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INTRODUCTION

A trade mark facilitates consumer purchasing derssamong experience
goods. It also encourages traders to produce aabhtaim quality
products' That is why trade mark protection is said to fosteonomic
efficiency and thereby the production of qualityode as well as to (and
deleted) reduce consumer search costs. Achietiegetgoals, however,
requires that the traders of branded goods mairgagonsistent quality
across time and for all consumérshe significance of quality maintenance
is particularly evident in the case of marks witheputation. Satisfaction
on the basis of a reputation or an image shoul&embéecome separate
from the product to which the mark is attacfe@ihis could convert
branded goods into status symbols even where stathssdoes not
necessarily match any real improvement in qualityth® products to
which the mark is affixed.In the short run, because consumers will be
less interested in the quality and the price ofdgbeds, the protection of
the mark will excessively expand the monopoly powakthe trade mark
owner? In the long run, this could encourage tradersmprove the
advertising and persuasive value of their markieats of maintaining and
improving the quality of the product in questionhig could severely
undermine the economic benefits of trade mark ptiote’

Despite its importance to consumers and the prosEssmpetition,
the quality function is not properly protected.isliviewed as an economic

1'W Landes, and R Posner, ‘Trade Mark Law: An Ecoicoferspective’ (1987)
30 J L and Economics 268- 271; N Economides, “Toenémics of Trade Marks”
(1988) 78 TMR 523- 532; M Pugatffhe International Political Economy of
Intellectual Property RightéEdward Elgar, Cheltenham 2004) 36-34.

2 Landes and Posner (n 1) 269- 270.

% R Holzhauer, ‘Jenever and Jumping Wild Cats’ (9002 The Economics of
Intellectual Property 420; G Stigler, ‘The Econosn@ Information’ (1961) 69 J
of Political Economics 213; Pugath (n 1) 36- 39 &@mides (n 1) 523.

4 A Griffiths, ‘A Law-and-Economics perspectives tade marks’ in L Bently, J
Davis, and J Ginsburg, (ed9frade Marks and Brands, an Interdisciplinary
Critique (CUP, Cambridge 2008) 253.

® Holzhauer (n 3) 415, 420; see in general R SnmithR Lusch, ‘How Advertising
can Position a Brand’ (1976) 16 J of Advertisings&arch 37.

8 pugath (n 1) 36- 39; Economides (n 1) 523.



2 Introduction

function that may not be enforced under trade niavk’ It has been
argued that the importance of enforcing the qudlityction under trade
mark law is unnecessary because a trader cankatedsicing the quality
of his branded goods without risking the loss o$ibass. According to
this view, market forces alone are sufficient tecgiline traders who
provide an inconsistent level of quality, and ththere is no need to
enforce this function by laf.Further, the concept of quality is heavily
regulated under many legal norms such as consuratrgtion law which
is believed to be better equipped to deal with suahatter. Consequently,
the quality function of the trade mark is not sesninherently worthy of
protection.

It is against this backdrop that this book aimsefmse out the different
legal strands concerning the enforcement of thditguanction, seeking
both to analyse the current state of the law artdgide a reference point
for potential problems and solutions as they ari&s.such, it is pertinent
to ask: why is it important to enforce the qualitynction of the mark?
What is the legal nature of this function? Doeslér mark law sufficiently
protect the quality guarantee? Should this fumcti® enforced under
trade mark law? Why not? The reader must remefberever that it is
beyond the scope of this study to address all éspéthe enforcement of
the quality function. That is why the protection thit function in the
fields of unfair competition, comparative adveriggiand consumer law (as
examples) willhot be addressed.

This book is divided into five chapters and a casin. These can be
viewed as two parts. The first (chapters 1-3) éramtwo major points.
Firstly, it analyses the legal and economic ratiesiafor trade mark
protection. It underlines the importance of enfogcthe quality function
if trade mark protection is to promote competitamd reduce consumer
searching costs. Secondly, taking the economiclegdl rationales of

" Case 16/74entrafarm v. Winthrofj1974] 2 CMLR, para 22; Case | ZR 85/71
Francesco Cinzano & Cie GmbH v Java KaffeegeschaftdoH & Co [1974] 2
CMLR 21, para 11; Advocate General Opinion in C&e119/75 Terrapin
(Overseas) Ltd. v Terranova Industrie C. A. Kapfé&eCo. [1975] 2 CMLR 482
AG 490- 493; Advocate General Opinion CapotortiGase 102/7'Hoffmann-la
Roche & Co. AG and Hoffmann-la Roche AG v Centraf#fiertriebsgesellschaft
Pharmazeutischer Erzeugnisse mihtd78] 3 CMLR 217 AG 6;Scandecor
Development AB v Scandecor Marketing AB & Oth§e01] 2 CMLR 30; F
Beier, ‘Territoriality of Trademark Law and Inteti@nal Trade’ (1970) 1IC 63.
Beier contributed to the original proposal of the@ean Trade Mark Directive as
an adviser to the Commission.

