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The Grey Market

A grey market is the trade of a commodity through distribution channels which, while legal, are unofficial, unauthorized, or unintended by the original manufacturer. In contrast, a black market is the trade of goods and services that are illegal in themselves and/or distributed through illegal channels, such as the selling of stolen goods, certain drugs or unregistered handguns.

Unlike black market goods, grey-market goods are not usually illegal. Instead, they are sold outside normal distribution channels by companies which may have no relationship with the producer of the goods. Frequently this form of parallel import occurs when the price of an item is significantly higher in one country than another. This situation commonly occurs with electronic equipment such as cameras. Entrepreneurs buy the product where it is available cheaply, often at retail but sometimes at wholesale, and import it legally to the target market. They then sell it at a price high enough to provide a profit but under the normal market price. International efforts to promote free trade, including reduced tariffs and harmonized national standards, facilitate this form of arbitrage whenever manufacturers attempt to preserve highly disparate pricing. Because of the nature of grey markets, it is difficult or impossible to track the precise numbers of grey-market sales. 

Grey markets can sometimes develop for select video game consoles and titles whose demand temporarily outstrips supply and the local shops run out of stock; this happens especially during the holiday season. Other popular items, such as dolls can also be affected. In such situations the grey market price may be considerably higher than the manufacturer's suggested retail price. Online auction sites such as eBay have contributed to the emergence of the gaming and entertainment grey market.

The parties most affected by the grey market are usually the authorized agents or importers, or the retailers of the item in the target market. Often this is the national subsidiary of the manufacturer, or a related company. In response to the resultant damage to their profits and reputation, manufacturers and their official distribution chain will often seek to restrict the grey market. Such responses, however, can breach competition law, particularly in the European Union. Manufacturers or their licensees often seek to enforce trademark or other intellectual-property rights against the grey market. Such rights may be exercised against the import, sale and/or advertisement of grey imports. In 2002, Levi Strauss, after a 4-year legal fight, prevented UK supermarket Tesco from selling grey market jeans. However, such rights can be limited. Examples of such limitations include the first-sale doctrine in the United States and the doctrine of the exhaustion of rights in the European Union.

When grey-market products are advertised on Google, eBay or other legitimate web sites, it is possible to petition for removal of any advertisements that violate trademark or copyright laws. This can be done directly, without the involvement of legal professionals. eBay, for example, will remove listings of such products even in countries where their purchase and use is not against the law. Manufacturers may refuse to supply distributors and retailers that trade in grey-market goods. They may also more broadly limit supplies in markets where prices are low. Manufacturers may refuse to honor the warranty of an item purchased from grey-market sources, on the grounds that the higher price on the non-grey market good reflects a higher level of service, even though the manufacturer does of course control its own prices to distributors. Alternatively, they may provide the warranty service only from the manufacturer's subsidiary in the intended country of import, not the diverted third country where the grey goods are ultimately sold by the distributor or retailer. This response to the grey market is especially evident in electronics goods. Local laws concerning distribution and packaging (for example, the language on labels, units of measurement, and nutritional disclosure on foodstuffs) can be brought into play, as can national standards certifications for certain goods.

Manufacturers may give the same item different model numbers in different countries, even though the functions of the item are identical, so that they can identify grey imports. Manufacturers can also use batch codes to enable similar tracing of grey imports. Parallel market importers often de-code the product in order to avoid the identification of the supplier. In the United States, courts have decided that decoding which blemishes the product is a material alteration, rendering the product infringed. Parallel market importers have worked around this limitation by developing new removal techniques.

The development of DVD region codes, and equivalent regional-lockout techniques in other media, are examples of technological features designed to limit the flow of goods between national markets, effectively fighting the grey market that would otherwise develop. This enables movie studios and other content creators to charge more for the same product in one market than in another or alternatively withhold the product from some markets for a particular time. Consumer advocacy groups argue that this discrimination against consumers — the charging of higher prices on the same object simply because of where they happen to live — is unjust and anti-competitive. Since it requires governments to legislate to prevent their citizens from purchasing goods at cheaper prices from other markets, and since this is clearly not in their citizens' interests, many governments in democratic countries have chosen not to protect anti-competitive technologies such as DVD region-coding.

