO discussion

This section of the study focuses on the discussion concerning parallel imports of
pharmaceutical products as a means to protect the public health of the developing countries. Article 6
of the TRIPS Agreement explicitly states that practices relating to parallel importation cannot be
challenged under the WTO dispute settlement system. Thus, developing countries can take advantage
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of this regulation without pressure from the possibility of challenges by other WTO members,
especially the United States. Before and during the WTO Doha Ministerial Conference in 2001, the
U.S. government was under pressure from the pharmaceutical industries, which had a high volume of
trade and the profits, on the issue related to parallel imports for pharmaceutical products and public
health. The U.S. suggested that the TRIPS Agreement should not allow each member to determine its
own policy on parallel imports.477

The WTO Ministerial Conference in Doha sought to clarify ambiguities between the need for
governments to protect public health and the terms of the TRIPS Agreement. Accordingly, developing
countries were concerned that patent rules may restrict access to affordable medicines for populations
in developing countries in their efforts to control diseases of public health importance, including HIV,
tuberculosis and malaria.478 As a result, the Doha Declaration which was agreed upon by the Ministers
of the WTO Members responded to the concerns of developing countries about the obstacles they
dealt with when seeking to implement measures to promote access to affordable medicines in the
interest of public health. The price of medicine, the main obstacle that affects the accessibility of
consumers in developing countries to better health, reduces when parallel importation of
pharmaceutical products becomes lawful.479

The Doha Declaration refers to several aspects of TRIPS. However, one of the fundamental
points made by the developing countries was that members must be free to use measures such as
compulsory licensing and parallel importation to enhance access to medicines, without being subject
to threat from developed Members. Two measures were confirmed as means to assist the developing
countries in solving the problem in the area of public health: one, the right to grant compulsory
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licenses, and two, the freedom to establish the regime of exhaustion of intellectual property rights.480
However, the scope of this chapter does not allow for an analysis of the impacts of compulsory
licensing to developing countries.

Parallel importation of pharmaceutical products is important because it allows the imports to
occur without the consent of the trademark owners of trademarked products marketed in another
country. When applying the principle of international exhaustion of trademark rights, once the
products have been placed into the market legally by the trademark owner or any authorized party,
then they cannot prevent or prohibit the further commercial exploitation of these trademarked
products, as the trademark rights have been exhausted after their first sale.

Furthermore, the Doha Declaration has confirmed that “the effect of the provisions in the
TRIPS Agreement that are relevant to the exhaustion of intellectual property rights is to leave each
member free to establish its own regime for such exhaustion without challenge.”481 This provision of
the TRIPS Agreement appears to leave each member with the discretion to determine whether it will
recognize the national, regional or international exhaustion of intellectual property rights regime,
which can apply the same regime to all kinds of intellectual property like the E.U or different regimes
to different subject matter as in the U.S. and Japan.

For the developed countries, the problem of so-called “round back scenario” may happen
when allowing parallel imports of pharmaceutical products in developing countries. A round back
scenario happens when cheaper priced medicine finds its way to the markets of developed countries or
other developing countries after being sold in a certain developing market. Therefore, effective
controls on parallel trade are necessary to attain effective differential pricing. Without the necessary
measures, low-priced drugs supplied to developing countries markets would be re-imported by
operation of arbitrageurs, into high priced markets. When this situation arises, the result is not much
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different from what occurred before allowing parallel imports, a situation with a lack of
pharmaceutical products in the developing countries markets.482

C. Free trade agreements

Free trade agreements (FTAs) are international treaties reached among two or more nations
(or regions) to reduce tariff and non-tariff barriers in respect of trade among the signatories for
enhancing market access for each other.483 As a result, FTAs have widespread effects on national
interests in trade, economic, and social structure as well as the legal framework of developing
countries.

The United Stats is particularly aggressive in seeking to include issues related to parallel
imports in the scope of FTAs it concludes. As stated in its Article 6, the TRIPS Agreement is neutral
on the permissibility of parallel trade.484 At the same time, the obligations under the TRIPS set the
minimum standards of protection, and WTO Member are basically free to apply more protective
measures than provided in the TRIPS. Such measures are called “TRIPS-plus” measures. The United
States is using FTAs to proliferate TRIPS-plus regimes internationally as an efficient tool to obtaining
stronger intellectual property rights protection. 485

For example, in the 2003 U.S-Singapore Free Trade Agreement, the issue of parallel imports
on patented products is provided as follows:

…each party shall provide a cause of action to prevent or redress the procurement of a
patented pharmaceutical product, without the authorization of the patent owner, by a party
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who knows or has reason to know that such product is or has been distributed in breach of a
contract between the right holder and a licensee, regardless of whether such breach occurs in
or outside its territory.486

Similarly, the 2005 U.S.-Australia Free Trade Agreement provides on parallel imports of
patented products as follows:

…each party shall provide that the exclusive right of the patent owner to prevent importation
of a patented product, … without the consent of the patent owner shall not be limited by the
sale or distribution of that product outside its territory, at least where the patentee has placed
restrictions on importation by contract or other means.487

These FTAs are consistent with Article 1.1 of TRIPS Agreement which allows WTO
Members to adopt a stronger intellectual property rights protection. Such an approach taken in the
FTAs involving the U.S. however, will affect the issues concerning access to medicines and public
health that was regulated by the Doha Declaration and the following negotiations at the WTO.488
According to the Doha Declaration and Article 6 of the TRIPS Agreement, countries are free to apply
an exhaustion regime that best suits their domestic situation. Based on the consideration on the
impacts of allowing parallel imports, many countries have adopted international exhaustion regime.489
But these countries may be forced to abandon the regime under the pressure from the United States in
the negotiation on FTAs.

The examples of the FTAs shown above regulate parallel importation of patented products,
and not that of trademarked products. Can the provisions on parallel imports of patented products in
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the FTAs be used to regulate parallel imports of trademarked products? Probably not, because at least
according to the prevailing views in the United States, the evaluation of parallel importation of
trademarked products is different from that of parallel importation of patented goods as discussed in
Chapter 4. Therefore, the provisions mentioned above would not be interpreted to influence the
treatments of parallel imports on trademarked goods in the signatory states.

