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intellectual property laws. Consequently, the maurposes of this article is to assure that
intellectual property law—in particular, the exhaios doctrine—is best fit to deal with the issue
of the conflict between intellectual property rigtgnd international free trade. Meanwhile, this
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[. Introduction

The interaction between the exhaustion of intellakcproperty rights and the parallel importatiors heen one
of the most controversial issues under internatiartallectual property laws. This issue aroudes s$trained
conflicting positions in both the protection ofeftectual property rights and the maintenance tdrimational

free trade. Since each country in the global conityuhas faced discrepant political, economic aodiad

backgrounds, the divergent exhaustion doctringegepred around the global community—basically, levithe

developing countries are dedicated to expandingstiope of the exhaustion doctrine, the developenhtces

tend to stick to more protection on intellectuabgerty rights. The internationally undecided stain the

adoption of the exhaustion doctrine also led to fde that the WTO (World Trade Organization) ahe t
WIPO(World Intellectual property Organization) gaye proposing the uniform exhaustion doctrine, ilegthe

member states absolute discretion in deciding¢bpes of the exhaustion doctrine.

Nonetheless, there are two main potential defecthe attitude held by the WTO and the WIPO. Gne i
reflected in the worry about whether the nationatision of the exhaustion doctrine is exactly basad
reconciling the protection of intellectual propertghts and the maintenance of international freeld¢, some
other factors irrelevant to intellectual propedwk being excluded in the decision of the exhangtimctrine. If
the exhaustion doctrine is used to achieve theygioals outside of intellectual property laws, ginetection of
intellectual property rights would be excessivedyeloped.

Another concern involves the possibility that soteseloped countries with strong bargaining poweuldio
force the developing countries to adopt the exhausioctrine favourable to the fulfilment of theesific
economic policy of the developed countries throbdateral or multilateral trade negotiations. T pistential
result would break down the original balance metmarestablished by the exhaustion doctrine betweetwo
conflicting interests of intellectual property righand international free trade, and distort iradomal free trade.

In view of the potential defects in the internaibondecided attitude about the exhaustion docairethe

consequential influence, in this author's viewjsitnecessary to establish a globally harmonizedestion
doctrine in the WTO or WIPO to implicate the optirimderest balance between intellectual propedits and
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international free trade. Consequently, the npairposes of this article is to assure that intélial property
law—in particular, the exhaustion doctrine—is thimal legal approach to deal with the issue of ¢baflict

between intellectual property rights and internadidree trade. Meanwhile, this article is alsa&termine that
the international exhaustion doctrine is the optifegal model for the harmonization goal by examinihe

theoretical arguments and observing legal expegiémthe global community.

This article is divided into five sections. Thesfisection is the introduction for this articlehel second
mainly indicates the two conflicting interests beém the protection of intellectual property riglatsd the
maintenance of international free trade that afleated in the cases of parallel importation. Arest core
content of section two (2) is to determine wheihezllectual property laws (the exhaustion dociyiare best fit
to deal with the issue of parallel importation ddnce the interest consideration under both extalal property
rights and international free trade.

Section 3 concentrates on the theoretical and ataddebates over the application of the internation
exhaustion doctrine on the issue of parallel imgavh. There are two parts in the debates—whike isrbased
on the policy consideration, the other is accordmthe economic analysis. Regarding the poliay @onomic
arguments, this chapter bifurcates the positiorie the two groups—one for the international exhaust
doctrine and the other against the doctrirfeection 4 contains the arguments supporting rnkerriational
exhaustion doctrine in section three,. The diatiert indicates, in terms of laws and internatiotrade
practices, the weak theoretical basis and miscdimce@bout the gist of intellectual property laws the
arguments against the international exhaustionridect In addition, from the angle of the observatioriegfal
experience in the global community, it is foundtttie harmonized international exhaustion doctvioeld not
bring about the unbearable impact in the globalromity. Consequently, the international exhaustiontrine
is concluded as an optimal legal model. Moreotres, article also probes into the issues abouappdication of
the international exhaustion doctrine to determivieether the international exhaustion doctrine sthdod
indiscriminately applied to various intellectualoperty rights, re-importation, and different gocgtabodied
with intellectual property rights. Section fivew@dops the conclusion of this article.

2. Intellectual Property Rights and International Free Trade—The Interests Conflicting in
Terms of Parallel Import and the Legal Approach for Resolution

2.1 The Exclusive Rights against Distribution ofo@® under Intellectual Property Laws

The exclusive right under intellectual propertyhtigyagainst the distribution of goods is the foolithe cases of
parallel imports. The distribution right, throufgtgislation or legal interpretation, under patew, trademark
law, copyright law, is a potential threat to paghimports.

2.1.1 Patent Law

The legislative purpose of patent law is mainlyptovide inventors with a limited monopoly and scifint
incentives to engage in creating or inventing neshnologies benefiting people around the couhtGenerally
speaking, the protection of patent law, in termsaofinternational comparative perspective, reachésto
infringement during manufacture and infringememgafanufacturé. Infringement during manufacture is the

! Clause 8 of Section 8, Article | of the Constitutiohthe United States: “To promote the ProgresSaénce and useful
arts, by securing for limited Times to Authors ahtw/entors the exclusive Right to their respectiveitiys and
Discoveries;” ;See alsdMartin J. Adelman et al., Cases and Materials oerRdtaw § 1.5[a][1] (3d ed. 2009) [ hereinafter
MARTIN J. ADELMAN ET AL., PATENT LAW]; F. ScOTT KIEFF ET AL, PRINCIPLE OFPATENT LAW-CASES AND MATERIALS 66-67
(4" ed. 2008) [ hereinaftét. ScoTTKIEFF ET AL, PATENT LAW]; ROBERT P. MERGES ET AL, INTELLECTUAL PROPERTYIN THE
NEwW TECHNOLOGICAL AGE 23 (2d ed. 2000) [hereinaftdélERGES ET AL, INTELLECTUAL PROPERTY; W.R. CORNISH,
INTELLECTUAL PROPERTY. PATENTS, COPYRIGHTS TRADE MARKS AND ALLIED RIGHTS | 3-38 to -48 (5th ed. 2003)
[hereinaftelCoORNISH, INTELLECTUAL PROPERTY.