From Wikipedia
Grey Markets Make Economic Sense

Allowing grey imports is consistent with basic principles of free trade. If a manufacturer/distributor is selling the same item at different prices in two countries, free market economics suggests that the rational purchaser will purchase in the cheaper of the two, presuming that the difference will not be wholly swallowed up by transaction and transportation costs, taxes, etc. If this holds for a consumer choosing between two jeans shops in his town, why does it not also hold for a retailer choosing between a jeans manufacturer’s price lists in two countries? Until recently, there was an information asymmetry, as the manufacturer knew about their differential pricing, but the purchaser did not; information technology has now changed the equation and allowed the market to operate more efficiently.

Allowing grey imports means that manufacturers do not concentrate economic power in a monopolistic way which can be damaging to free trade (even Adam Smith believed certain monopolies were antithetical to free trade). Banning them is tantamount to granting a licensed monopoly or cartel on a country-by-country basis, which inevitably means higher prices for consumers. As manufacturing has increasingly been relocated into a smaller number of offshore countries, rather than in the country of purchase, it makes sense that other parts of the supply chain should make a similar move so that they too can realise the efficiency benefits of a globalised economy.

Consumers benefit from grey imports. The economics of grey imports drive sourcing to low-cost economies. Even if retailers take some of this benefit as improved profit margins, typically at least some of it will be passed on to consumers in the form of reduced prices. Grey imports also allow consumers to buy products that may not yet be available in their own market because they have not yet been released, or because in their market the manufacturer feels there is insufficient demand. Thus, grey imports expand consumer choice.

Grey imports benefit the importing economy. Because some grey imports will be products originally targeted at a foreign market but which turn out to achieve some popularity in the host market, they increase foreign trade. In this way, grey imports act to internationalise consumer tastes and cross-cultural understanding. Through the downward pressure on retail prices, grey imports will also encourage industry to more efficiency, as ultimately factory gate prices will be expected to fall too.

Cheap at what price?

Free trade involves a principle of free will. The seller should be able to decide to whom he wishes to sell and on what terms, and if the buyer does not accept those terms then the buyer should be able to refuse to deal with him. Manufacturers can have many good reasons for choosing to price goods at different levels in different countries, for example their wish to build a long-term brand preference by cheaper initial marketing in a developing economy, or their desire to maintain an aura of exclusivity in mature markets through high pricing and confining sales to specialist retailers. Grey imports result in the manufacturer / distributor effectively losing some and often most control of their pricing and retailing strategy in the importing country. This reduces their capacity to position the brand as they see appropriate.

Grey imports limit a company’s control over its own products. Many manufacturers / distributors wish to control their distribution outlets for sound commercial reasons, for example to protect the image of their brand. This becomes very difficult, possibly impossible, to do if grey imports are allowed, as this circumvents their planned distribution network. It becomes much harder for a manufacturer / distributor to track their products where they have been used in a grey importation. This can lessen their effectiveness when they need this information, a possible instance being a safety recall.

Consumers do not really benefit overall from grey imports. Although manufacturers may reduce prices in some (typically, richer) countries, they are at least as likely to raise prices in less developed economies, depriving consumers there of access to international brands and luxury goods, and so depriving them of a real choice.

Grey imports damage the importing economy. By reducing the profitability of the manufacturer/distributor in the importing country, grey imports accordingly often lessen the amount of money that the company can invest in its operations in that country. This is a vicious circle which may reduce demand and so lead to greater inefficiencies in official importation. An acceptance of imports – especially of unclear provenance – hastens the demise of the manufacturing base of the importing country. The manufacturer will have less reason to support the brand locally, as the benefit does not show up in their local results and in any case grey imports tend to start focussing consumers’ minds on price rather than the brand identity. 

A free flow of merchandise is not always an automatic good. The extra transport and pollution involved in grey imports alone is a serious argument against it. Grey importers often do not make clear that products sold under the same brand name in different markets are in fact sometimes tailored to suit the local market environment. One of the reasons for lower pricing of some products in particular countries is that they do not include all of the same ingredients as a product sold under the same brand name in another country. This can be, for example, because the performance needs (e.g. the climate), regulatory framework, or consumers’ willingness to pay in the two countries vary. Accordingly, in the importing country, consumers may end up paying for a familiar brand that is not actually as well designed for their needs as the domestically marketed version. There are also many practical problems with grey importation. For example, consumers may not understand usage instructions.