III. DISCUSSION

A. Advantages of allowing parallel importation

Developing countries should diversify the source of distribution of trademarked products as a
valid source of supplying goods. Up to now, WTO members were free to either permit or prohibit the
import and sale of trademarked goods that had been placed into commerce in oversea markets. This
also means that trademark owners may or may not be provided with an ancillary right to block the
importation and sale of parallel importation of trademarked goods.490

By legal regulatory mechanisms, when parallel importers assure the quality of importing
products as well as guarantee the source of origin and protect consumers from misleading, the
legislation may allow parallel importation as long as the goods are genuine. Because of the advantages
that parallel importation of trademark goods bring to the society, the Taiwan Supreme Court reasoned:

The parallel import of genuine goods harms neither the goodwill of the authorized user of the
trademark in this country nor the interests of consumers. It prevents the authorized user of the
trademark from monopolizing the domestic market and controlling the price of goods. It
stimulates price competition and provides consumers with choices among the same goods;
provided that the quality is equivalent to that of goods marketed by the authorized user in this
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country, and no danger of confusion or passing off occurs among consumers. The parallel
import does not contravene the purpose of the trademark act and thus does not constitute
trademark infringement.491

From the point of view of developing countries, there are many advantages that have been
created when allowing parallel importation of trademarked products. First, the price of the product is
cheaper. Parallel importers can import products from different sources; for example, suppose that a
Japanese trademark owner licensed to licensees in Vietnam and in Thailand to sell the same
trademarked products. If the price of the products in the Vietnamese market is higher than that of other
markets, there are two possibilities of importing for parallel importers: 1) they can take advantage of
the price difference as a benefit by importing the products from the Thailand market and resale in the
Vietnamese market. 2) when the price in Thai market is higher than that of in Japanese market,
parallel importers can import products from the Japanese market into Vietnam. In both scenarios, the
unauthorized products will lower the price of the authorized distribution products. Therefore,
consumers can buy the products at a lower price.

In relation to access to low-priced products, it is important to recognize that some products
can be too expensive for ordinary people in developing countries when they are sold through exclusive
distribution channel (which means a channel authorized by the trademark owner). In such cases,
allowance of parallel imports means not only the availability of goods at low prices, but also access to
such products. In other words, it is a matter of access, not just of prices. Pharmaceutical products are
good examples. Many developing countries cannot supply to their citizens high-tech medicines by the
domestic industries, and imports can be also too expensive for ordinary citizens. Parallel imports,
especially those from the countries where high-tech medicines are produced at lower prices (under
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compulsory licenses, for example), can be virtually the only channel of supply of the medicines for
many people. Therefore, allowing parallel imports can bring more positive impacts especially to
developing countries.492

Second, supporters of parallel imports stress that such activity has a positive impact on the trade
between countries especially developing countries, strengthens competition in international markets and
serves consumer demands. If parallel imports are considered as an infringement of trademark rights,
trademark owners can use their rights to prevent the further commercial activities in respect of the goods
that they have placed in oversea marketed. Exclusive rights of trademark owners would become
magnificent tool for dividing the market and practicing differential pricing. More importantly, they can
engage in anti-competition behaviors.493 For example, without parallel imports, companies will raise the
price as well as reduce the supplies of the products they put on a certain market. When parallel
importation is allowed, it can eliminate the monopoly status of exclusive distributors or manufacturers.
The competitiveness of local companies in developing countries’ markets will be strengthened.494

Third, parallel importation of trademarked products may encourage technology transfer.
Domestic manufacturers can learn foreign technology by reverse engineering of imported goods.495
Besides, domestic firms can understand the market demands and tendencies from available imported
products and use that information to upgrade their own products. By doing research on imported
products, domestic producers can improve their products in order to supply the domestic market and
their products can compete with imported products. Although the possibility of technology transfer
through parallel imports of trademarked products is not high, it can still be considered as an advantage
when a developing country allows parallel importation.
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Fourth, in certain product areas such as clothes and fashionable products, trademark owners
try to sell different products in different countries. In such a case, parallel importation makes it
possible for people in a certain market to get products that are not be available in that market through
their authorized distribution channel. This might not be a significant advantage from the viewpoint of
economic or social public policy, but the expansion of choices for the citizens is more or less
meaningful in developing countries.

B. Disadvantages of allowing parallel importation

Permitting parallel importation of trademarked products has both advantages and
disadvantages. When developing countries allow parallel importation of trademarked products, they
should take into consideration the disadvantages that policy might cause. A thorough analysis of the
disadvantages of parallel importation of trademarked products is necessary before developing
countries can adopt the relevant regime of exhaustion of trademark rights.

First, the lack of after-sales service is a disadvantage that consumers suffer from in respect of
parallel imported products. There are some countries that have provisions to govern this problem. In
the EU, for example, many trademark owners reduce the value of parallel imported products by
restricting guarantees and after-sales service.496 However, according to Article 81 of the EC Treaty
(which as been transferred to Article 101 on the Treaty on the Functioning of the European Union
(TFEU) in 2009) this refusal is an anti-competition behavior.497

Japan also provides on the issue of after-sale service of parallel imported products. As
mentioned in part III of chapter 4, the Japan Fair Trade Commission (JFTC) states in its guidelines as
follows:
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… there may be cases where it is not available for sole distributor to comply with requests for
repair of parallel imports goods or to provide the required repair parts. Accordingly, even if
the sole distributor refuses to repair parallel imports under the objective circumstances which
made the sole distributor unable to comply with the request for repair or make difference in
the terms and conditions of repair or the between the goods handed by it and the parallel
imports goods, such conduct in itself presents no problem under the Antimonopoly Act.

However, in cases where it is extremely difficult for any party other than a sole distributor or
its distributors to repair parallel imports goods or obtain necessary repair parts, and if the sole
distributors to refuse such repair work or supply of repair parts, solely on the ground of
parallel imports goods, such conduct is illegal and unfair trade practices, if it is employed to
maintain price level of the product covered by the contract.498

Although the JFTC has provided for the situations concerning a repair of parallel import
products that are brought to distributors, in fact, distributors may refuse to undertake such repair work.
Consumers in this situation have to prove that “it is extremely difficult” to obtain a repair in another
place rather than from the sole distributor. This provision of the JFTC is somehow very ambiguous as
no further explanation exists concerning how and when a certain situation can be considered by the
JFTC or judges as “extremely difficult.” The burden of proof is put on consumers as they have to
prove the situation themselves. In other words, consumers have put themselves into a difficult
situation when purchasing parallel imported products. The lack of after-sale service of trademarked
products is one of the biggest disadvantages of parallel importation, and this situation will not occur
when a transaction is conducted with authorized distribution. Supplying a trustworthy after-sale
service is one of competitive advantages that only the sole or authorized distributors can offer to
consumers.
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Consumers are supposed to be aware that parallel import products that they obtain in the
market may not be able to get repair or other service. In most cases, parallel importers are concerned
only about short time profits, and they do not care about after-sale services. Thus, there is a possibility
that consumers are damaged in the trades of parallel imports.499

In developed countries national competition authorities have dealt with the anticompetitive or
unfair competition practices of trademark owners. Nonetheless, in some cases it is not easy to require
the authorized distributor or trademark owner to supply after-sale service to parallel imported products.
In developing countries, asking for guarantees or after-sale service for a parallel imported product is
almost an impossible mission, because competition law is very weak or even non-existent in
developing countries. Perhaps, for the time being the best thing that can be done is self-protection,
which means that consumers have to protect their own interests. Dealing with this matter is not an
easy task for developing countries since the roots of the problem lay in an imperfect legal framework
which do not have sufficient consumer protection law and unfair competition law. Issues concerning
after-sale service do not belong to the scope of regulating of parallel importation or intellectual
property law. Rather, this issue is regulated and solved by competition law or consumer protection law.