8 Landes and Posner (n 1) 268- 271; R Podbesnomic Analysis of La@" edn,
Aspen Publishers, New York 2007) 370.
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protection into account, part one provides an msigw as to whether or
not the quality guarantee is properly protectedenrtticle 5(1) and (2)

of Directive 2008/95 (former Directive 89/10%)and Article 9(1) of

Regulation 207/2009 (former Regulation 40/%4)n this regard, our
discussion will be restricted mainly, but not spjab the jurisprudence of
the Court of Justice (the Court). On many occasiche Court has
considered the question of quality when determiniregquestion of trade
mark protection. Despite this fact, the Court'titede concerning the
enforcement of the quality function is far fromane

Part two (chapters 4 and 5), firstly, criticallymeestigates the Chicago
law and economics movement and its impact on tliereement of the
quality function under trade mark laWThe focus will be on highlighting
the limitations of market forces in encouragingdées to maintain the
quality of their goods as anticipated by the Chic&ghool. Keeping this
in mind, chapter 5 then compares the scope ofdtisfactory quality test
that underpins section 14 (2) of the Sale of Goadsas amended (as a
leading example), with that of the quality guaranteder trade mark law.
The goal is to investigate whether there is a tadigulation gap between
consumer law and trade mark law.

Accordingly, chapter one provides an outline oftaier background
matters that will make the following chapters easiefollow. We begin
by looking at the history and functions of traderksawith the quality
function firmly in mind. We then examine the ecoro and legal
rationales of trade mark protection. The focud b on identifying the
legal and economic contexts in which the protectaintrade marks
enhances the production of quality goods and redeomsumer search
costs.

The second chapter considers whether the qualdyagtee is properly
protected under the doctrine of the trade mark estthjpatter (under
Article 5(1)). The aim is to build an accuratetpie of how the principle
of restricting the protection of the trade markit® essential function
should be implemented if trade mark protectiondsto distort competition
and artificially divide up markets between MembeéatSs. To this end,
and building on our results in chapter one, we tioeswhether, in
principle, the enforcement of the origin functiathances competitioper
se or whether this depends on the ability of the dradark owner to

° Directive 89/104 has been repealed and replacétth, renumbering but no
change of substance by Directive 2008/95 to appraté the laws of the Member
States relating to trade marks [2008] L299/25.

1012009] ©J L 78/1.

1 Landes and Posner (n 1) 268- 271; Posner ( n 8).
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maintain the quality of his/her branded goods. d?ffiérently, this chapter
investigates whether the act of not maintainindigudistorts competition
and increases consumer search ces&nif it is committed by the trade
mark owner and how the Court of Justice has tackleth a concern. This
serves as the starting point for assessing thé pegssibility of requiring
not only parallel traders but also trade mark own#temselves to
maintain the quality of their goods. Taking int&tional exhaustion as an
example, we finally consider whether the enforcemeh the quality
guarantee under the essential function doctrind,thuas Article 5 (1), is
biased toward traders.

In chapter three, we move on to consider the ptioteof the quality
function under the dilution doctrine (under Artic#2)). Given the fact
that dilution is about protecting the investmenadfade mark owner, and
thus the protection of consumers’ interests asuality issues is not a
priority, this chapter examines whether reputabbrk® are granted too
much protection and thus excessive monopoly. Genssig the ECJ
ruling in Copad v Christian Digf? this chapter investigates the risks of
not taking the broader legal and economic rationalas tfade mark
protection into account when expanding the pratectf a trade mark’s
intangible aspects such as its selling power outegjpn. To this end,
chapter three critically scrutinises Schechtersgyuarent that the
uniqueness of the trade mark should constitute dtilg rational basis for
its protection™ To test the sustainability of Schechter's notioh o
protection, we ask whether economic efficiencyradé mark efficiency
should be the purpose of trade mark protection.epifey the legal and
economic rationales of trade mark protection in dnirthis chapter
highlights the importance of putting the conceptibition in the context
of the relationship between a trade mark’s repomasind a product. This
chapter also analyses the risk of doing otherwrsk leence transforming
consumers from being of a quality bias to becontwamd bias. In this
case, a trade mark becomes an anti-competitive taslsuch, despite the
fact that dilution is mainly about protecting thevéstment of the trade
mark owner, this chapter examines whether the mrestf quality
maintenance must be taken into account when shapade mark
protection under the dilution doctrine.

12.c- 59/08Copad SA v Christian Dior Couture $2009] ETMR 40, paras 24- 26.
13 F Schechter, ‘The Rational Basis of Trademarke®tain’ (1927) 40 Harvard L
Rev831.

14 case C-349/9%.0endersloot v George Ballantifé998] ETMR 10, para 22;
Case C- 10/8%A Cnl-Sucal v Hag,1990] 3 CMLR 571, para 13; Case C-427/93
Bristol-Myer Squibb v Paranovjd996] ETMR 1, para 43.
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After exploring the significance of maintaining aistent quality and
whether this function is protected under Articld)oénd (2), we move on
to investigatewhy the quality function is not sufficiently protectedTo
this end, chapter four critically examines how dlyaithe Chicago law and
economics movement has come to the conclusiorctretumers can rely
on the proprietor of a trade mark having an econamérest in maintaining
the value of his mark, and thus not to allow thaliqy of the goods sold
under his banner to decline, which obviates thel fieelegal enforcemerit.
The Chicago School or what we might call the Chicéderegulation’
approach has profoundly influenced the enforcemaintthe quality
function under trade mark law. That is why thigpter is dedicated to
exploring two extremely important questions. Mrstvhether the Chicago
approach to law and economics has exaggeratedlhefrmarket forces,
and thus minimised the need for legal interventmmenforce the quality
function under trade mark law. Secondly, whethergtatement that trade
marks always convey a consistent quality message &curate one.