£40m judgment against parallel market importer in music copyright case

In one of the largest awards ever rendered against a parallel market importer in Europe, CD Wow has been ordered to pay more than 41 million pounds to the British Phonographic Industry (BPI) . The award issued this past month after a five year battle by BPI against the Hong Kong based diverter. CD Wow purchased CDs which sold at a lower price in the far east, and resold them to retailers in the United Kingdom. The case centred on a European Union law which prohibits the importation into the Union of goods bearing copyrighted works without the consent of the copyright owner. In 2004, CD Wow entered into a settlement agreement with BPI in which CD Wow agreed to cease future sales. The harsh ruling was based on the High Court’s decision that CD Wow violated the terms of this agreement. 

When Grey is Good

(Article published in The Economist, August 22nd, 1998) 

The European Union should be encouraging "grey" imports, not banning them 

During the French revolution, arbitrageurs sometimes paid the highest price: they were guillotined. In deciding how to deal with those who exploit differences in the prices for which branded goods sell in different markets, the European Court of Justice has not gone so far. But, with the support of the European Commission and many EU governments, the court has banned such "grey" (or "parallel") imports into the EU. Traders are no longer allowed to undercut high EU prices for branded goods, such as perfume and CDs, by importing them from cheaper markets. This is a mistake. 

Grey imports from America are enormously profitable, because Europe's mark-ups are higher than can be explained by differences in taxes, transport costs and the like. So the court's judgment has met with uproar from consumer groups, as well as parallel importers and discount retailers. The commission is now investigating the ruling's economic effects. And in Britain, a parliamentary committee is to look into the issue after a surge of grey car imports from crisis-hit Asia. 

The arguments for restricting parallel imports come from manufacturers. They say they have a right to decide which dealers can distribute their products. They argue that cheap grey imports can damage a luxury brand in which they have invested heavily. That not only hurts them; it may also harm existing consumers, who have already paid a premium for the product, and future consumers, if it deters future investment. 

Black and white

Of course, manufacturers have a right to try to convince consumers to pay more for their products. They may also have legitimate reasons for wanting to control how their goods are sold. But once a company has sold a product, it should not be able to prevent its resale, provided that the product has not been tampered with. 

Manufacturers make much of the harm that parallel imports allegedly cause consumers. However, while some existing owners of prestige brands might fret if European prices fell to American levels, lower prices would benefit future buyers. Would they also undermine the snobbery of a brand? Hardly. Calvin Klein products cost less in America, but they still command a premium. Would lower profits cause brand owners to invest less in future? Probably not much; indeed, competition might spur investment to keep their brand's edge. On the other hand, the ban will ensure that Europeans will be milked, and firms will be able to cut prices elsewhere. 

The commission does encourage grey markets within the EU. Cheap Levi jeans can still be freely imported into Britain from Greece - but not from America. That worrying inconsistency may provoke non-EU countries to complain of discrimination and to retaliate. First, though, they should wait for sense to prevail. Lawyers are already seeking loopholes in the European Court's judgment. In any case, some British supermarket groups are defying the ban until they are prosecuted; they are also thinking of bringing a case of their own to challenge the court's ruling. This may not be necessary. The court could conceivably overturn its earlier judgment in a forthcoming case over imports of Sebago boat shoes to Belgium. 

But the European Commission should not wait until then. It can amend the relevant directive to deal with the court's decision, and even to encourage a flood of grey imports. That way, European prices might be pushed down to match those paid by lucky American consumers. 

Inside the grey market

Along the crowded counters of Bi-Rite Photo in midtown Manhattan, bargain hunters contend not only with the usual bewildering selection of cameras and lenses but also with a choice of prices for the same item. The popular Nikon FE-2 camera, for example, costs either $279.50 or $239.50. What's the difference? Top dollar buys a camera backed by an authorized U.S. Nikon distributor. For the lower price, a buyer gets the same machine but with only Bi-Rite's guarantee.