2 SeeCOoRNISH, INTELLECTUAL PROPERTY16-09to -20.

177



JICLT

Journal of International Commercial Law and Technology
Vol. 7, Issue 3 (2012)

illegal copy or imitation of the patented produds the patented invention procéssnfringement after
manufacture occurs when patented products or ptedmanufactured under a patented invention process,
regardless of the illegal copies or authorized pes sold, offered to sell, or imported withoutgrdee’s
consent. From the angle of infringement after manufactpaent law creates an exclusive right relatedéo t
marketing of the patented products or the productier patented process, that is, the patenteerhesctusive
right to control the distribution of goods in thecal market, even blocking goods from coming irte tocal
market from the foreign countries.

2.1.2. Trademark Law

Traditionally, trademark law is used to protect first user of trademark in commerce from likelikdoof
confusion of the two marks occurring when the sgheet users employ the same or similar trademafte
protection reflects consideration of two interest®asumer’s interest and trademark owner’s intéresOn
consumer’s interest, the traditional protectiontafdemark serves a function of source indicatosjsting
consumers in finding the accurate commercial comtiescby the evaluation of trademark in mind unddow
search cost. The consideration of trademark owner’s intergstes a guarantee of product quality because
trademark law awards the trademark owner sufficianentive to maintain or improve the qualities thé
commoditie$

Lately, trademark protection has evolved to coheréconomic value of a trademark being formed tjinou
the trademark owner's investment in developing cawiities and creating goodwill.As a result, the dilution of
the reputed trademark becomes a kind of infringe¢meder trademark law®

% See35 U.S.C. § 271(a) (2003) (“Except as otherwisevisled in this title, whoever without authority nesk uses... any
patented invention, within the United States...duting term of the Patent therefor, infringes thespat); See alsArticle
25 of Convention for the European Patent for the Commvlarket, 1976 Q.J. (L401) 1-28 [hereinafter thep®sed
Community Patent ConventiofThe convention is proposed for establishmentashmunity patent and harmonization of
patent law within the European Economic Communitgf amended in 1989, but never ratified by all MentBatesSee
Hanns Ullrich, Patent Protection in Europe: Integiragy Europe into the Community or the Community Btwope? 8 EUR.
L.J. 437-38 (2002).); Article 7 of Proposal for a CouriRégulation on the Community Patent, Council docuriéia®/04, 8
March 2004[hereinafter Compact 2004]; Article 28Aafreement on Trade-Related Aspects of Intellectuapérty Rights,
Apr. 15, 1994, Marrakesh Agreement EstablishingWeld Trade Organization [hereinafter the WTO Agrent], Annex
1C, LEGAL INSTRUMENTS—RESULTS OF THE URUGUAY RoOUND vol. 31, 33 L.L.M. 81 (1994) [hereinafter the TRIPS
Agreement].

4 See35 U.S.C. § 271(a) (2003) (“Except as otherwisevided in this title, whoever without authority...offeto sell, or
sells any patented invention, within the Unitedt&ar imports into the United States any pateimeention during the term
of the patented therefore, infringes the paten§8e alsdArticle25 of the Proposed Community Patent Conventérticle
28 of the TRIPS Agreement.

5 SeeMERGES ET AL, INTELLECTUAL PROPERTY, supranote 1, at 559; Polaroid Corp. v. Polarad Elecs. C@87 F.2d 492,
495 (2d Cir. 1961); AMF v. Sleekcraft Boats, 599d~321, 346 (9th Cir. 1979).

® SeeTIMOTHY H. HIEBERT, PARALLEL IMPORTATION IN U.S. TRADEMARK LAw 21-24(1994)[hereinafter HEBERT, PARALLEL
IMPORTATION].

" SeeJEREMY PHILLIPS, TRADE MARK LAW 1112.24 to .29 (2003); GRNISH, INTELLECTUAL PROPERTY, supranotel, 15-24.
See alsdoNiLLIAM M. LANDES & RICHARD A. POSNER THE ECONOMIC STRUCTURE OFINTELLECTUAL PROPERTYLAW 166-68
(2003)[hereinafter IaANDES & POSNER INTELLECTUAL PROPERTYLAW] (“The benefits of trademarks in lowering consumer
search costs presuppose legal protection....”)

8 SeeHIEBERT, PARALLEL IMPORTATION, supranote 6, at 3-6.

® The dilution theory of trademark is introducedthe United States by Professor Frank I. Schechiugh his classic
article “The Rational Basis of Trademark ProtectioSeeFrank |. Schechteifhe Rational Basis of Trademark Protection
40 Harv. L. Rev.813 (1927). Regarding the development of thetiditutheory under trademark law, seeN¥ MARTINO,
TRADEMARK DILUTION (1996).

10'Seel5 U.S.C. § 1125(c) (1999); Article 5(2) of First @il Directive 89/104/EEC of 21 December 1988 toragjmate
the laws of the Members States Relating to Tradek#)at989 Q.J. (L040) 1-7 [hereinafter E.C. Trademanlective];
Moseley v. V Secret Catalogue, Inc., 537 U.S. 4X®82; Nabisco, Inc. v. PF Brands, Inc., 191 F.3d @8 Cir. 1999);
Ringling Bros.-Barnum & Bailey Combine8hows, Inc. v. Utah Div. of Travel Dev., 170 F840B (4th Cir. 1999);
Wagamama Ltd. v. City Cenre Restaurant, [1995]FE.813 (U.K. Case); Baywatch Prod. Co. Ltd. v. Home

Video Channel, [1997] F.S.R. 22.
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The use of trademark in commerce is an importactofato reserve rights in trademark. For the same
reason, infringement under trademark law is restethe use of trademark in commerce. The useadé&tnark
for infringement under trademark law, in terms ofglmbal comparative perspective, consists of affixi
trademark to the package of goods, trading goodierutrademark, importing or exporting goods under
trademark and advertising with tradem&rk.Among the use types of infringement, trading goaamd the
imports or exports of goods are related to theidigion of the goods. Consequently, the tradencavker has
the exclusive right to block the distribution oktlgoods, provided that the junior’'s trademark usdrading,
imports, or exports constitutes the likelihood ohfusion or dilution of the senior’s trademark.

2.1.3 Copyright Law

Unlike patent law and trademark law, under whicheanlusive right against the distribution of theodse is
created through interpreting the prohibition ofesabr imports, the distribution right under copitidaw, in
terms of a global comparative perspective, diregiyes the copyright owner the exclusive right émtrol the
first public distribution of the copyrighted works. The infringement of the distribution right carcac without
illegally reproducing the copyrighted works.From this, the copyright owner can use the distion right to
prevent the movement of goods in the market, ifoaeyput the copies of the copyrighted work into ketafor
the first distribution without authorization.