The Chicago deregulation approach is based on ae-ffagoretic
analysis used to predict the outcome of lawmakismai information
about the preferences of individudls.According to this theory,
policymaking is treated as a game of stratégyhe Chicago model of
quality enforcement is based on three assumptipadect competition,
individual rationality and wealth maximisation. i§lchapter will investigate
the interplay between these assumptions and quadd@intenance. To
assess the credibility of the Chicago hypobook,di@pter will consider
whether seeking to retain long term profits mednas traders will always
maintain the quality of their goods. To clarifyighpoint, practical
examples including the latest financial crisis dine Toyota 2010 recall,
will be used.

The concern as to the need for enforcing the qudalibction under
trade mark law requires tackling a final questiokssuming that, despite
its importance, the quality guarantee is not prigp@rotected under
Article 5(1) and (2) of Directive 2008/95 (and Atg 9 (1) of Regulation

15 Landes and Posner (n 1) 268- 271; Posner ( n 8).

16 ¢ Camerer,Behavioral Game Theory: Experiments in Strategiteriction
(Princeton University Press, New Jersey 2003) 50#8borne An Introduction to
Game TheorfOUP, Oxford 2004) 1- 4; K Binmor&ame Theory: A Very Short
Introduction(OUP, Oxford 2007) 2.

7 D Law, ‘Introduction: Positive Political Theory drthe Law’ (2006) 15 J of
Contemporary Legal Issues 1- 4; D Smith, J BaRlasitive Political Theory I:
Collective Preferencé@Michigan University Press, Michigan 1999) 1- 25h0rne
(n 16) 1- 4.



6 Introduction

207/2009) and that market forces are not a suffiassurance that traders
will not reduce the quality of their goods, thisedonot prevent the fact
that quality issues are still heavily regulated emdonsumer protection
law, particularly section 14(2) of the Sale of Gedttt 1979. Furthermore,
when we say enforcing the quality function undadé& mark law, what do
we mean by quality? After all, apart from the ogpicof ‘satisfactory
quality’, which underpins section 14(2), the terguality’ cannot be
clearly defined and thus measured, let alone eetbrc

By investigating whether the rationale of qualiégulation under trade
mark law is different from that under section 14¢?)the Sale of Goods
Act, the final chapter of this book tackles theabooncerns. The quality
of two satisfactory goods may vary significantli(eeping this in mind,
the focus in chapter five will be on whether thst tef satisfactory quality
reflects quality divergence between satisfactorg aobstandard goods
only or if it countsalso for quality differences between satisfactory goods
Recognising the difference between good and extrality products
requires identifying a standard or standards agavhsch the concept of
satisfactory or excellent quality can be measur&iven the number of
goods available in the market however, this tasknsost impossible. For
this reason, in this chapter attempt will be made to define quality.

The concluding part of this book will show howewdat it is still
possible to enforce the quality guarantee undéetraark law without the
need to provide a clear definition as to what gooextra quality might
mean.

Finally, during the course of writing this bookethisbon Treaty has
come into effect. The European Court of Justibe ECJ) is now referred
to as the ‘Court of Justice’. Trade Mark Direct®®@/104 and Regulation
40/94 have been replaced by the codified versidbictive 2008/95 and
the codified version of Regulation 207/2009 witmumbering but no
change of substance. When dealing with casesdglieancluded, we will
continue to refer tdirective 89/104 and Regulation 40/94 which were
used by the ECJ (now the Court of Justice) intadl tases discussed in
this work. We believe this makes life easier foe reader. However,
when presenting our own argument, we will refethte Court of Justice
(the Court) and the new codified version of the deraMark Directive
2008/95 and Regulation 207/2009.



CHAPTERONE

TRADE MARK PROTECTIONS
BACK TO BASICS

One of the most important functions of a trade miarto enable the
individual to identify a product as ‘satisfactorgcathereby to stimulate
further purchases by the consuming publlithe quality function signifies
to a consumer that all goods bearing a given magloha certain quality.
Trade mark protection is said to encourage tratbensanufacture and sell
quality goods and to provide information about thgsods. In order for
that to work, marks must, on the one hand, be predeand, on the other,
the traders must maintain the quality of their liechgoods over time and
for all consumers.While the scope of the protectable subject maiténe
trade mark right has been constantly broadenedguladity guarantee is
yet to be properly enforced.

This chapter is introductory. It lays the foundas for the discussion
that follows. To this end, it provides a brief bist of trade marks with
particular reference to the role of the quality qundee in the creation of
the essential function of the mark, a badge ofilrig Secondly, it
considers the ways in which the legal protectiomafks is justified. By
examining the economic and legal rationales ofetnandirk protection, this
part highlights the significance of enforcing theality guarantee if the
law is to achieve its goals. The chapter ends waithintroduction to the
legal background that informs and constrains tragk functions in
general and the quality guarantee in particuldnis Tinal part also serves
as an introduction to the chapters that follow.

1 F Schechter, ‘The Rational Basis of Trademarke®tain’ (1927) 40 Harvard L
Rev 818.

2 W Landes, and R Posner, ‘Trade Mark Law: An Ecoicoferspective’ (1987)
30 JL and Economics 269- 271.

? |bid, 267- 269.