Second, an insufficient amount of information on such imported products may have some
negative effects on consumer health and other interests. In developing countries, the imported
products range from daily consumer products to soft-drink, and from clothing to cosmetics. As a result,
the impacts of these trademarked import products on the daily life of consumers are uncountable in
both direct and indirect ways. The lack of necessary information on the parallel imported products is a
common phenomenon that occurs in developing countries. When there is no information on the
desired products, consumers purchase a product based on their experience of a trademark that they had
seen in the past. In this context, buyers cannot exercise one of the most basic rights of consumers: the
right to know what they are going to buy. In cases where damage occurs, consumers will find it hard
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to trace back to the importers, who should take responsibility with their imported products. In such a
situation, not only are the legitimate interests of consumers damaged, but also the goodwill of the
trademark is also jeopardized. State authorities should consider consumers interests as the top priority
when allowing parallel imports.

Third, allowing parallel imports will result in limiting the development of domestic
manufacturers in the same industrial area. With lower technology equipment, and a lack of updated
technology knowledge, enterprises in developing economies have to face with many difficulties in
order to survive in a competitive market. If there is no parallel importation, competition in the market
is between imported products supplied by authorized distributors from oversea manufacturers, and
domestic products. But once parallel imports are allowed to flow in the market, the competition
becomes severe for the domestic products, because parallel imports are generally less expensive that
the imports supplied by authorized distributors. Therefore, in comparison with the situation where
parallel importation is prohibited, the economic condition of the market where parallel imports are
allowed can be unfavorable for domestic manufacturers, and detrimental for the development of
domestic industry in developing countries. One caveat is that parallel importation of materials and
parts may be beneficial for domestic manufacturers who use such imports. We should take into
account such favorable effects, too, when we evaluate the overall effects of parallel imports on
domestic industry of developing countries.

C. Recommendations to developing countries

We have seen the advantages as well as the disadvantages of allowing parallel importation
from the viewpoint of developing countries. Based on the observation, we now turn to
recommendations for developing countries. Here, I present several recommendations for developing
countries in general. In the next section, I will discuss more specifically the case of Vietnam.
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1. Apply relevant exhaustion of trademark rights regime

As discussed, the principle of exhaustion of trademark rights determines the scope of the
rights as to the distribution of a product with the right holder’s mark. Under the rules of national or
regional exhaustion, trademark owner can prevent parallel imports. When one of these regimes of
exhaustion is employed, the question is whether or not and to what extent the government should
allow trademark owners to segment their national and regional markets.500 When developing countries
consider applying one of these types of exhaustion, they also have to foresee the possibility that their
markets could be segmented, and this is the least thing that can bring benefit to their development.
Parallel importation of trademarked products has almost no chance to occur when the national or
regional exhaustion of trademark rights regime is applied because of the enforcement of trademark
rights.

A regime of international exhaustion of trademark rights, on the other hand, is generally in
favor of parallel imports. As a consequence, under the international exhaustion principle of trademark
rights, the price of products on the market would become lower.501 The application of international
exhaustion will avoid the situation in which the trademark holders as well as their authorized
distributers exercise their monopoly power on certain brands. In other words, parallel imports would
increase what is so called intra-brand competition by reducing the possibility for a trademark owner to
exploit his position in that trademark and to set higher prices in certain markets, and by increasing
competition market of the product. Parallel imports provide additional competition which reduces the
price of products in the market as well as extends the source of distribution channels of the products.
Consequently, a large number of consumers can afford to purchase these products. Also, parallel
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imports reduce the ability of the trademark owners to exploit their positions with respect to particular
brands and to set higher prices in certain markets than in others.502

Furthermore, with respect to consumers, parallel imports increase product availability on the
market, widen the choice of goods and increase consumption in the domestic market thereby. More
importantly, parallel importation attracts more affordable imports of trademarked products in the
developing markets, and consumers in such a situation are the one who benefits from allowing parallel
imports. Therefore, most of the developing countries consider parallel trade as a magnificent tool to
enhance competition in foreign market. Furthermore, parallel imports can prevent the possibility for
the trademark owners to exercise their exclusive rights to limit the movement of their products. Also,
parallel importation is a good opportunity for economic growth in developing countries.503 According
to the NERA report, a vast majority of developing countries are now applying global or international
exhaustion of rights principle.504

An international exhaustion of trademark rights regime has the potential to promote global
trade. Trademark owners cannot interfere in further use or sell or transfer of a trademarked product
anywhere in the world after it was sold with or by their consent. In other words, the trademark owner
cannot utilize their exclusive rights to divide the market. Therefore trademarked products can enjoy
free movement in markets with less barriers. Up to now, many developing countries chose to follow
the principle of international exhaustion of trademark rights as well as allow parallel imports as an
alternative import. However, there are also many challenges that developing countries can face in
order to maximize the benefit of these provisions.

First, if national legislation is not well provided, then some negative effects could occur when
allowing parallel imports. For example, if there are no provisions on quality control of the imported
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products, then the trademark owners could distribute low quality products in developing markets in
order to prevent the loss of benefit caused by parallel imports. Consumer deception would take place
when they buy those lower-quality products thinking that the products are legitimate versions of
higher-quality products. 505 When a country cannot protect consumers’ legitimate interests then
allowing parallel imports to that country become meaningless. Parallel imports do not include
counterfeit products506 but can include inferior quality product as long as they are genuine. The
international exhaustion of trademark rights could indeed raise some potential risks with regard to the
quality of products sold on the market. This situation could occur in every market when the
international exhaustion of trademark rights regime is applied, regardless of the development of a
nation.