2.2 The Globally Harmonized Free Trade Principle

The globally accepted free trade principle is drvihe international free movement of goods andgibbal

prosperous economy. It is also a focus in thescabgarallel imports if the free trade principldlye applied
to parallel imports, and further protects paralf@ports from the protection of the distribution htgunder
intellectual property laws. It is important toiafi the free trade principle by observing the rprovisions of
the World Trade Organization, the European Uniod, some free trade areas.

2.2.1 The World Trade Organization

The World Trade Organization (WTO) is an internagiborganization with global common agreements ibipd
the governments of Members to establish the enwisomt of international free trade and solve tranenat
trade disputes. It is the successor of the Gerdegaement on Tariff and Trade (GATT). The esthblient of
WTO is the result of the Uruguay Round of Multil@eNegotiation of the GATT in 199%.According to the
Marrakesh Agreement Establishing the World TradgaBization (the WTO Agreement), the agreements
binding Members consist of the GATT 1994 and ateagients annexed to the WTO Agreem@nfmong the
package of agreements, the GATT 1994, generaltgrporates the GATT 1947 and terminates the apjuitca

of the GATT 1947/

The GATT has been playing an important role in prtng international free trade by reducing the ¢rad
barriers since it was made. When the charactehefinternational organization is transiting to W&O,
undoubtedly the WTO takes the responsibility toi@oh the goal of international free trade. Tleefirade

1 seel5 U.SC. §§ 1115(b)(2), 1127 (1999) (Abandonmerfratflemark); E.C. Trademark Directipranote 10, Article
10-12 (Non-Use of Trademark).

125eel5 U.S.C. 8§ 1114, 1124-25 (1999); E.C. Trademarkdive,supranote 10, Article 5.

13 See 17 U.S.C. § 106(3) (2002); Article 4 of DirectivO(®/29/EC of the European Parliament and of the dboh@2
May 2001 on the harmonization of certain aspectopfright and related rights in the informatioristy, 2001 Q.J. (L167)
10-19 [hereinafter E.C. Copyright Directive].

14 SeeMARSHALL LEAFFER UNDERSTANDING COPYRIGHTLAW § 8.13(4th ed. 2005).

15 SeeMITSUO MATSUSHITA ET AL., THE WORLD TRADE ORGANIZATION 5-6 (2003)[hereinafter Mrsuo MATSUSHITA ET AL,
THE WTQ].

16 gee idat 7-8.

7 d. at 9.
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principle of the WTO is reflected in Article XI (1)General Elimination of Quantitative Restrictions) the
GATT 1994 and is also used to form the boundary of inteliacproperty protection under Agreement on
Trade-Related Aspects of Intellectual Property Riglthe TRIPS Agreement) in view of the possibleftct
between the safeguard of free trade and the proteot intellectual property rights.

2.2.2 The European Union

The European Union is the most important custonisruim the world® The European Union originates from
the European Coal and Steel Community (ECSC) irL19hen, in order to establish a customs uniohiwithe

six founding countries of ECSC (Belgium, Francerm@any, ltaly, Luxembourg and Netherlands) throulg t
Treaty Establishing the European Community (theafiyreof Rome) in 1957, the European Economic
Community (EEC) was formed. In 1992, accordindg'teaty on European Union (the Masstricht Treatyg, t
EEC is renamed into the European Community (EQJ,ksetomes part of the EU.

As a customs union, the paramount goal of the Et isstablish an internal common market within the
territory of the EU. To achieve the goal, neithariff nor other trade barriers between Member &tadre
necessary. Compared with the free trade principlder the WTO to establish the international trade
competitive environment, the free trade principteler the EU has more emphasis on the free moveafent
goods in the internal common mark&tThis is reflected in the requirement of eliminatiof custom duties and
prohibition of quantitative restrictions betweentiteer States according to the Treaty Establishiedgeitropean
Community amended and renumbered by the Amsterdegatyl of 1997, the Nice Treaty of 2001 and the
Lisbon Treaty of 2007 [hereinafter the European @nmity Treaty]?

2.3 The Free Trade Areas

A free trade area is formed by free trade agreesnefita group of countries. Within the free tradeaa
according to the free trade agreements, membersstaé bound to reduce or eliminate the tradedsaramong
themselves to create a region of free trade. Hewalifferent from the customs union, the purpoka free
trade area is not to establish a common markee mémber states of a free trade area have thetoigimploy
tariffs or impose custom duties against other statdsually, the establishment of a free trade aregt be the
first step to form a customs union.

The free trade principle is driven throughout tfales within the free trade area because the ema@ot of
no custom duty and trade barrier expects to be. buihis is reflected in the free trade agreementbe current
free trade areds.

18 Article X1 (1) of General Agreement on Tariff afidade (1994) [hereinafter the GATT 1994]:

No prohibitions or restrictions other than dutiesxes or other charges, whether made effectiveugiro

quotas, import or export license or other meassinedl be instituted or maintained by any contragiarty

on the importation of any product of the territafyany other contracting party or on the expootatr sale

of export of any product destined for the territofyany other contracting party.
19 Seethe TRIPS Agreemensupranote 3, at preamble (“...Desiring to reduce distorisi and impediments to international
trade, and taking into account the need to proraffextive and adequate protection of intellectualperty rights, and to
ensure that measures and procedures to enfordiedétial property rights do not themselves becomeidr to legitimate
trade...”)
20 Regarding the history of the European Union [hexrém the EU], see RPH H. FoLsom, EUROPEANUNION Law 1-30(3rd
ed. 1999).
21 SeeFrederick M. AbbottFirst Report (Final) to the Committee on Internaiid Trade Law of the International Law
Association on the Subject of Parallel Importati@én).oF INT'L EcoN. L. 607,618 (1998)[hereinafter AbbottFirst Report].
22 SeeArticle 25, 28, 29 of the Treaty Establishing tharopean Community (2001). See also Article 30, 3&t,of
Consolidated version of the Treaty on the Functignof the European Union, OJ 2010/C 83/01, 30 Mag&i0)
[hereinafter the European Community Treaty].
2 See, e.g. Article 102(a), 301, 302, 309 of North Americee€ Trade Agreement [hereinafter the NAFTA] (Thetipa of
the agreement are the United States, Canada anddjexrticle 10, 11, 12 of Agreement on the Eump&conomic Area
[hereinafter the EEA Agreement] (Parties of theeagrent include 3 members of the European Free TAsd®ciation
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2.3 Parallel Imports and Ignition of the Interesbi@lict

Parallel imports are a distinctive kind of tradeBraditionally, parallel imports are often connetteith gray
markets, and are rarely distinguished from grayketar It is necessary to ascertain the definitiod the scope
of parallel import and the relation of parallel ionfs with gray markets before discussing the igsugarallel
imports.