8 Chapter One

1. History of Marks

Examining the history of trade marks serves twerimtined goals.
The first explains the roots and meanings of ttitad@ractices attached to
the activity of affixing marks to goods. The sedarflects the evolution
of the law to illustrate the changes in the natmd scope of trade mark
functions. Indeed, the change in the ways tradedsconsumers perceive
the role of a trade mark has significantly influedche development of
the law to expand the scope and level of legalegtimin for trade marks.
As we progress through this part, one fact will dee apparent: the
quality guarantee has played a significant rol¢him development of the
origin function or what is known as the essentimiction of a trade mark.

1.1 The Early Phase

Anthropological and historical findings indicateatithe use of trade
marks in trade is as old as trade itself. Desfite fact that the legal
protection of marks is fairly new, the concept ofrking goods for
various purposes predates written history. Exampfebranding can be
seen in cave paintings in South-Western Europe twhiepict branded
animals, which might be traced back to the Stone agd Early Bronze
Era® The goals of these marking techniques, howeves, canstantly
changing and are likely to remain a dynamic anchghey field of legal
debate.

1.2 The Proprietary Mark

Early trade marks were mainly used to protect pebkproperty from
theft and loss (the proprietary mark). Ancienterds used small graphic

4 G Ruston, ‘On The Origin of Trade Marks’ (1955) B®IR 127, 128; for further
information see F Schechtérhe Historical Foundations of the Law Relating to
Trade-Marks(Columbia University Press, New York 1925); sesal Drescher,
‘The Transformation and Evolution of Trade Markserfi Signals to Symbols to
Myth’ (1992) 82 TMR 301, 309- 321; L Bently, and $&herman,intellectual
Property Law(3“ edn, OUP, Oxford 2009) 711- 414.

5 Ruston (n 4); for further information see Scheghfa 4); Drescher (n 4); W
Cornish, and D Llewelyrntellectual Property: Patents, Compright, Trade s
and Allied Rights(6th edn, Sweet and Maxwell, London 2007) 606; P Toarsn
Intellectual Proprty Law(5th edn, OUP, Oxford 2008) 366- 371; J Davis,
Intellectual Property Lav(3rd edn, OUP, Oxford, 2008) 1- 20, 187- 191.
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designs to brand livestotkattlé and pottery. This technique served to
identify the owner of the marked animals as weltasassist the illiterate
who came into contact with the livestock. Despite fact that the
proprietary mark was not a trade mark in the modemse, it set the stage
for the development of modern trade mark faw.

The significance of the proprietary mark was furtaehanced by the
increase in trade in the ancient wofldThe act of selling and buying
goods expanded over large areas, particularly igp&hand, in later
stages, in the Roman Empifewhere traders had to travel long distances
and in so doing exposed their goods to the riskicy and theft. But,
branding techniques were not the only methods ueedesignate the
ownership of animals or products. Other devicashsas monograms and
heraldic tools, were also us&d.

Branding for the sake of indicating property was the only notable
trade mark forerunner. Even at that early stagekimg practice was used
to identify other aspects of a product, including ot limited to, the
quality of materials and craftsmanshfpAccording to Brian, the roots of
this ‘quality’ factor can be traced back to the -pigtoric era,
approximately 6000BC, where examples of ‘quarrykeagmarks used to
indicate the source of the materials (stones) useduilding) and
‘stonecutters’ signs’ (usually painted or carvedoirthe stone) were
discovered in building materials used in Eg{p8imilar examples were
also discovered in ancient buildings in Syria, Gegdsrael and Turkey.
The Roman builder used a similar technique by stagnpricks or tiles to
indicate the source and quality of the materialduse the building or to

5 Schechter (n 4) 26; Bently and Sherman (n 4) 71B; D Kitchin and others
Kerly's Law of Trade Markg14" edn, Sweet & Maxwell, London 2005); R
Annand and H NormanBlackstone’s Guide to the Trade Marks Act 1994
(Blackstone Press, London 1994) 1- 32; E Rogersmts Historical Matter
Concerning Trade Marks’(1910) 9 Michigan L Rev 28; J Brian, ‘Historical
Trademarks: In Use Since . . . 4,000 B.C." (2002)A Bulletin Archive.

" Drescher (n 4) 301- 309.

8 Ruston (n 4).

® Schechter (n 4) 34. Schechter argued that a @tapyi mark is not a trade mark
at 20.

19 Drescher (n 4) 309- 310.

1 Ruston (n 4) 130.

'2pid, 135.

13 Brian, Lohnes, &Albertson (n 6); Bently and Shem{a 4) 711- 713; see also
Kitchin and others (n 6); Annand and Norman (n 6).

14 Brian, Lohnes, & Albertson (n 6).

1% |bid.
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identify the person who made it or use®iThis technique was important
because some brick and tile makers used to wath&r goods to dry up
for two or more years before sale. That is whydhality of these bricks
was very good and it was important for the ownethar users of those
bricks to identify this fact’ In other words, the ancients were interested in
ensuring the quality of goods or material by idigitg the source (origin)

or the maker of these materials. In that peribdrdfore, the quality of the
goods was ensured by tracing its maker: its origin.