Second, some types of trademarked products sold on the market bearing the same trademark
all over the world can have different characteristics in response to the different needs or requirements
in different local markets.507 Under the international exhaustion of trademark rights regime, it could
lead to a situation that consumers in a specific market buy a parallel imported product with features
that are different from the ones they expect based on their experiences. Therefore, there is a risk that
the international exhaustion of trademark rights may result in suffering of consumers’ interests.
Consumers in this situation would be the ones who take disadvantage of this regime of exhaustion.508

From these points, international exhaustion of trademark rights regime does not totally
contain advantages. As with anything else, this type of exhaustion also contains disadvantages.
Nevertheless, with respect to developing countries applying international exhaustion of trademark
rights the advantages of this regime outweigh the disadvantages. That conclusion is supported by my
observation that the specific advantages I have pointed out so far seem to outweigh the disadvantages
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which I have also touched upon. But more importantly, the international exhaustion regime is more
consistent with the economic system of free and fair competition, as well as free trade; the system
which developing countries should try to achieve as a basis for future development.

At this point, because both the U.S. and Japan follow international exhaustion of trademark
rights, experience from the U.S. and Japan are good reference sources for developing nations.
Depending on their own characteristics with legal framework, social structures and economy,
developing countries can choose from either of these two developed countries to learn in terms of
applying the international exhaustion of trademark rights.

2. Adopt relevant regulations to deal with the disadvantages of parallel importation

When allowing parallel importation of trademarked goods, developing nations still have many
things that they have to take into account. Developing countries should regulate concerned issues such
as quality control or repackaging or relabeling of imported products. If there is no provisions on these
areas of quality control or repackaging and relabeling, then parallel imports become meaningless
because the benefits to consumers is not guaranteed when buying those trademarked products. For
example, the possibility that inferior quality products could be imported is relatively high when there
are no regulations on quality control. Therefore, developing countries should adopt regulations of
related issues on quality control and repackaging to the gray market products.

a. Quality control

When developing countries apply an international exhaustion of trademark rights regime,
there are possibility that developing countries imported products contains different materials for fitting
with local markets’ requirements. In order to avoid the parallel importation of inferior quality products,
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it is necessary for developing nations to have quality control provisions to ensure the imported
products meet the standards to protect the health of consumers as well as the public order.
Furthermore, quality control is a useful tool to protect consumers from deception when buying lowerquality parallel import products. In developing countries, when the import conditions are not yet
provided, the possibility that the health of consumers can be affected is very high when they buy
parallel imported products.

The biggest concerns of a consumer when buying an imported product are price and quality of
the products. The price of parallel imported products is cheaper than the price of authorize distributed
goods that are on the local market. The quality of a parallel imported product, in addition to its price,
can be a reason why a consumer purchases such a product among similar goods on the market. When
quality control is conducted, not only the legitimate interests of the consumers are protected but also
the goodwill of the trademark owners. Consumer protection law can solve the issues related to the
quality of the products. Furthermore, unfair competition law could also be employed to protect the
goodwill of the trademark owner from intentional infringement in parallel importation case.

In order to reduce the risks of deception and misconception under the international exhaustion
regime, developing countries can learn from developed countries. For example, the provisions on
quality control of importing products, or prevent importing low quality products by using the
“material or physical test” of the United States are typical examples of what developing countries can
learn from the U.S. under the U.S. law, if imported products contain material or physical difference
when compared with the U.S. domestically marketed products, the trademark owner can prevent the
importation of trademarked products into the U.S. market. In case there is a material difference
between the overseas manufactured products and the products that are domestically sold, parallel
importers have to use additional labels for imported products as provided in the Lever-rule that the
U.S. now applies for parallel imports products.

186

However, because of the economic, legal and social conditions are very different in
developing countries compared with the United States, it is not advisable for them just to copy the U.S
laws and regulations. Developing countries can base on their characteristics, their economic conditions
to choose the best pattern of quality control to apply. They can issue very fundamental requirements
for controlling the quality of the importing products. As a result, developing nations can ensure the
quality of the imported products and thereby protect the legitimate interests of consumers.

b. Repackaging/ relabeling

A common phenomenon in developing countries is the lack of regulations on the repackaging
or relabeling of trademarked products in parallel importation. The label of an imported product is not
only important in supplying the essential information to consumers related to that product but also
important in tracking back the responsibility of the parallel importers in necessary circumstances.
Such responsibility is especially relevant when the imported products are closely related to human
health and involve such items as foods, drinks, cosmetic, or pharmaceutical products. Furthermore, the
regulations on repackaging or relabeling also require the responsibility of the parallel importers for
imported products. For example, when the imported products are labeled with foreign languages, the
essential information of the label has to be translated (accurately) into the language of the importing
country to supply the sufficient information for the consumers. In cases where the parallel importers
do not follow these requirements, their products cannot be imported into the markets of developing
countries. Only by the issuing of requirements on supplying necessary information of imported
products, state authorities can thereby control the quality of importing products. Depending on the
level of development, the legal framework and social characteristics, the import conditions will vary
from country to country.

Regarding the issues of repackaging or relabeling, the trademark owner can prevent the
further circulation of the parallel trademarked products when they have legitimate reason to oppose
187

further commercialization of the products. For example, when the imported products are not repacked
or relabeled in a proper way this may cause confusion among the consumers on the source of
products. 509 More importantly, the process of repackaging of original products during shipping,
distributing and warehousing might affect the quality of the products.510 In order to protect the
consumers from being misled or confused when purchasing gray market products, legislators in the
developing countries should take into account such issues.

Repackaging or relabeling are unavoidable steps that parallel importers have to take so that
they can sale products in another market. The ECJ’s view on this problem is that “parallel importers
are allowed to repackage products where necessary to make them more mobile within the larger EEA
market, provided that repackaging does not damage either the quality of the goods or of the brands
applied to them.”511

Different from the EU, developing countries have not yet regulated repackaging and
relabeling of parallel imports. The EU applies community exhaustion of trademark rights and the level
of economic development among EU members is not much different from each other. Also, the
products that put in the EU market have satisfied certain conditions. Meanwhile the situation of
developing countries is totally different. In fact, many countries have not yet taken into account the
issue of repackaging and relabeling of parallel imported products. In order to protect consumer health,
public order, as well as prevent importation of counterfeit or inferior quality products, it is necessary
for developing nations to regulate issues on repackaging and labeling.