Welcome to the world of the grey market. Embraced by bargain hunters at the same time that it is cursed by conventional retailers, the grey market thrives by selling brand-name cameras, consumer electronics, personal computers, cars and even excavators without the imprimatur of a manufacturer's authorized distributor. The products do not have either the standard warranty or the higher markup. Unlike black-market trafficking in stolen or counterfeit goods, grey-market trade is perfectly legal and was even encouraged by the Reagan Administration.

The grey market offers considerable bargains for the wary consumer and has grabbed about a $5.5 billion chunk of the nation's retail trade. This includes an estimated 30% of high-quality camera sales. These goods are sold across the country by such giant chains as K mart and Montgomery Ward, as well as by local specialty outlets. Some stores carry both grey-market products and normally discounted goods.

Perhaps the best-known retailer of grey-market goods is New York City's 47 St. Photo, which last year sold about $100 million worth of cameras, personal computers and other products through four stores and a mail-order operation. The cramped and chaotic original outlet is located in mid-Manhattan above a deli and reached by a dingy staircase. The store, though, is stuffed armpit-to-elbow with bargain hunters: pinstripe lawyers who are on their lunch hour, families in from suburban New Jersey, Japanese bankers, white-robed Egyptians, high-decibel hagglers in Spanish, Hebrew and Korean.

Many grey-market retailers, including 47 St. Photo, contend that they are sharing with American consumers the benefits of the dollar's purchasing power abroad. Despite its recent downturn, the dollar is still worth 19% more against many foreign currencies than it averaged from 1980 to 1982. That should mean cheaper imports in the U.S., but many American distributors have decided to pocket the profits rather than lower their prices. Yves Saint Laurent's Opium perfume, for example, has climbed from $135 an oz. in 1980 to $165 an oz. today, although the cost of the perfume to the importer has simultaneously fallen by about 50%.

Enter the grey marketers. They buy their products in Europe, Asia and elsewhere instead of getting them from authorized U.S. distributors. K mart last year spent about $100 million on grey-market imports, including Swiss- made Accutron watches that it sells for less than $100, or about half the manufacturer's suggested price. Says Robert Stevenson, K mart vice president: "There is no reason to pay unreasonable prices to the manufacturer's U.S. distributor when you can obtain exactly the same products at lower cost overseas." Importers have even invaded the market for heavy machinery. Caterpillar excavators imported from France sell in the U.S. for between $85,000 and $215,000, 15% less than an American-made model.

Not all grey-market products are imported. For example, 47 St. Photo offers an American-made IBM PC XT personal-computer package for either $3,125 or $2,295. The higher price buys a machine that comes with IBM's standard 90-day warranty and service. Bottom dollar gets the computer with three months of protection from 47 St. Photo, not IBM. The retailer obtains the lower-priced IBM machines from authorized dealers who secretly sell their excess inventories. Fearing harm to their products' reputation, IBM and other computer makers have been cracking down on computer dealers who sell to grey marketers, threatening to take away their local franchises. Like most other companies, IBM refuses to honor warranties on products not bought through its regular dealers.

Customers frequently realize that their grey-market goods lack a U.S. warranty only when they have problems and discover that dealers refuse to perform needed repairs. "There are a lot of unhappy buyers out there who found the rainbow was lined with lead," says Rudy Kraft, owner of Autohaus Pompano, a Mercedes dealership. Kraft faces keen competition from grey-market dealers, who are expected to sell more than 80,000 unauthorized Mercedes-Benz cars in the U.S. this year.

Official dealers insist that the grey market unfairly damages their own business. Says Herbert Sax, director of a distributors' lobbying group, the Coalition to Preserve the Integrity of American Trademarks: "Grey marketers take a free ride on the substantial costs that authorized distributors incur in order to promote their products." John Leverett, Nikon's Atlanta-based regional sales manager, complains that "consumers who buy on the grey market blame us" when they purchase goods that ultimately prove defective.

While the Reagan Administration encouraged competition from grey-market imports by loosening some federal rules that had previously made it difficult to bring the products into the U.S., state and local governments are starting to get tough on the grey market. The New York state legislature in July passed a law that will require shops selling those products to describe their merchandise and warranties accurately. 