1.3 The Production Mark

With the rise of guilds during medieval times, &agharks were used
for a different purpose. Guilds had control ovdrowcould make certain
goods or provide certain serviclsEvery trader or manufacturer was
managed by a guild comprising a federation of mastaftsmen. Guilds
were also concerned with ensuring that the qualftytheir goods was
satisfactory’’ To achieve this goal, guilds enforced their meratempply
particular marks to their goods. Every trader whliged to affix a certain
mark to his goods, the one he obtained from thdédguiThis, in turn,
allowed any sub-standard product to be traced lacks origin (its
maker). Thus, the use of the production mark veaspulsory to indicate
the maker of the good in questitfiThe use of the production mark also
helped guilds to ensure the dominance and monaydheir businesses in
a particular town or area. Guilds were able tanidig and prevent foreign
goods from being sold in their territori€sThis policy allowed guilds to
enjoy an unchallenged trade monopoly in their laités? At the same
time, this meant that all trade marked producterglto the local guild
and, at the same time, they were assumed to nmais@ne sort of
production uniformity. Such a production contrablipy was a very
important step from the buyers’ perspective sinadlowed them to have
a very primitive ‘medieval quality’ functiof® However, the rules of

16 Rogers (n 6) 29- 32; Brian, Lohnes, & Albertsan6j.
17 i
Ibid.
18 Schechter (n 4) 40, 78; Drescher (n 4) 311.
19 Bently and Sherman (n 4).
20 5chechter (n 4) 38; Drescher (n 4) 311.
2 |bid.
22 Schechter (n 4) 40; see also Drescher (n 4) 312, R13- 320
23 |bid. In China, Greece and Rome marks were algd trs convey information
about,inter alia, the manufacturer of goods, ownership, source aterals, time
of stamping and, in some cases, even the nameeofrélder who bought the
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guilds were mainly intended to regulate the retatfop between traders
rather than to regulate the relationship between ttaders and their
customer$? During the medieval era, trade was mainly localadBrs
usually kept a close relationship with their custosn This close proximity
meant that customers did not have to rely on theymstion mark to check
the quality of goods. They were in a good positmpersonally know the
local trader and, therefore, to build reasonablpeetations about the
specifications of his products. That is why theerof the production mark
in ensuring the quality of goods was not signiftcan

To sum up, in the medieval era the purpose of tradek use was to
enforce the rules of the guild which includédter alia, monitoring the
quality of the branded good¥With the advent of the industrial revolution
however, the concept of trade mark use had onde aganged and to this
we shall turn our attention.

1.4 The Modern Phase: The Interplay between the Quity
and Origin Function

The advent of the industrial revolution had a digant impact on the
development of trade mark functions. The econorgalth accumulated
during the revolution gave marks a new role: thegame national and
international competitive tools. During the indistrrevolution, some
traders were able to produce goods in massive ijeant The use of
canals and railways as efficient methods of trartagion resulted in new
methods of distributing goodS.In turn, this enabled traders to further
expand their trade on local, national and inteomati levels. This
expansion of trade meant that traders startedlt¢hsgr products outside
their local areas. At the same time, they staideatlvertise their goods by
reference to their trade marks.

Trading at national and international levels maaat consumers had
access to a wider range of products imported frdnower the world.
Without being able to identify the source of thd&eeign’ products, it

products and then sold them in other markets. Thi mbjectives of providing

this sort of information were to specify the souoéeyoods, their origin, and their
quality; see Rogers (n 6) 29- 33.

24 schechter (n 4) 40; Drescher (n 4) 311, 312, 313; 320.

2 gSchechter (n 4) 41.

“bid, 40, 78.

27 C Pickering,Trade Marks in Theory and Practigglart Publishing, Oxford

1998) 39.

2 5 Diamond, ‘The Historical Development of Tradeksa(1975) 65 TMR281.
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was difficult to establish any idea about their lgqy&® To overcome this
issue, purchasers started to rely on marks affi@ephbods as indications of
the source (the origin). As time passed by, comsartarted to associate
certain marks with particular manufacturers, anduim a certain level of
quality®° At this period, trade marks became indicatorsragio and thus
signs from which consumers could assume consistafcyuality>
According to Schechter, this change in the roldérafie marks was first
developed in the cloth and cutlery industriest is in these industries
where the ‘evolution of the trade mark from a maflorigin to a mark of
quality and hence from a liability to an asset'kqace® This important
transformation was the result of using a particmamicipality by some
traders who had become known for their excellenu guality. Over
time, this quality was identified and repeatedlyrghased through the
attached trade mark. At this stage, consumers started to realisesiwate
marks might indicate a desirable quality as welltlas defects of the
products to which they were attachd.

1.5 Trade Marks as Marketing Tools

Around the beginning of the twentieth century, &eotimportant
change in the role of trade marks took place. Whth availability of a
wide range of interchangeable products, tradendestao advertise and
package their products more ofténReinforced by advertising, it is
believed that, as time passed by, some marks bevalaable assets in
their own right”’ They were able to convey some sort of emotioriatel
to consumers by virtue of their distinctivenesappeal, not as a result of
assumptions of origin or qualif§. According to Drescher, it is thought
that some marks were able to raise a desire foodupt regardless of any
assumed assumption about its quality. In doingtts®,role of the trade
marks changed from being indicators of origin (ahdreby quality) to

2 Drescher (n 4) 321; Pickering (n 27); Schechtet)(h29- 134.
30 Ruston (n 4) 134- 135.
31 Schechter (n 4) 78.
2 bid, 79- 147.
% |bid,78.
% |bid,78- 79.
% |bid,79- 147.
36 L StephenPatents, trademarks and related rights: Nationatldnternational
g)7rotection(Mass: Harvard Up, Cambridge 1975) 967.
Ibid.
%8 Bently and Sherman (n 4) 712.
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marketing tools$® This new role gave marks a profound competitivé an
commercial significanc& The change in the function of trade marks was
described thus:

Take water and sugar: they are commodities. Prdbess into cola drinks,
and you have products. Market and promote themm@@CA —COLA and
PEPSI- COLA: you have branéfs.