According to the ECJ, as long as the quality of imported goods and the trademarks applied to
them are not damaged, then parallel importers are allowed to repackage the products. Even if the
labels are altered, as long as they are accurate and contain important information, the imported
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products can be circulated in importing country. 512 Developing countries can base on the EU
regulations to apply for their national legislation, depending on their specific conditions so as to have
the most appropriate regulations.

IV. Case Study: Vietnam

A. Situation in Vietnam

As a developing country, Vietnam is facing many socio-economic as well as legal problems.
One of the problems Vietnam has to deal with is to improve its legal system, not only to conform with
the provisions of the international treaties as a member state but also to deal with domestic issues. The
legitimate concerns of consumers must be protected while a good business environment is needed to
attract investors. Consequently, the methods to harmonize the interests of the related parties as well as
guarantee a transparent and competitive environment for both domestic and foreign investors requires a
lot of effort on the part of legislators. For example, how to control the continual price instability
situations in the market, is a serious issue when parallel importation is allowed.

1. The current regulations on trademark rights

Vietnam is a developing country which now is in the process of economic transition and
attempting to take part in the integration of the regional and world economy. Up to now, Vietnam has
joined and become a member of several bilateral as well as regional treaties. For example, Vietnam
joined the Association of Southeast of Asian Nations (ASEAN), the Asean Free Trade Area (AFTA),
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Asian Pacific Economic Cooperation forum (APEC), and has become a member of the World Trade
Organization.

Vietnam decided to apply to the WTO because of the important role and significant of this
organization in the development of international global economy as well as the strong influence it has
on each individual country. With full awareness of obligations under the WTO Agreements, Vietnam
had to comply and commit to upholding the principles of this organization. As a result, Vietnam had
to revise its legislative system to fulfill the obligations under the WTO rules. The General Council of
the WTO approved Vietnam’s membership on November 7, 2006. Thus Vietnam became the WTO’s
150th member 30 days after informing the organization that it had ratified the accession package
domestically. Vietnam complied with the TRIPS Agreement immediately without any transitional
period.513

With the participation of Vietnam in the WTO, there already have been positive results in the
country’s intellectual property system. The Vietnamese government has carried out many significant
measures in order to strengthen intellectual property rights through protection as well as enforcement.
Especially trademark provisions have already become broadly consistent with those demanded by the
WTO as well as other international conventions.

b. Trademark regulations in Vietnam intellectual property law

According to the Vietnamese intellectual property law (VIPL), in order to protect a trademark
it has to be registered with the National Office of Intellectual Property of Vietnam (NOIP). According
to Article 4 of the VIPL, a mark is any sign used to distinguish goods or services of different
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organizations or individuals.514 According to VIPL regulations, trademark rights are awarded on a
first-to-file basis. When there are two or more applications for registration of marks identical with or
confusingly similar to each other, or for identical or similar goods or services, a protection title may
only be granted to the valid application with the earliest priority or filing date amongst all
applications.515 The owner of a trademark is entitled to exclusive rights of use for registered goods and
services.516 A trademark is eligible for protection when it satisfies the conditions stated in Article
72.517

Trademark owners have exclusive rights in the use of their marks, and any use of the marks
without the owners’ consent is considered as an infringement. The use of a registered trademark
includes: (a) Affixing the protected mark on goods, goods packages, business facilities, means of
service provision or transaction documents in business activities; (b) Circulating, offering, advertising
for sale or stocking for sale goods bearing the protected mark; and (c) Importing goods or services
bearing the protected mark.518 Trademark owners with their granted exclusive rights can prevent
others from using their trademark without consent.519 However, according to Article 125.2.b. as to the
act of circulating, importing or exploiting utilities of trademarked products which were lawfully put on
the market (including those put on the overseas markets by the mark owner or their licensees)
trademark owners cannot exercise the rights.520

514

Vietnam Intellectual Property Law, Art. 4.16.

515

Ibid., Art. 90.1.

516

Ibid., Art. 123, 125.

517

Ibid., Art. 72.1 of VIPL: “1. It is a visible sign in the form of letters, words, drawings or images

including holograms, or a combination thereof, represented in one or more colors; 2. It is capable of
distinguishing goods or services of the mark owner from those of other subjects”.
518

Ibid., Art. 124.5.

519

Ibid., Art. 125.2.

520

Ibid., Art.125.2.b.

191

2. Principle of exhaustion of trademark rights in Vietnam

In fact, parallel imports provide an alternative means for improving access to essential
products, especially pharmaceutical products because according to Article 6 of the TRIPS Agreement
members can decide whether or not such imports are permissible. Moreover, members are free to
adopt any regime of exhaustion such as international or national or regional exhaustion depending on
the socio-economic as well as legal conditions.521 As a new member of the WTO, Vietnam also has to
reduce its tariffs and other barriers based on its commitments and obligations as a new member of the
WTO.

In the context of trademark rights, Vietnam follows the principle of international exhaustion
of rights as stated in Article125.2.b. of the VIPL. As a developing country, the application of
international exhaustion of trademark rights has many advantages as stated before. By adopting this
principle, the source of supplying and distributing products for Vietnam’s market would be diversified
when the products can be imported no matter where they are first marketed. Thus, the monopolistic
position of some exclusive or state-owned companies would decline. As a result, Vietnamese
consumers have more opportunities in accessing to higher quality products or at least the same quality
products at a cheaper price.

B. Legal provisions of parallel imports in Vietnam

In Vietnam, there are direct as well as indirect regulations on parallel importation of
trademarked products; however, there is a large gap between theory and practice in terms of the issue.
Even when there are provisions in the related areas, the ways that the authorities understand the
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provisions are different leading to relatively different applications of the law. The next section
analyzes the provisions of parallel imports of trademarked products in the legal system of Vietnam.

1. The Circular No.825

Circular Number 825 which was issued in 2000 represents the first time Vietnam allowed the
parallel importation of trademarked goods. 522 In this Circular, parallel imports of trademarked products
were stated as follows:

The use of, or carrying out of, commercial activities with respect to products or goods which
have been introduced to the market (including an oversea market) by the owner of the industrial
property, e.g. parallel import of goods or products containing components which are under
industrial property protection from a source supplied by licensees or persons or companies/firms
subordinate to mother company in the distribution chain, rather than being supplied by the
holder of the industrial property rights, shall not be considered as an infringement of the
industrial property rights.523

According to this Circular, parallel importation of trademarked products is legal when the
trademarked products are put into the market with the consent of the owner or by a third party with his
permission. The use, transport, distribution or further commercial exploitation of the importationtrademarked products will not be considered as an infringement.