Exhaustion of Rights: Are the Gates Shut for Parallel Imports?

The main value of a trade mark is arguably its nature as an identifying factor for the goods or service to which it is applied. It can function as both an indicator of origin and also an indicator of other favourable aspects of a product, such as quality and good value. Because of this, the mark can become the focus for the so called ‘goodwill’ built up in a product or a service which is an integral part of the presentation of the product for sale. As such the trade mark owners will want to be able to control its method of distribution, for example the type and quality of shop that stocks his products.

Section 9(1) of the Act provides that:

“the proprietor of a registered trade mark has exclusive rights in the trade mark which are infringed by use of the trade mark in the United Kingdom without his consent”
This would indicate that the trade mark owner is well within his rights to prevent his products being sold in places he views as not being commensurate with the quality of the product.

But when the products (and thus the trade mark) are genuine items (sourced from the rights holder) and not copies made by other manufacturers, the concept known as exhaustion of rights comes into play. Section 12 of the Act (article 7 of the Trade Mark Directive) states:

1. A registered trade mark is not infringed by the use of the trade mark in relation to goods which have been put on the market in the European Economic Area under that trade mark by the proprietor or with his consent.

2. Subsection (1) does not apply where there exist 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).

The principle of exhaustion of rights stems from the wider principles of competition law and freedom of goods and services as set out in the EC treaty. In general Articles 28, 29 and 30 prohibit the prevention of the free movement of goods or services in the EEA, Article 30 does though provide a get out where restrictions can be justified on special grounds, also Article 295 recognises the rights of intellectual property proprietors. Trade mark laws must be balanced with these free movement principles.

At a basic level if Trader A (the rights holder) puts his product on sale within the EEA his rights would be seen as being exhausted and he could not stop trader B from selling the same within a different country in the EEA. By putting the goods on the market under the trade mark somewhere in the EEA then the owner has exhausted his rights in the trade mark. As always in law there are exceptions to the rule, these are referred to in S12(2) of the Act with the following being widely accepted as the main reasons enabling a mark owner to prevent its products being resold by other traders:

· Where the goods are altered – this will often be the case where for example additions are made to a product in order for it to be compatible with the national market in question.

· Where the mark itself is altered – where for example the mark owner uses a slightly different mark depending on the country.

· Where the packaging of the goods is changed in whole or in part.

· Where the method of advertising used by the reseller is not in keeping with the value and status of the mark.

As stated above the principle of exhaustion is well established in Europe but confusion reigns as to its wider relevance. Prior to the passage of the directive, the question of international exhaustion was one decided by individual member states countries. Germany, Austria and the Benelux countries all historically had international exhaustion. This had the affect that trade mark owners would not have been permitted to oppose the resale of products which had been put onto the market with their consent, any where in the world.

Through various cases the ECJ has ensured that trade mark owners rights are protected and are neither weakened nor undermined. The first of these landmark cases is that of Silhouette. Draft versions of the trade mark directive did not feature the words “in the community” thus there was uncertainty as to whether ‘regional exhaustion’ or ‘international exhaustion’ was intended, even when the actual directive was released complete with the phrase “in the community” there was uncertainty as to whether this was a minimum level of exhaustion or required community exhaustion only and did not allow international exhaustion. This question was answered very clearly in Silhouette; in this case the ECJ held that:

“national rules providing for exhaustion of trade mark rights in respect of products put on the market outside the EEA under that mark by the proprietor or with its consent are contrary to Article 7(1) of the (Trade Mark Directive)”
This was at the time accepted as being consistent with the aims of the directive in terms of harmonising the laws and protecting rights holders. It had the effect that if genuine trade marked goods are put for sale outside of the EEA, any subsequent importation and sale of them within the EEA will amount to an infringement of the trade mark unless consent has been obtained from the rights holder. It removed any lingering doubt over whether or not individual member states could provide for exhaustion in their national law.