Recently, trade marks have taken on a new functidnder this role,
they provide consumers with an idenfiffywhen a consumer purchases an
Ipod touch, for instance, he is actually buyingexperience which helps
to construct his identity. In this context, theade mark becomes
something much more than the product to which iatched or its
reputation for quality. Instituted through the g@etation, marketing,
advgrtising, and packaging, it becomes a brandmage and a way of
life.

2. Why the Quality Function?

A considerable amount of debate has been devotétktquestion of
trade mark functions. What are those functions lamd much protection
should they be givenThere are a number of different aspects of this
debate that have been explored in the academiatlite. This book
however focuses exclusively on one aspect: wheatierenforcement of
the quality function of the mark is in compliancéthwthe underlying
rationales for trade mark protection.

This part raises two related inquiries. First, howportant is the
quality function for both traders and consumers@cofdly (and closely
related to the former point), why should marks hbetgrted in the first
place and why this protection relate to the qualityarantee? The
importance of the quality function for consumersd amaders is not
difficult to ascertain. It enables a trader ofratad goods to differentiate
the quality of his goods from those of his compesif* In this context, the

% Drescher (n 4) 301, 309- 321.

40 pickering (n 27) 38- 42.

1 The EconomistThe Year of the Brand’ 24 Dec. 1988, 101; Schectn 4) 129-
135.

42 Drescher (n 4) 301, 309- 321.

43 J Litman, ‘Breakfast with Batman: The Public Imsfrin the Advertising Age’
(1999) 108 Yale LJ 1717.

# Landes and Posner (n 2) 269- 271.
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protection of the trade mark is said to encourégettader to produce and
sell high quality products hence deriving econoefficiency. In the same
way, the quality function enables a consumer toehaxpectations as to
the quality of a given product. The consumer nay on the trade mark’s
reputation to speed up a purchasing decision. Thisaid to reduce
searching costs. In order for that to work, howetgo conditions have to
be established. First, a trader must maintainqginality of his branded
goods over time and across consumers, otherwisemidmk increases
rather than decreases searching csBecond, the cost of searching for
the right trade mark must be cheaper than the @osearching for the
desired attributes of the goods in quesfibRromoting and maintaining
consistent quality is what actually ensures thatgiotection of the mark
does not enhance artificial product differentiatiord artificial partitioning
of markets.

However, we have already addressed that some rhadene an asset
by themselves through advertising, not throughghality of the product
to which they are affixedf. This change is particularly important in the
case of marks with a reputation where some marke bacome a silent
‘salesman’ that could sell a product regardlesgsobrigin or associated
quality*® Such a new development raises concerns about ¢lfares of
consumers and the wider policy of the law. If asiomer purchases a
product because it is sold under a particular braot because of its
quality, the protection of the mark might increaasificial product
differentiation, thus distorting competition andclieasing rather than
decreasing consumer searching costs. To clarify ghint, two factors
must be considered: firstly, we need to understarity marks are
protected and the cost of this protection and, rsdlgo we need to identify
the economic context in which this protection carjustified.

45 |pid, 267- 269; R PosneEconomic Analysis of La(/V‘h edn, Aspen Publishers,
New York 2007) 391- 392.

4| Png, and D Reltman, ‘Why are some products kedndnd others not?’
(1995)38 JL and Economics 219.

4" Page, 8.

“8 See in general Bently and Sherman (n 4) 714.
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2.1 Why should Marks be Protected? Introduction

Trade mark protection can be justified on many gdsi® But one of
the most persuasive arguments is that trade mantegiion is justified
insofar as it encourages traders and manufacttognoduce and sell high
quality goods and to provide information to constsrabout the attributes
of those good?’ It is against this particular justification thatis book
aims to tease out the different legal strands amtg the quality
guarantee and its implications for the developnoéiiie law.

The argument that trade mark protection encourtigdsrs to produce
and sell high quality goods and thereby reducesumer searching costs
is based on the idea that without trade mark ptiotechere would be
under-production of quality goodSManufacturing a trademarked quality
product costs time and money. The value of thekmiarfacilitating
purchasing decisions depends on the informatioreputation the mark
conveys about the manufacturer of particular brdngeods. Once the
reputation of the mark is established, consumetk b&i willing to pay
higher prices for the goods sold under the markgfeater assurance of
consistent quality’> However, replicating someone else’s mark is easier
and cheaper than creating a new one. The strdhgereputation of the
mark is, the greater the temptation to duplicatéftithout legal protection,
competitors can profit from the quality reputatioansumers associate
with the original mark by selling their own prodsiainder the mark for
cheaper prices. If the products sold under a maky in quality,
consumers will not be able to rely on it as a gi§oonsistent quality. In
the long run, this will damage the reputation o timark and, in turn,
destroy it. This also means that the trader afenaarked quality goods
(the investor) will not be able to recover his istreent in the mark. In
this context, protecting trade marks means enatlignvestor to recoup
his investment® Thus, trade mark protection enhances the welfdre o
consumers by providing them with a greater rangguality products. At
the same time, it fosters competition by enablimglérs to recoup their

4% For example, marks should be protected to preaehird party from unjustly
enriched by taking advantage of the mark or itsit&on. Trade marks protection
can also be justified under ethical grounds. 18id715- 721.