2. The U.S. - Vietnam Bilateral Trade Agreement
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The U.S-Vietnam Bilateral Trade Agreement (BTA) was concluded in 2001. It is a
comprehensive treaty covering trade in goods, protection of intellectual property rights, trade in
services, investment protection, business facilitation and transparency. This agreement marked an
increase in cooperation between the U.S and Vietnam.524 During the negotiating process, the issue of
parallel importation was mentioned as a concern by the U.S. The U.S. side argued that parallel imports
must be considered as an illegal activity and should be prohibited by the agreement. However,
Vietnamese side rejected this point on the grounds that parallel imports of trademarked products in
Vietnam is not an infringement act. With respect to trademarked products, the BTA leaves the issue on
parallel importation activity to the national legislations.525 Issues on parallel imports of patented
products are provided at Article 7.3 of the BTA.

3. The Decision No. 1906

Although parallel importation has recognized as a legal activity in Vietnam since 2000
according to the Circular 825, parallel imports of pharmaceutical products was not accepted until the
middle of 2004.526 The policy change occurred from the recognition of the significance of parallel
import pharmaceuticals in the prevention and cure of human diseases.527 By Decision No. 1906 the
Ministry of Heath (MOH) provides that parallel imports of medicine into Vietnam shall be legalized in
order to ensure the sufficiency of medicine for the prevention and cure of diseases. Also, this decision
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aims to stabilize the pharmaceuticals market. In other words, parallel importation of medicine that is
cheaper than those available on the Vietnam market is encouraged by the government to improve the
state management on protecting consumer health.

According to Decision Number 1906, its policy parallel imports of medicine will not be
applied widely but only to finished drugs which:

have the same specific names, active ingredients, contents and pharmaceutical forms as the
medicines which have been granted by the Ministry of Health registration numbers for
circulation in Vietnam but the manufactures and distributors do not supply them or supply
them insufficiently for the treatment demands or are currently selling them in Vietnam at
prices higher than the retail prices of such medicines in the host countries or in the countries
where the economic conditions are similar to Vietnam and such medicines are currently in
circulation.528

The inconsistency between legal provisions and practice is the main reason of high prices of
medicines in Vietnam. The prices of medicines keep increasing regardless of the government attempts
to introduce control by legislative measures provided in its legal system.529 Prices for some medicines
were up to ten times higher than the original imported prices into Vietnam by the time the medicines
reached the customers – patients.
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developing country with a GDP per capita around $1.000 per year, ordinary consumers are unable to
get access to such expensive medicine. In fact there is evidence that the price of some medicines in
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Vietnam market is set by certain pharmaceutical companies.531 The retail price of 100 tablets of
150mg ranitidine (Zantac) in Vietnam was higher than that in Australia, New Zealand, and Pakistan.
This made medicines even less affordable for the Vietnamese population when the Gross National
Product per capita of Vietnam was the lowest among these countries.532 The high price of medicine is a
barrier for low-income consumers in obtaining treatment for their diseases. Therefore, Vietnam needs to
solve the conflict between the legal provisions and the practical situation. With the current situation of
Vietnam, parallel importation of pharmaceutical products is the best solution that the competent
authorities can use to increase the sources of distributors.533 In order to promote this activity in the field
of pharmaceutical products, the procedure of parallel importation of drugs must be changed in a less
complicated direction so that more distributors or importers can participate in distribution of drugs in
Vietnamese market.

4. The Vietnam Intellectual Property Law
In 2005, the Vietnam Intellectual Property Law (“the VIPL”)534 was enacted. It is the greatest
landmark in the history of Vietnamese intellectual property law. Regarding parallel imports of
trademark products, Article 125.2.b. provided that:

531

Anh Tuan Nguyen, et.al., “Medicine Prices, Availability, and Affordability in Vietnam,” Southern Med

Review Vol 2 Issue 2 Sep 2009. 2-3.
532

Ibid. “For example, prices of locally produced antiretroviral medicines (ARVs), although considerably

lower than those of imported ARVs, were still five to seven times higher than current international lowest
prices”.
533

Quốc Túy - Văn Tiến, Quản lý cạnh tranh trong phân phối dược phẩm: Bài học kinh nghiệm

(Competition management in the distribution of pharmaceutical products: experience lessons),
http://www.thuocbietduoc.com.vn/tin-tuc-5021-1-2/quan-ly-canh-tranh-trong-phan-phoi-duoc-pham-baihoc-kinh-nghiem.aspx.
534

The Vietnam Intellectual Property Law 50/2005 was adopted by the National Assembly in Nov. 2005

and took effect on July 1, 2006.

196

Owners of industrial property objects as well as organizations and individuals granted the
right to use…shall not have the right to prevent others from…circulating, importing,
exploiting utilities of products which were lawfully put on the market including overseas
markets, except for products put on the overseas markets not by the mark owners or their
licensees.535

In this provision, parallel importation of trademarked goods does not constitute an
infringement of intellectual property rights in Vietnam. When the trademarked goods are lawfully
placed on the market by or with the consent of the trademark owners, the parallel importation of the
trademarked products is considered as a legal activity no matter where the trademarked products were
first placed. The VIPL is the most important legal document that regulates the parallel imports policy,
and these provisions are guided by other lower documents such as decrees, decisions and circulars.

5. Decree 89 on labeling of goods

The key legislation regarding labeling is Decree 89/2006/ND-CP on the labeling of goods
(Decree 89).536 Decree 89 provides the requirements for the labeling of goods produced in Vietnam for
domestic circulation, for export, and of goods produced in foreign countries that are imported for sale
in the Vietnamese market.537 In the case of imported goods, the compulsory contents in Vietnamese
may be either printed on the original label or presented in a supplementary label attached to the
original foreign language label prior to sale or circulation in the Vietnamese market. If labels of goods
imported into Vietnam do not contain or fully contain compulsory contents in Vietnamese, they shall
be kept together with supplementary labels showing compulsory information in Vietnamese. Contents
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in Vietnamese must be similar to those of the original label.538 Responsibilities of labeling of imported
products belong to importing organizations and individuals before putting such goods into circulation
together with their original labels.539

According to the Decree 89 imported goods must have labels presented under the provisions
of this Decree, except for goods which do not require labels.540 Compulsory contents which shown on
goods labels a) Name of goods; b) Name and address of organization or individual responsible for
goods; c) origin of goods. Moreover, depending on each group of goods, contents of labels must meet
specific requirements.541 Decree 89 provides on supplementary labels as follows:

Supplementary label means a label showing compulsory contents of the original label of
goods translated from a foreign language into Vietnamese and additional compulsory contents
in Vietnamese as required by law which do not yet appear on the original label.542

Although Decree does not explicitly provide for relabeling Article 3.4 can be applied to
parallel imported products. Parallel importers must also follow these requirements on labeling of
imported goods if they want to sell the products in Vietnam. Provisions on labeling of imported
products can be used to parallel imported products as long as all compulsory contents are shown in
their labels.