Although the parallel import is not different frotine ordinary import in the international trade pice; its
implication under law is complicated. It leadsatpossible conflict between intellectual propeights and free
trade. The measurement of the two conflictingredes will be a basis for selecting the legal apphato resolve
the issue of parallel imports.

2.3. 1. Parallel Imports and Gray Markets

Both parallel imports and gray markets indicate saene phenomenon of international trade—unautharize
imports, though it seems that the two terms arfewint in terms of semantiés. Usually, for the efficient
distribution of products, especially in the intefonal marketing, the manufacturer may arrangehibearchical
distribution channels to market its products byaklkshing the distribution agents or cooperatinghvather
distributors not affiliated with the manufacturérhe unauthorized imports occur when products mpoited to
the country of the manufacturer through the manketthannels other than the designated ones, or teen
import of products is beyond the marketing schedtilat is, the import is not the manufacturer'siriton.
Most scholars, interpreting the parallel importtoe gray market, tend to connect the unauthoriagabits with
intellectual property rights to emphasize the seditension existing between international tradkiatellectual
property rights> although, theoretically, there is some possibiiitst the authorized imports occur without any
relation to intellectual property rights. The m&auiurer as an owner of patent, trademark or cgpyrcan
control the movement of its products. Consequetitlyg problem of parallel imports or the gray méskeill
create an issue of whether the owner of intelldqit@perty rights can block the unauthorized importier law.
According to the comparative law perspective, jiadiccases and case law regarding parallel immortgay

[hereinafter the EFTA]—Iceland, Liechtenstein, aidrway, the European Community and 25 other Eunop@auntries;
Articles 4 and 5 of Agreement on the Common EffectRreferential Tariff Scheme for the ASEAN Free dErdArea
(Members of Association of Southeast Asia Natick8EAN) are Brunei Darussalam, Cambodia, Indonesias ilalaysia,
Myanmar, Philippines, Singapore, Thailand and \Aet)i Protocol to Amend the Agreement on the Comiitiactive
Preferential Tariff (CEPT) Scheme for the ASEAN fiigade Area (AFTA).

2 SeeTHOMAS HAYS, PARALLEL IMPORTATION UNDER EUROPEAN UNION LAW 1.01(2004)[hereinafter HKAYSs, PARALLEL
IMPORTATION]; Marshall Leaffey Parallel Importation and the Gray Market in thenited Statesin INTELLECTUAL PROPERTY
Law & PoLicy (Volume 1) 351 (Huge C. Hansen ed., 1996) [herendfeaffer, Gary Marke]. Seealso WARwICK A.
ROTHNIE, PARALLEL IMPORTS1 (1993) (“[T]he [parallel] imports may be described as leimported in ‘parallel’ to the
authorised distribution network”) (alteration inginal) (note omitted).

% gee, e.g.Kerrin M. Vautier, Economic Consideration on Parallel Impart&1 PARALLEL IMPORTS IN Asia 1-11
(Christopher Heath ed., 2004) [hereinafter Vaut@gnomic ConsideratignHAYS, PARALLEL IMPORTATION, supranote 24;
W. R. Cornish;The Free Movement of Goods I: Pharmaceutical, Rzaed Parallel Tradein PHARMACEUTICAL MEDICINE,
BIOTECHNOLOGY AND EUROPEANLAW 11-24( Richard Goldberg & Julian Lonbay eds., 2000) [exfter CornishParallel
Tradd; Nacy T. Gallini & Aidan Hollis,A Contractual Approach to the Gray Markd9 NT'L Rev. L. & Econ. 1 (1999);
Herman Cohen JehorarRrohibition of Parallel Imports through Intellectudroperty, 30 IIC 495 (1999) [hereinafter
JehorampParallel Import§; Abbott, First Repors, supranote 21; Marshall LeaffeiGray Market supranote 24; HEBERT,
PARALLEL IMPORTATION, supra note 6; ROTHNIE, PARALLEL IMPORTS supra note 24; 8TH E. LIPNER, THE LEGAL AND
EcoNoMIC ASPECTS OFGARY MARKET Goobs(1990)[hereinafter LPNER, GARY MARKET GOODSY.
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markets run the same track with the academic irgéapon to resolve the entanglement between upsdadd
imports and intellectual property rigHfs.

Generally speaking, there are three elements fagypamallel imports or gray market. The first eleris
that products are imported from a foreign markehnative market of the manufacturer for comuetit The
second one rests on the authorization of the owhentellectual property rights. In other wordeetproducts
(inventions, commodities affixed with trademark, @opyright works) are imported without consent bé t
manufacturer (patentee, trademark owner or coplyoginer) because the non-designated distributousliys
have no license for patented products, trademacketmodities and copyrighted works from the manuiasst
The source of parallel imports or gray markets maye from the licensed distributor by the licensd®each
of the licensing agreement to import the produate ithe market of the manufacturer. Additionallyjs
possible for unlicensed distributors or the thimttigs to purchase the products from the licenaed, then
import them into the native market.

The final element for parallel imports or gray metekrequires that the products imported from aidore
market must be genuin€and be under the same invention, brand or copywigink as the original products in
the native market. If the products are countedeiinade through imitation, the manufacturer cavent them
from direct import according to intellectual propelaws. This situation is called “black markefevertheless,
the reason that “gray market” is “gray” is that tienuine products never violate intellectual prop&ws, but
the unauthorized import sparks a dispute about lvenethe import infringes in the distribution righhder
intellectual property laws. As a result, this umaimty is within the “gray” zone under law.