%0 Landes and Posner (n 2) 268- 273.

*1 |bid, 269- 271.

24,

%3 |bid, 267- 273.
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investment and thereby encourages them to supperiptoduction of
quality goods?*

The protection of marks, however, is not cost fre@rade mark
protection enables the owner of trade mark rightexalusiveright to use
his mark in certain cases. This exclusivity grahtsowner of the mark a
degree of monopoly over the use of this mark. diestion of how much
protection trade marks should be given dependfiercdst of trade mark
protection:; the greater monopoly the exclusivity eoftrade mark right
generates, the more costly trade mark protectiarorbes. To this we
shall turn our attention.

2.2 The Interplay between the Cost and the Scope
of Trade Mark Protection

There is an inherent tension between the conceptraafe mark
protection, promoting competition and reducing eoner searching costs.
Competition policy seeks to increase consumer welfay fostering
competition and, thereafter, maintaining prices amarginal cost. Trade
mark protection means granting a limited monopatrto the owner of
the mark. The problem is that the goals of prongpttompetition and
reducing consumer searching costs are inherentlgnsistent with the
essence of branding goodsAfter all, the notion that trade mark
protection reduces searching costs is based onthbery of perfect
competition. In a competitive market, it is assdntleat information is
needed for both traders and consumers. Informattso can be
transferred easily and accuratéfydence, information about the price of a
given product and its substitutes will be availafoleeveryone. A trader
in this case cannot increase the price of his/hended goods as
consumers may switch to similar but cheaper praduct

By stark contrast, the idea of branding goods iewpfthat products
will be highly differentiated’ and this differentian is ‘essential for their

*d.

5 E ChamberlinThe Theory of Monopolistic Competiti¢8" edn, Mass: Harvard
University Press, Cambridge 1962); R Brown, ‘Adiging and the Public Interest:
Legal Protection of Trade Symbols’ (1948) 57 Yale1l165.

% G Ramello, ‘What is in a Sign: Trademark Law amabiomic Theory’ (2006)
20 J Economic Surveys 556.

57 R Whish,Competition Law5™ edn, Lexis Nexis, London 2003) 2.
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ability to support detective meanings, identities status attributes®
Therefore, there is an unending tension betweengtiads of branding
goods and enhancing perfect competifitbAs one observer points out, a
trade mark operates in two completely separateldevedistinctiveness
which have to be consider€l.0n the first level, the mark tells a
consumer about the existence and origin of a bichgded identified by a
certain trade mark or the so-called ‘absolute'rimi@tional effect. At the
second level, the mark encourages the consumererteive a particular
branded good as different from all others similabstitutes. This is
termed the ‘differential informational effe®. This feature is usually
referred to as the distinctiveness of a trade mark.

Let us take the Mercedes brand as an example.h®orte hand, the
mark Mercedes tells consumers that all cars sotttuthe mark are made
by or, under the control of, Mercedes. On thiselethe mark tells
consumers about the origin or the source of Mergethrs. On the other
hand, the mark also encourages consumers to perbtgvcedes’ cars as
different from all other similar or identical carsAs noted befor& the
distinctiveness of a mark (in this example Mercg¢dsssaid to have a
value that is not necessarily related to the oraithe quality of the cars
sold under the mark Mercedes. In this case,thiésmark which sells the
cars, and as a result, the quality of the cars sotiter the mark becomes
less significant. This, in turn, means that therdddes mark has moved
from being a brand among other brands to beingadthat is better than
all others brands. In this case, the cost of ptiotg Mercedes becomes
high because it expands the monopoly power of théet mark owner.
Ramello observes that:

If the differential distinctiveness effect prevailshat specific sign
[Mercedes] will take on for consumers a uniquerleastransforms it from
a “sign among signs” to a “sign above other sigmassjtuation referred to
as “salience” or “brand awareness” in markefifig.

%8 J Aldred, ‘The economic rationale of trade mags:economist’s critique’ in L
Bently, J Davis and J Ginsburg, (ed3yjade Marks and Brands, an
Interdisciplinary Critique(CUP, Cambridge 2008) 278.

%% Ramello (n 56) 556.

%0 |bid.

®1 |bid, 557.

%2 See pages, 8- 10.

3 Ramello (n 56) 557.
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Clearly, while a trade mark provides consumers witbrmation about
the origin of a particular product, it encouragéem to believe that
everything sold under the mark is unique in congmari with other
substitutes available in the market. The latterimises the role of marks
in promoting competition and reducing consumera@ag costs.