Unfortunately whilst the ECJ clarified one point i.e. the regional nature of exhaustion they also brought about a new point of confusion namely the issue of consent, i.e. what amounts to consent to import goods into the EEA. When is a trade mark owner deemed to have consented? Is it an implied assumption or must it be expressed? This new issue was dealt with in the case of Sebago,as per Silhouette the defendant argued that the importation of genuine products into the EEA did not affect the function of a trade mark as an indication of the origin and quality of the product. The Advocate General sympathised with this view but stated that the Trade Mark Directive clearly prevented international exhaustion. 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”
A trade mark owner cannot be deemed to have consented to the parallel importation of its branded goods from outside of the EEA just because it had itself sold the same goods within the EEA.

The biggest twist in this saga came in the UK Davidoff case. Laddie J dealt a blow to trade mark owners stating:

“Silhouette has bestowed on a trade mark owner a parasitic right to interfere with the distribution of goods which bears little or no relationship to the proper function of the trade mark right”
He went on to assert that where the proprietor: “has agreed, expressly or otherwise to such entry, or he has, directly or otherwise, placed the goods in the hands of a third party under conditions which give the third party a right to distribute and onward sell them without restriction” he will be deemed to have consented. Explicit restrictions (according to Laddie J) must be imposed on the purchaser at the time of purchase.

The High Court held that Davidoff could not prevent the sale of goods in the United Kingdom if it had not expressly prohibited the sale of these goods in the United Kingdom when it first put the goods on the market. This case was referred to the ECJ for further ruling, it came up for consideration with the joined cases brought by Levi Strauss against Tesco and Costco. The ECJ’s decision in these cases shifted the position on parallel imports back in favour of the trade mark owners. It held the following:

1. Implied consent of a rights holder who has placed his products on the market outside of the EEA to the subsequent sale of the same in the EEA, can only be found if the rights holder has renounced his right to oppose such marketing.

2. The burden of proof is on the parallel importer to prove that the rights holder has consented.

3. Consent cannot be automatically implied just because the rights holder has not informed purchasers of their opposition to such re-sale or because there is no statement on the product forbidding such re-sale or because there is no contractual restriction forbidding such re-sale.

4. It matters not if the parallel importer has no awareness of the right holders objections to re-sale within the EEA.

It would appear that for now at least the gates of fortress Europe are shut to parallel imports, the cases of Silhouette, Sebago and Davidoff seem to have made certain of this. But doubts remain about exhaustion and it has been suggested that the mood is turning against trade mark proprietors and price differentials, with the increase in use of the internet the world is effectively becoming smaller and people have easy access to details of pricing in other countries. These consumers can see that they could buy products in China for a great deal less money. This will increase pressure on the legislators to change the existing laws. In fact, the European Commission recently released a paper called “Possible abuses of trade mark rights within the EU in the context of Community exhaustion”. This ascertains that there are no deficiencies in the current legal provisions to possible abuse of trade marks in the EU but the mere fact that the paper was commissioned suggests that questions remain. Even the Advocate General seemingly desires change, in both Silhouette and Sebago he affirmed that the ECJ cannot:

“Stand legislation on its head in order to achieve an objective, even were it to be considered desirable”
There have been suggestions that international exhaustion be provided only for certain products, for example pharmaceuticals and sound recordings but according to the European Commission report of 1999 the actual price benefits to consumers would not be as high as one would imagine, an estimate of only 2%. For now, though, it appears that the future of exhaustion is left to the politicians: out of the 16 member states 8 are known to be in favour of international exhaustion (the UK being one of them) 5 are against and 3 are undecided. Whilst a majority is adequate to amend the directive a unanimous vote would be necessary to amend the regulation upon which the directives are based; changing the directive without changing the regulation would lead to much confusion and as such is never likely to happen. But those member states in favour of international exhaustion are continuing to press the commission for a way forward.

Ben Evans is an Intellectual Property Executive at Lawdit.

Exhaustion doctrine

From Wikipedia, the free encyclopedia

Under the exhaustion doctrine, doctrine of exhaustion, or first sale doctrine, the first unrestricted sale of a patented item exhausts the patentee's control over that particular item. It generally is asserted as an affirmative defense to charges of patent infringement, but less commonly is asserted affirmatively in a declaratory judgment action.

In other words, it is a concept in intellectual property law whereby an intellectual property owner will lose or "exhaust" certain rights after the first use of the subject matter which is the subject of intellectual property rights. For example, the ability of a trademark owner to control further sales of a product bearing its mark are generally "exhausted" following the sale of that product.