Further, a query is produced for the scope of f@Erahport: whether the re-importing of the prodict
may be thought of or treated as the parallel impoder law. Unlike the products of parallel imporade in
foreign countries, the products re-imported are ufeatured in the market of the manufacturer, angoered
into foreign markets according to the marketingesuh. However, as the products of parallel impibe, re-
imported products are imported into the native raarkAlthough judiciary cases under law and case la
according to the comparative law perspective, seemto put much emphasis on the is§lithe academic
comments are divided into two different positionsaesupporting no distinction between the tand the
other expressing a different treatment for the ¥vdn this author’s opinion, the core of parallelpont or gray
market focuses on the unauthorized import and timéral of intellectual property rights over the ioth The
manufacture place of the genuine products is riffficient ground to make the re-import stay outtef scope
of the parallel import and have different treatmemder the law.

Finally, few academic comments and judicial casestian the relation between parallel imports and
gray markets’ Parallel imports and gray markets are often githensame meaning. In this author’s opinion,

26 Regarding the U.S. cases, see generally Quality Ristribs., Inc. v. L'anza Research Intl, Inc.3®.S. 135 (1998); K-
Mart Corp. v. Cartier, Inc., 486 U.S. 281 (1988); Biew. Graff, 133 U.S. 697 (1890). As to the EumpdJnion
[hereinafter the E.U.], see ECJ Case 355/96, Silwutnternational Schimied GmbH & Co. KG v. Hartlaue
Handelsgesellschaft mbH, [1998] E.C.R. 1-4799, [1998].M.L.R. 953 (1998) [hereinaft&ilhouette v. Hartlaugy ECJ
Joint Cases 267/95 and 268/95, Merck & Co., Inc.rimé&trown and Beecham Group plc v. Europharm of Wiogton,
Ltd., [1996] E.C.R. 1-6285, [1997] 1 C.M.L.R. 83 (1996ereinafterMerck v. Primescrowjn Case 158/86, Warner Bros.
Inc. and Metronome Video, aps v. Christiansen, [1I&€.R. 2605, [1990] 3 C.M.L.R. 684 (1988) [hereinafféarner
Bros. v. Christiansdn

27 SeeCornish,Parallel Trade supranote 25, at 11; JehorarRarallel Imports supranote 25, at 495; Hugh C. Hansen,
Protection of Intellectual Property Rights at therBer: Continuing Battle over “Parallel Imports”536 PLI/Pat 39, 41
(1998); LeafferGray Market supranote 24, at 351.

28 See Quality King Distribs., Incsupranote 26.

29 seeChristopher HeatHarallel Imports and International Trad@8 IIC 623, 628-29 (1997) [hereinafter Hed®arallel
Importg; J.S. Chard & C.J. Mellotntellectual Property and Parallel Import&2 THe WORLD ECON. 69, 70 (1989).

% SeeThomas Hays & Peter HanseBilhouette is not the Proper Case upon Which to dke¢he Parallel Importation
Question E.I.P.R. 1998, 20(7), 278-79 [hereinafter HSithouetté

3 Professor Leaffer has given a vivid descriptionutithe relation between parallel imports and tfay gnarket: “In some
instances, the U.S. trademark owner is an impoiténe goods as well, in which case the gray magketds are known as
‘parallel importation™. Seeleaffer,Gray Market supranote 24, at 351.
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parallel imports mainly emphasize the unauthorimagorts from foreign markets. The gray marketasfed
after the parallel imports, which focuses on thexistence and competition of the genuine produnisorted
and the products under the same brand, the saraatiom or the same copyright work originally ciratihg in
the native market.

2.3.2 Parallel Import’s Implication of Interest Citint between Intellectual Property Rights and
International Free Trade

Parallel imports, as unauthorized imports, encaurdige intra-brand competition, unlike the interduta
competition of ordinary imports under the arrangearketing channels, because usually they brings#me
products manufactured in the foreign country ifi® market of the manufacturer to compete with tigirally
circulated product¥ The threat of parallel imports to the manufaatisehe cheap price offered by the parallel
importer as to the same product. Generally, theepf the imported products is below the pricehia native
market, even though the parallel importers beartridwesportation cost. With high competitive capability on
price, theoretically and without the consideratmother factors, the imported products would sapplthe
same ones in the native market. Consequentlysdlerevenue of the manufacturer would decreaseadtiee
price advantage of the imported products.

The inducement of parallel imports mainly comesrihe formation of the environment with the diffiece
of price®* The difference of price leads to the room of @algie, that is, the parallel importer purchases the
cheaper products in the foreign market, and thgyois them into the native market with an advartageprice
to invade the market share of the manufacttiréFhe global environment with the difference ofcprias to the
same product may be made by the change of the egehate between currencies or the price discritioina
strategy of the manufacturer. When the currendhénimport country appreciates and the produdepis not
adjusted according to the currency change, the@mwient with the difference of price automaticdigpms to
attract the parallel importers to enter the natarket®*® On the occasion of the price discrimination, kmlihe
environment with difference of price formed by ttigange of the international economy, the diffeanite is
manipulated by the manufacturérin order to make an efficient marketing, the nfanturer usually sets up an
individual price as to the same product in theeddht market according to the purchase capabifity @her
factors in each marké!. Therefore, the parallel importer may obtain thedpict sources in a cheap market and
then deliver the products to the market with theaatihgeous price for sale.

The free-riding act is also a possible factor tgragate the difference of price in the internatlanarkets®®
On the import and marketing of the products, thealpe importer usually just enjoys the fruitful st of
promotion of the products in the native market withcontribution to efforts the manufacturer haglena

32 SeeVautier, Economic Consideratigrsupra note 25, at 5-7; Hugh C. Hansdnternational Exhaustion: A Policy and
Psychological Analysis of the Debate INTELLECTUAL PROPERTYLAW & PoLicy (Volume 6) 114-2 to -5 (Huge C. Hansen
ed., 2001).

33 SeelIPNER, GARY MARKET GOODS supranote 25, at 3; BTHNIE, PARALLEL IMPORTS supranote 24, at 1.

34 SeeDavid A. Malueg & Marius SchwartRarallel Imports, Demand Dispersion, and Internati Price Discrimination
37 J.INT' L EcoN. 167,169-170(1994);Robert J. Staafnternational Price Discrimination and the Gray Meat, 4 1.P.J. 301,
325 (1989) [hereinafter Stadfrice Discrimination.

35 SeeVautier,Economic Consideratigrsupranote 25, at 4.

36 Seel eaffer,Gray Market supranote 24, at 351;IENER, GARY MARKET GOoDs, supranote 25, at 3-4.

37 Cf. Staaf,Price Discrimination supranote 34, at 327 (“Price discrimination resultimgrh trade restrictions is not caused
by market, but rather government, power”).