In a nutshell, trade marks protection might credg¢adweight costs
such as monopoly or excessive competition.  Regefdr through
advertising, a trade mark could create a spuriowge of high quality
which deflects consumers from lower price substgudvf equal or even
higher quality (in the present discussion, thisldobappen under the
second level of distinctiveness or under the difféial informational
effect) ®

However, the question of distorting competitiong@nerating monopoly
depends, to a large extent, on how much market ptveecowner of the
trade mark rights can exert. The question of axgrinarket power is
closely related to the other question of how mualtgztion marks should
be given. The more market power a trade mark ggimerates, the wider
the monopoly the owner of the trade mark right gsjand the more costly
trade mark protection becomes. That is why it seful to examine
whether the protection of marks generates monapolie

2.3 Trade Mark Rights and the Question of Market Paver

Generally speaking, the exclusive nature of a tnadek right does
impose some costs. Examples include the costa$ferring, enforcing
and, more importantly preventing others from usihg same or similar
signs®® As the scope of the trade mark subject matteeas®s, traders are
increasingly enforced to seek different names, ebagr packaging for
their goods. This imposes extra cost on all traddrbranded goods, in
particular the newcomeP8.The question to be raised therefore: does the
extra cost imposed on traders help the owner detraark rights to exert
market power?

Trade mark law provides the owner of a trade magktwith control
over the use of his mark in connection with goodsasvices. However, it
must be remembered that the law does not give alusxe control over
the sale of particular goods or services. Theo&gfranting an exclusive
use to a trade mark itself does not generate a pwyio To create a

54 Landes and Posner (n 2) 274.
% pid, 273- 275.
% Bently and Sherman (n 4) 716.
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monopoly, a trade mark must be treated in comlmnatiith the goods as
a product in its own rigt.

The exclusive nature of a trade mark right and ¢hkéra cost it
imposes, therefore, do not enable the owner ofiti to exert monopoly
power within a market The question of exerting market power has to be
considered keeping in mind all types of identigasionilar products which
consumers might treat as substitutes. The quesfiamether a consumer
will switch from one product to another if the mriof the first is raised is
everybody’s gues®. This depends on a number of factors such as the
advertising value of the mdfk its selling power or reputation, the
information available to the consumer and the way ilises this
information’*

Because of the lack of certainty as to the impathe trade mark right
in generating market power, it is very difficult sstablish the proper
scope of trade mark protectiGhOne way out of this dilemma is to
examine the best economic context in which theeggtain of the trade
mark can be justified. By doing so, we identifyesarios in which the
protection of marks is likely to promote or to digtcompetition. To this
end, we need first to examine the economic rokeaafe mark law.

3. The Economic Role of Trade Mark Law

While we have already briefly addressed why tradeks should be
protected? this section introduces, with more details, sormee issues yet
to be considered. In this part, we ask four qoesti The first three serve
to identify scenarios where trade mark protectmoless costly and thereby
is less likely to have anti-competitive effectsheTlast question (question
4) identifies the context(s) in which trade marktprction is likely to have
anti-competitive effects.

These questions are:

5 P Behrendt, ‘Trademarks and Monopolies: HistoriGd Conceptual
Foundations’ (1961) 51 TMR 853.

% Cornish and Llewelyn (n 5) 40.

% bid, 41.

Od.

" For information about the deficiency of consuniarstilizing information see A
Tversky, and D Kahneman, ‘Judgment Under Uncestaideuristics and Biases’
in D Kahneman, P Slovic, and A Tversky, (eds) Joegt Under Uncertainty
(CUP, Cambridge 1982) 143.

2 Cornish and Llewelyn (n 5) 41.

3 Page, 8.
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1. What is the role of trade marks in promoting coritjmet?

2. What is the role of trade marks in reducing congusearching
costs?

3. How much protection should be given to the quajitgrantee and, in
which context, if the protection of marks is to &sfe its goals, i.e.
promoting competition and reducing consumer seagcbosts?

4. What is the economic cost of protecting marks wsg?

3.1 The Role of Trade Marks in Promoting Competitio

According to Chicago economiststrade mark protection enhances
competition by encouraging traders to manufactune sell high quality
goods thus deriving economic efficiency. Landed Bosner argue that a
firm has an incentive to promote a trade mark diityis able to maintain
consistent quality” In order for that to work however, trade marks tus
be protected and must not be duplicated. As thjéctwas dealt with
previously, it is not necessary to look at it aga@re’® Instead, we will
focus on the role of the quality guarantee in prongpcompetition. This
can be explained by way of example.

Consider the following: a firm wants to promoterade mark, say X.
This requires spending a huge amount of money enefs such as
maintaining and improving the quality of productddsunder the mark,
services and advertising. It is thought that thenmter of X mark is
unlikely to develop and maintain a strong tradeknaputation unless he
is able to maintain the quality of products solddemhis marK’ This
assumption is based on the idea that the lack alfitgwconsistency will
render the mark X useless. X's quality inconsisfemeans that it does
not provide reliable information to consumétsHence, it does not
facilitate their purchasing decisions. Given fhet that consumers pay
more for branded goods in a clear exchange foradityiassurance, they
will be unwilling to pay more for products sold wrdX mark than for the
unbranded ones. If this happens, X's promoter mall be able to recover
his investment in the mark. This by itself is sddiscourage the owner
of X mark to develop a trade mark reputation infitg place unless he is
able to maintain the quality of goods sold underrtiark.

" Landes and Posner (n 2) 265- 309.
"5 Ibid, 270.

®page, 8.

7 Landes and Posner (n 2) 270.

8 |bid.