In order to protect consumers from being misled, confused when buying imported products,
the following acts constitute violations of the regulations regarding the labeling of goods: circulation
of goods without the required labels; labeling goods without including all compulsory contents; failing
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to meet guidelines for the correct size, position, method of presentation, or languages on labels;
replacing labels of goods for the purpose of deceiving consumers;

It is not clear whether trademark owners can use one of those violations as a reason to prevent
the parallel importation of trademark products into Vietnam market. Probably yes. With respect to
imported products, labels are important to help consumers identify the goods as the basis for
purchasers to select, consume and use such goods. Also, labels help manufacturers and importers to
advertise their goods; and for functional agencies to conduct inspection and supervision.543 When
parallel imported products violate one of those requirements, consumers may be confused or mislead.
Importers have to fully perform their obligations before putting imported products on market. The
situation where the imported products bearing foreign language labels, or even lacking of relevant
important information circulate in the market will no longer exist. The goodwill of trademark owners
and interests of consumers are protected thereby.

6. The Law on the Quality of Products and Goods

The Law on the Quality of Products and Goods came into effect on 1 July 2008. The Law
provides that manufacturers and traders must take responsibility for the quality of the goods or
products that they manufacture or trade in order to ensure safety for humans, animals, plants, property
and the environment, and to enhance the productivity, quality and competitiveness of Vietnamese
goods and products.544 Under the Law, products and goods are grouped into two types based up the
possibility of causing injury or damage to humans, animals, plants, assets or the environment. Group
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1: includes products and goods incapable of causing injury or damage545 ; and group 2: includes
products and goods capable of causing injury or damage.546

Although this law does not explicitly provide anything on parallel importation, this law does
not prohibit this activity.547 According to this law parallel importation of trademarked products is
allowed. The relevant issues of parallel imports are also provided in this law.

a. Quality control

In order to ensure the quality of imported products, there are some conditions that importers
have to follow.548 Accordingly, imported goods must have their applicable standards announced as
provided at Article 23 of this law. With respect to parallel importation of trademarked products,
quality control is a necessary tool to eliminate the disadvantages of parallel imports such as low
quality products or lack of after-sales service. If imported goods fail to conform to announced
applicable standards or relevant technical regulations of Vietnam, depending on the nature and
severity of violations of quality control requirements, competent state agencies shall decide on
compulsory re-export, destruction or reprocessing of the goods, and at the same time, notify such to
customs agencies for coordinated handling and to importers for implementation.549

However, with respect to parallel imports, the products designed for overseas market can be
different from the products that circulate in domestic market. Trademark owners or their authorized
distributors may base on the applicable standard announced to prevent the parallel imports of overseas
products. On this point, we should look at Article 1, which states as follows:
545
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This law provides for the rights and obligations of organizations and individuals producing or
trading in products or goods as well as organizations and individuals conducting activities
related to product and goods quality; and the management of product and goods quality.550

When the law on quality of products and goods is adopted, it aims not only to protect the
legitimate interests of consumers but also to protect the goodwill of trademark owners from being
undermined. However, when the law enforcement in general is not so high there is always a gap
between law and practice. The question how to harmonize the benefits of trademark owners, parallel
importers, consumers and the public remains to be resolved.

b. After-sale service

According to the Law, conducting after-sale service is one of the obligations that the
importers have to undertake.551 After purchasing an imported product consumers can ask to repair the
products. In case importers cannot repair, consumers have two other options: 1). they may have their
money back, or 2). they may ask for exchange for new goods, and importers have to receive back
defective ones returned by consumers. This is an advanced provision when the legitimate interests of
consumers are respected. At this point, it is understandable when the law requires importers undertake
repair work for products they import. From the theoretical point of view, this is a good provision
because it protects the legitimate interests of consumers. This provision, however, is not easy to apply
in practice. Importers in this situation can be parallel importers or authorized importers. Can
consumers bring the parallel imported products to authorized importers to ask for repair or exchange
or have their money back from authorized importers? Probably not, because according to the law,
importers take responsibility for the quality of products that they import.552 The distributors may
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refuse to undertake such repair work because they do not import those products. Although Article 12.8
allows consumers exchange new products or take back the money it is really hard to require parallel
importers to undertake their obligation in practice in such a case. When the law enforcement in
general is not so high there is always a gap between law and practice.

Compensation liability of importers is also provided in this law. Namely, importers shall pay
compensation to consumers when their goods cause harms to the consumers due to their failure to
ensure the goods' quality.553 Compensation liabilities are applied to importers in general, regardless of
their status as distributors or parallel importers. This provision is a necessary because producers and
importers are tend to seek for profits, being careless about the quality of import products. How to
apply these provisions in reality in order to protect interests of consumers is a challenge to the state
authorities of Vietnam.

C. Recommendations

After construing the situation of parallel importation of trademarked products in Vietnam the
following part proposes some recommendations in order to improve the legal environment regarding
parallel imports. The recommendations presented above for developing countries in general apply to
Vietnam. Particularly, Vietnam should pay attention to the disadvantages of allowing parallel
importation as it adopts the international exhaustion rules. Here I focus on the points which are
specifically related to Vietnam. The recommendations that the government should consider include
modifying Article 125.2.b. of the Vietnam intellectual property law, supplementing regulations on
concerned issues of parallel imports, and enhancing the role of court system in solving parallel import
case.
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1. Modify Article 125.2.b. of the VIPL

In the Vietnam intellectual property law, article 125.2.b states as follows:

Owners of industrial property objects as well as organizations and individuals granted the
right to use…shall not have the right to prevent others from…circulating, importing,
exploiting utilities of products which were lawfully put on the market including overseas
markets, except for products put on the overseas markets not by the mark owners or their
licensees. (emphasis is added.)