38 SeeVautier, Economic Consideratigrsupranote 25, at 3.

%9See OECD, Joint Group on Trade and Competiti@ynthesis Report on Parallel Impgrt€OM/DAFFE/COMP/TD
(2002)18/FINAL, at 8-9 [hereinaftethe OECD Repo}t But seeRobert J. StaafThe Law and Economics of the
International Gary Market: Quality Assurance, FrRé&ding and Passing Qf# 1.P.J. 191, 235 (1989) [hereinafter Staaf,
Free-Riding (The author thinks that the free-rider argumentveakened when the parallel importer charges arlgnice
and offers the same quality and services as thmened sellers).
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Moreover, the parallel importer rarely provides avgrranty and service about the sale of produdtbe saving
of the promotion cost and the warranty cost forgheallel importer imperceptibly fosters the difface of price
between the importing country and the exportingntou®®

The issue of parallel imports under law or econdmg been complicated, even though the value of the
parallel import just stands a small part of thaltanport value in the global trad&.In particular, when parallel
imports involved the law aspect, they spark impartdisputes about whether parallel imports showd b
protected or prohibited under intellectual propeigits, and how to achieve this policy g&alUp to now, the
dispute has not been settled in the global commdhitBasically, the issue of parallel imports involvie
collision of the free trade principle with the protion of intellectual property rights becausentenufacturer in
the native market is usually the owner of intelledtproperty rights?* Parallel imports are an importing act.
Under the free trade principle, the parallel impart products should not be restrained by any dpadine trade
restriction of governments. Through the eliminatad the trade barriers, the international marlet ensure the
free movement of goods and the sufficient commpetitf commodities so that the customers have acehtm
enjoy the benefit under the competitive prices. wileer, it is not certain under legal interpretatishether
allowing intellectual property rights to block pleh imports under law constitutes a quantitativade
restriction of a government, and whether unlimipedtection of intellectual property rights indeedpiedes the
free trade of products.

From the angle of the protection of intellectuabgerty rights, the distribution right under intetieal
property laws gives the owner a right to contr@ thovement of goods and further decide whetheptbducts
may be imported according to its interest assessniéthe free trade principle can exceed the weration of
intellectual property rights, that is, the parali@port is free from prevention, the incentive betowner of
intellectual property rights to invent, create carket new things will be weakén. The owner of intellectual
property rights will also consider quitting from ethinternational market because the cheap products
manufactured in the foreign markets are often ugetthe parallel importer to put its own originabpucts in the
native market and cut off the source of revenud thanecessary to maintain the basic incentive unde
intellectual property right$°

The issue of parallel imports reveals that its Igfmn needs to consider the two conflicting intse- the
interest of free trade with a reflecting benefit omstomers and the interest of intellectual propeights.
Consequently, it is important to balance the tweri@sts while seeking a legal method to deal vhighissue of
parallel imports.

40 Seel eaffer,Gray Market supranote 24, at 352.

“1 The value of parallel imports per year in the UsSestimated at $10 billionSee Id. However, according to the statistics
made by the World Trade Organization [hereinafter WTO], the import value of the merchandise of th&. in 2007 is
$2,020.4 billion. SeeThe WTO, International Trade Statistics 200Table 1.8 Leading Exporters and Importers in dorl
merchandise trade, 2007, at 42ailable at
http://www.wto.org/english/res_e/statis_e/its2008s@8_world_trade_dev_e.pdf (last visited Oct.2B10) (on file with
author). Additionally, the percentage of paraileport value in the total market value among sixmeountries of parallel
imports in the EU is from 5% to 15%SeeTIMOTHY J. ATKINSON, REUTERS BUSINESSINSIGHT, THE GLOBAL PARALLEL
TRADE OUTLOOK 2001-2006A COUNTRY-BY-COUNTRY ANALYSIS 96-97(2001).

42 SeeAbbott, First Repors, supranote 21, at 608. On interest conflicts of inteimmaal trades between developed countries
and developing ones, please see Robert L. OstergrafEconomic Growth and Intellectual Property Rights temion: A
Reassessment of the Conventional WisdomINTELLECTUAL PROPERTY, TRADE AND DEVELOPMENT—STRATEGIES TO
OpPTIMIZE ECONOMIC DEVELOPMENT IN ATRIPS-RUS ERA 155 (Daniel Gervais ed., 2007).

43 Seethe TRIPS Agreemensupranote 3, Article 6 (“For the purpose of disputetlsetent under this Agreement, subject to
the provisions of Article 3 and 4 nothing in thigr&ement shall be used to address the issue ekitauistion of intellectual
property rights.”)

44 SeeAbbott, First Repors, supranote 21, at 608.

45 See the OECD Reposrupranote 39, 52, at 16.

46 SeeMalueg & Schwartzsupranote 34, at 190.
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2. 4 Balancing Intellectual Property Rights andeimtational Free Trade in Terms of Parallel Imports
by Intellectual Property Laws

In order to resolve the issue of parallel impomsl dalance the conflicting interests between frade and
intellectual property rights, it is necessary tudfian appropriate approach or a combination ofagmgires under
the legal system. When the legal approach is chdken the next concern will be how to use itdsotve the
disputed issues through incorporating a policyamm@mic consideration into legislation and legétipretation.

Under intellectual property laws, the exhaustiorctdoe, regardless of its theoretical basis frora th
Anglo-American law system or the continental lawtsyn, is used to deal with the issue of parall@larts. The
exhaustion doctrine operates to release the coafrtie intellectual property owner over the disgdosf the
products by exhausting the related intellectuapprty right—the distribution right. It appears the surface
that the exhaustion doctrine favours the parafiglarter. As a matter of fact, it is not the ca3ée doctrine is
justified on the interest consideration of bottelleictual property rights and the disposal of owhar. It gives
the owner of intellectual property rights an exalasright to market the products protected undégliectual
property rights for the initial sales. When thestfisale of the products is done, the reward israsd, and
intellectual property rights governing the disttibn of goods are terminated, that is, under noucitstances
can the owner of intellectual property rights cohthe second time of or later sales conductechbysticcessive
buyers. Consequently, the doctrine, in the isgymamllel imports, is more effective to probe itih@ reward for
intellectual property rights and the impact on fitee trade of products. By drawing a definite baany for the
protection of intellectual property rights—the filsale—it reconciles the interest conflicts betwdme trade
and intellectual property rights.