The doctrine also may be referred to as the doctrine of "patent exhaustion." It is closely related to (and sometimes conflated with) the doctrine of implied license, and is often asserted in conjunction with claims of legal estoppel.

The concept typically arises in the context of parallel imports, and may therefore be relevant nationally, regionally or internationally, such that if a right becomes "exhausted" in one area or jurisdiction, an intellectual property owner may not be able to enforce its rights in another area or jurisdiction.

Different countries regulate the applicability of the doctrine of exhaustion in relation to different products in different ways.

Battle of the Brands

By the BBC1's Money Programme Rajah Datar (Archives)

The world's biggest brands have spent a fortune building mystique and exclusivity, but now they are under threat from superstores which think they are charging too much. The war is reaching its climax with an increasingly heated battle between Levi Strauss and Tesco. 

Superstores are fighting for the right to sell more designer brands on the cheap, next to the tinned beans. If they win the boss of Levis sees a bleak future. Consumers are obsessed by labels. As a nation we spend an estimated £20bn a year on branded fashion goods. In response to this increased demand discount stores have been mushrooming across Britain - flogging famous names on the cheap. So brands seem to be losing control of their exclusivity. However, finding the goods to sell isn't easy: the brands come through a roundabout route - the "Grey Market" - because the brand owners won't sell directly to supermarkets. 

Rip-off Britain? 

This is a battle for consumers' hearts, minds and wallets. It all boils down to one question: is the British consumer being ripped off? On the one side are the discounters and superstores like Tesco: they say that in this country we fork out much more than consumers abroad for exactly the same designer labels, and it has to stop. They want unfettered access to the grey markets around the world to bring cheaper branded goods back into the UK. 

On the other side are the brand-owners, the dream merchants. They say there is no rip-off, and unless they can control how their products are sold, the dream will be shattered and they will be out of business. Now the war is reaching its climax with an increasingly heated legal battle between Levi Strauss, the world's biggest jeans company, and Tesco, Britain's leading supermarket chain. 

501 battle 

It all started with a row over the famous 501 jeans. In the 1980s, Levis spent a fortune creating a huge demand for their 501s. Then Tesco decided they wanted to sell them. Levis said no. The company did not want their premium jeans sold in supermarkets. Tesco would not take no for an answer, and started importing cheaper 501s from America. Levis went to court and has stopped imports from outside Europe - for now. 

"Our brand is our most important asset. It's more valuable than all the other assets on our balance sheet. Its more valuable than our factories, our buildings, our warehouses and our inventory," explains Joe Middleton, Levis European president. "We must have the right to control the destiny of that brand." 

Tesco's strategy 

With brands becoming as internationally identifiable as nation states, Tesco have shrewdly tapped into a growing hunger among regular shoppers for the big label. Prof Christine Cross is head of all Tesco's non-food sales and although she is not allowed to buy in brands very cheaply from outside Europe, she is keen to track down bargains on the continent. Levis are determined to stop her: its a game of cat and mouse. And now the government is joining in, trying to persuade the EU to allow supermarkets like Tesco to import grey market goods from anywhere in the world. 

Branding dilemma 

But fashion branding is increasingly tough and expensive. "Branding is about making choices helping you project who you are or more importantly who you want to be," says Chris Nurko, brand expert. "So brands are just a way of short cutting, not only your decision making but also helping you define your identity." But the kids are fickle: fashion brands like Levis have to innovate continually to stay in favour - and that, they say, takes cash. "The important point is that all these costs are an investment in the brand. This jean, the true cost of making this jean is not just the factory element. It's much more than that," says John Middleton, Levis' European president. 

Government weighs in 

But at the end of the day the government remains unconvinced by the brands arguments. As part of its renewed campaign to clamp down on "Rip-off Britain" it has produced fresh new evidence which it says confirms that the British consumer is being exploited. The supermarkets scent victory. 

If the superstores and the government have their way, in the short term we will be able to buy many more cheaper branded goods. But in the long run, will this really make us happy? Or will it kill the dream and destroy the brands we love? 

PAGE  
1