The phrase “products put on the overseas markets not by the mark owners or their licensees”
in Article 125.2.b should be modified to “products put on the overseas markets not by the mark
owners or with their consent”. In fact, the trademarked products are put on a market by the trademark
owners, their licensees, and/or distributors. There is some difference between a licensee and a
distributor. A licensee connects to a licensor through a license agreement. For example, in a trademark
license, the licensee will be granted full privilege to use the trademark on goods or services provided
that the use is in accordance with agreed signage protocols and quality guidelines.554 Meanwhile a
distributor is not required to obtain a license to distribute a trademark or products. A distributor
connects with a producer or manufacturer by a distribution agreement. The distributor may be an
exclusive agent selling only those goods belonging to the producer or, as is normally the case, the
exclusive agent is the only distributor of a certain producers in the market. The majority of
distributorships are non-exclusive.555 For the difference between licensees and distributors, the use of
phrase “their licensees” is not precise because it does not embrace all the people who can legitimately
put trademarked products into market.
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2. Supplement regulations on concerned issues of parallel imports

a. Repackaging

Vietnam should adopt provision on repackaging parallel imported products. From the judicial
practice of developed countries, according to the decision of ECJ for instance, in order to allow the
parallel imported products circulate in the market, the products must be repacked in a proper way and
have to satisfy certain conditions.556 The requirements for repackaging are necessary in order to
supply the information for consumers and prevent them from get confused about the source or the
producer of the goods.

Furthermore, the packaging procedure must be performed under strict technology conditions
because of the importance of specific products to human health, such as pharmaceutical products,
foods, beverages or cosmetics. For this reason, if there is no requirement for the repacking of the
parallel importation of trademarked products, then this could cause damage to consumers. Regarding
this issue, there are many examples from the courts of the developed countries such as the U.S., the
E.U and Japan in dealing with cases where the distributors did not follow the repackaging
requirements. Vietnam can learn from the laws and practices of these developed countries or region to
issue its own provisions on repackaging of imported products that fits with Vietnam situation.

b. Relabeling

Decree 89 so far has regulated many issues related to the relabeling of imported products and
parallel imported products. However, this decree has no provision to the situation in which the parallel
imported products are materially or physically different from domestic ones. At this point, Vietnam
can learn from the United States experiences on adopting the Level rule protection.
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3. Enhancing the role of Court system in solving parallel imports cases

The enhancement of role of the system of court in interpretation and application of the law is
an important key for developing countries in order to improve their legal system. In Vietnam,
enforcement of intellectual property rights is the responsibility of the People’s Supreme Court, lower
court and various government authorities. From the theoretical point of view, the courts not only solve
disputes between related parties but also give their guidelines from the judicial practice. However,
according to the annual report of the Supreme People’s Court there has been no case relating to
exhaustion of trademark rights or to parallel imports of trademarked products in Vietnam up to date.

The court system in Vietnam has not yet shown its role in solving disputes related to parallel
importation. In fact, the role of the court has not been highly evaluated by the related parties involved
in disputes brought to the courts in Vietnam. People therefore tend to prefer to use other means to
solve their problem rather than to bring a case to court. In order to enhance the role of the judiciary of
Vietnam in dealing with parallel imports of trademarked products, there are many lessons from the
juridical system of developed countries that Vietnam should learn. One lesson from the court system
of Japan is that, even when there is no explicit provision on parallel imports in the law (as the case of
the Japanese Trademark Act), the courts can solve many cases related to this issue. The courts in fact
have made many rulings on dealing with parallel imports of trademarked goods. The role of the court
is crucial and also has changed in a more flexible way. Another example is to use Japanese court
system for reference, which introduces a case-based manner to facilitate the interpretation of
flexibility in solving a similar case. In such a situation, the courts need qualification of judge, which is
a challenge that Vietnam now has to deal with. Also, because the courts have not yet recognized casebased manner in the judicial practice, this is a good lesson for the Vietnam courts to start making
certain necessary changes.
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Therefore, enhancing the role of the courts in Vietnam judicial system in dealing with parallel
import cases is a necessary step that should be taken as soon as possible. Even if new regulations are
not realized soon in the form of law and other legal or administrative instruments, the courts can give
guidelines in solving cases related to parallel imports. Nonetheless, this process is not a simple task for
the courts. On the contrary, this is a tough challenge because of the lack of capacity of the judicial
branch. Moreover, the level and capacity of judges in Vietnam are matters of current concern557 in
respect of not only disputes concerning parallel imports cases but also those in solving disputes in
general. In order to fulfill this task, there are many steps that the court system must take, and the most
important one is enhancing the qualifications of judge and legal professionals in general.

D. Concluding remarks

Under the rapid change of the international trading system, the development of a country
impacts to other countries. Also, the rapidly changing conditions of the world trade have thrown
countries into a quandary about the potential of parallel importation.558 In dealing with parallel
imports, different countries have different treatments. With respect to trademarked goods, industrial
countries with the support of statutory provisions, case law, and public policies from a well-made
legal framework have already formed their treatment of parallel imports. Furthermore, the court
systems with the supports of experienced judges and scholars are a guarantee for developed countries
in dealing with parallel imports of trademarked products.

On the contrary, developing countries meet a lot of difficulties in dealing with parallel
imports. The insufficiency of provisions on regulating parallel imports shows the shortcomings of
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legal framework. Moreover, domestic manufacturers are fewer and incapable to supply for the
national needs. Developing markets thus rely on imported products in many fields of products. By
analyzing the current conditions of developing countries, it is necessary for these nations to allow
parallel importation of trademarked products. As we have seen, there are advantages when parallel
imports of trademarked products are possible. From the consumers’ point of view, parallel imports
help to protect their legitimate interests by increasing the source of supplies and reducing the prices of
products. From the markets’ point of view, monopolistic position of certain manufacturers will be
mitigated and a more competitive market is created thereby. Also, one of the major concerns is
counterfeit products in developing markets. The expandability of counterfeit products will be reduced
when countries allow parallel importation of trademarked products.

In the context of trademark rights, the treatments of developed countries are quite different.
Although, the United State and Japan follow the principle of international exhaustion of trademark
rights, their actual application of this principle is slightly different. The EU stays in its own position of
applying the principle of Community-wide exhaustion. This paper recommends that developing
countries should adopt the international exhaustion regime in order to motivate the free trading in
global scale. Developing countries can choose either the U.S. or the Japanese pattern of exhaustion
regime to apply, depending on their domestic demands so as to achieve the highest result.
Furthermore, developing countries should also take into consideration other specific regulations
related to parallel importation of trademarked products such as quality control, repackaging, relabeling
so that parallel imports can be able to apply properly and effectively.

There are a lot of problems that developing countries have to solve in their itineraries to
development, such as eliminating trade deficits, reducing inflation rates, reforming legal frameworks,
and improving social welfare. Developing countries must tackle with all of such problems so as to
ensure their development. All of the above problems are significant, but I believe that reforming the
legal frameworks is the most fundamental starting point.
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