Nevertheless, the deficiency in the exhaustion rifuetis reflected in the lack of the international
consensus on the territorial scope of the first sdiproducts protected under intellectual propeights. The
exhaustion doctrine with the broadest territor@me of the first sale is the international exhiauast That is, the
exhaustion of intellectual property rights occwggardless of which market in any country in thelditine first
sale is put into. The region exhaustion usualigved intellectual property rights to be exhausteavjzled that
the first sale is conducted in any market undeegion of countries, like customs union. The nagsiw
territorial scope of the first sale is under théioraal exhaustion doctrine. In other words, th&aastion of
intellectual property rights is limited to the sition where the first sale is done in the domasticket in which
the owner of intellectual property rights is praéetunder law.

Since intellectual property laws can explore thatgtion and the limitation of intellectual properights,
it is appropriate for intellectual property laws ¢erve as a primary approach. In spite of the lakclan
international consensus in the marketing territfryhe first sale of the products, the deficienay de rectified
through the TRIPS Agreement under the WTO.

2.5 Intellectual Property Laws—the Exhaustion Dioetr

The exhaustion doctrine has a collateral developmeder the Anglo-American law system and the cumtial
law system. The exhaustion doctrine under the éwigherican law system is formed by incorporating th
theory of implied license, the theory of universaland the first sale doctrine. The continentahaastion
doctrine, compared with the Anglo-American onajéseloped by a uniform and simple way.

2.5.1 The Anglo-American Law System

The Anglo-American exhaustion doctrine includes ttheory of implied license, the theory of univeityahnd
the first sale doctrine. Accordingly, it will hegxplain the essence of the doctrine by obsenhagpperating of
the three important legal concepts.
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A. Implied License

The theory of implied license may be used agaihet dontrol of intellectual property rights over aléal
imports, which can result in the exhaustion oflletdual property rights about parallel imports dther words,
as long as the implied license is affirmed under, lle owner of intellectual property rights wik ldeprived of
the right to block parallel imports. When the ownéintellectual property rights sells its produgtrotected by
intellectual property rights without any reservatior restriction on the marketing territory, theybucan freely
make any disposal in the future, even including plaeallel imporf’ Upon observing the legal system
internationally, as a method to resolve the conBietween parallel imports and intellectual propeights, the
application of the theory of implied license wastad in the United Kingdom, and spreads its infageon the
common law system, except U.S. I&However, the theory of implied license is usualsed to resolve the
issue of parallel imports under patented produ&scording to the practice experience of the legaitem, it
seems that its application range is rarely stragghbut the fields of trademark and copyright.

The application of the theory of implied licenseede to be through courts’ interpretation in eactividual
case. This undoubtedly produces some uncertattytahe development of parallel imports. Nevdebeg, just
owing to the characteristic of uncertainty, judgesthe courts have broader room to consider theesauf
implied license in specific objective circumstandes balance the interests between parallel impartd
intellectual property rights’

B. Universality

Unlike patents and copyrights, trademarks haveanger relation with business activities. Natwyrathe main
purpose of business activities is to make profés. a result, business activities under trademsahksld be not
obstructed by a nation’s border because profits mrmade and flow across the bord8rsBased on this
concept, the theory of universality is created.isTheory reflects the enforcement of trademark Yaand the
resolution between trademarks and parallel impamntier a common law system, including the UnitedeSta
Although the theory of universality seems to favparallel imports by limiting trademark rights, &ltonfusion
exception” exists to balance the interests betwgsrallel imports and trademark rights, that is, whbe
imported goods could result in the confusion ofteogers to the same goods originally circulatechia hative
market, parallel imports would be prevented undedeémark law® Another exception comes from the
independent goodwill of trademark owner in the v&atmark, playing the same function as the confusion
exception to favour trademark rights by turning tiheory of universality back to the territorialitpncept*

47 SeeHeath Parallel Imports supranote 29, at 624.

48 SeeAbdulgawi A. Yusuf & Andrés Moncayo von Hasktellectual Property Protection and Internation@tade—
Exhaustion of Rights Revisited WorRLD COMPETITION115,117-119(1992). Under U.S. law, the theory of implied license is
usually used to determine whether the use of thenped product after purchasing constitutes armnigément under patent
law. If the use is within the implied license thgh interpretation, the use is a legal act, fomgpe, repairs of the product.
On the contrary, if the use is beyond the rease@nekpectation of an implied license, the usefisnging in the patent, for
example, the reconstruction of the product. Regardhe distinction and the possible interplay betwéhe theory of
implied license and the first sale doctrine (th@amstion doctrine) under U.S. law, see Amber Hatfieovner,Practical
Guide to Application of (or Defense Against) PragBased Infringement Immunities under the DoctrimésPatent
Exhaustion and Implied Licens&2 Tex. INTELL. PROP. L.J. 227 (2004); Mark D. Janis,A Tale of the Apocryphal Axe:
Repair, Reconstruction, and the Implied Licenskiallectual Property Law58 Mp. L. Rev. 423(1999).

4% SeeAlexander J. Stack;RIPS, Patent Exhaustion and Parallel Imppfts). WORLD INTELL. PROP. 657,672(1998).

50 SeeHIEBERT, PARALLEL IMPORTATION, supranote 6, at 29-30; James E. Inm&ary Marketing of Imported Trademarked
Goods: Tariffs and Trademark Issu@4 Am. Bus. L.J.59,85(1993).

®1 The theory of universality applied on the enforeammof trademark leads to the extraterritorial eiffef U.S. Trademark
Law. The classic case under U.S. Trademark lgtasle v. Bulova Watch Co., 344 U.S. 280 (1952).

%2 Regarding the understanding of the backgroundHse®eRT, PARALLEL IMPORTATION, supranote 6, at 32-36; &THNIE,
PARALLEL IMPORTS supranote 24, at 13-15.

%3 The confusion mainly comes from the different dfiesl of imported products. Case law has showninhgact of
confusion on the application of the universalitgee, e.gLever Bros. Co. v. United States, 981 F.2d 133031 %the U.S.
case); Colgate-Palmolive Ltd. v. Markwell Financd.L{1989] RPC 497 (the U.K case).

% The exception protects the investment and goodwilindependent trademark owner has made in ti# toarket. An
independent trademark owner indicates that, onctinmemodities under trademark, the owner has no bssinelationship
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There is another development to the status of usédigy. This occurs in the Anglo-Commonwealth
countries. Under copyright law of these countrtbs, territoriality concept is strictly stuck. Parallel imports
could be an illegal act through the interpretatibthe provisions regarding secondary infringentérilowever,
it is possible to save parallel imports out of setary infringement by giving the elements of se@yd
infringement a more narrow interpretatidn Additionally, the legislations in Australia ande Zealand, which
exempt parallel imports under specific situatiorsf copyright infringement, are also a favourablaywo
parallel imports® The two methods, as a matter of fact, serve@sjgeller to drive the traditional territoriality
concept toward the universality one.

C. The First Sale Doctrine

The first sale doctrine, among the countries utldercommon law system, appears only in the UnitateS. It
focuses on the marketing of products and distifgassthe two marketing stage—the first marketing toed
future marketing after the first one. This dodatris justified upon balancing between the movenoérgoods
and intellectual property rights by giving the owrdd intellectual property rights an exclusive tigo put
products into market for the first time and leavithg buyer the future disposal right on producterahe first
marketing. When the owner of intellectual propeitjts sold products protected by intellectualgamy rights
in the market, the owner has no right to interfergghom the buyer would like sell products to oravimarket
the buyer would put products into latér.

On the issue of parallel imports, the first saletdoe in the U.S. is applied in the fields of patend
copyright®® Whether the doctrine could exhaust intellectuabprty rights to favour parallel imports is rested
upon interpretation for the territory of the firstarketing, that is, whether the territory of thestfimarketing is
limited to the U.S. markét. Certainly, the type of parallel imports is alsmsidered.

In the U.S. experience about the first sale doetrom dealing with the issue of parallel importgre are
other external factors interfering with the appiica of the first doctrine. Under copyright lavinet concept of
territoriality - whether the manufacture is locateithin the U.S. - is sometimes considered a deeifctor to

with the foreign firms as a type of parent-subsigiar affiliation. If a trademark owner has th&ationship, its business
operation, under law, is considered to be connewsttidthat of the foreign countries. From thisisithard to block parallel
imports from the foreign countries due to the cqbae the international corporate group. Howewase law has some
preference for the goodwill protection of the indegent trademark owner. In this situation, theléraark owner can
prevent parallel imports of the same commoditiesnfithe foreign market.SeeBourjois & Co. v. Katzel, 260 U.S. 689
(1923) (the U.S. case).

55 SeeROTHNIE, PARALLEL IMPORTS supranote 24, at 194-199.

%8 Regarding the understanding of the backgroundidsee 189-94.

57 One element of secondary infringement under A@pormonwealth law is that the manufacture of the ingubarticle
would have infringed copyright if it was made iretlomestic market. This is “the hypothetical maowfang requirement”
for secondary infringement. The interpretation“thfe manufacturer” becomes very important in théalgsshment of
secondary infringement. If the manufacturer isitlch to “the actual maker”, imported products tha¢ made by the
copyright owner or its licensee shall not constitaecondary infringement because the parallel itapds not the actual
maker. But the opposite result would happen whigeimterpretation of the manufacturer is “hypottety” construed as the
importer, even if the parallel importer gets itegucts made by the copyright owner or its licerigeine foreign country.
See idat 199-292.

%8 Regarding the understanding of the backgroundKseen M. Vautier,Exhaustion and Parallel Imports in New Zealand
and Australia in PARALLEL IMPORTS INASIA 177-186(Christopher Heath ed., 2004) [hereinafter Vaulew Zealand and
Australig; Abraham Van MelleParallel Importing in New Zealand : Historical Origsh Recent Developments, and Future
Directions E.l.P.R. 1999, 21(2), 63-87.

%9 SeeNIMMER ON COPYRIGHT§ 8.12[A] (2010);LEAFFER UNDERSTANDING COPYRIGHTLAW, supranote 14§8.14[A).

€0 See, e.gQuality King Distribs., Ing.supranote 26 (Copyright); Jazz Photo Corp. v. Internaidirade Commission, 26
F.3d 1094 (Fed. Cir. 2001) (Patent).

®1 The issue is the core of this article, being eglawith the policy choice about the exhaustion dioet It will be discussed
and evaluated later.
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decide whether copyright is exhausted to favoualfeimports under the application of the firstesdoctring®
Moreover, under patent law, the interpretation ioénsing also influences the application of thetfisale
doctrine®

2.5.2 The Continental Law System

The exhaustion doctrine under the continental kgstesn, similar to the first sale doctrine in theitdd States, is
often applied to the issue of parallel impdfisits justification basis, as with first sale damg; is to retain a
right to make a first marketing of products for thener of intellectual property rights as a rewZrdAfter the
first marketing, the buyer has a right to dispo$ethe products without any consent from the ownér o
intellectual property right®  Certainly, like the first sale doctrine, the ion@nt factor influencing the
resolution of the parallel import cases is therimtetation of the territory of the first marketing.o take the EU
for example, if the first marketing is limited tbet EU, the parallel import coming from other non-Etdintries
could be blocked from entering the EU market.

Compared with the Anglo-American law system, oratirey the issue of parallel imports, the exhaustion
doctrine of the continental law system seems paidh simple. The exhaustion doctrine may be apjtigtie
fields of patent, trademark and copyright withony anconsistency or confliéf. Further, the doctrine must
concern only the marketing acts. Consequently, plaee of manufacture of products never takes part
deciding the exhaustion of intellectual propergghts. Moreover, the interpretation of the liceaggeement
between the owner of intellectual property rightd oreign distributors also has no influence amdpplication
of the exhaustion doctrine, as long as the produat® been put into the market with the owner’sseomn, or
through its authorizatioff Finally, there still is the territoriality concegriven to serve an exception of the
exhaustion doctrine, similar to the exceptionshef tiniversality theory under the Anglo-American lsystent’
However, the scope of the exception under the estlau doctrine seems narrower than that under the
universality theory?

62 SeeParfums Givenchy, Inc. v. Drug Emporium, Inc.,i38d 477 (9th Cir. 1994); Columbia Broadcasting Systec. v.
Scorpio Music Distributors, Inc., 738 F.2d 424(3d.@R84). In the case under Supreme Court favgrargllel imports by
the first sale doctrine—Quality King Distribs., Inov. L'anza Research Int'l, Inc. 523 U.S. 135(199&)e issue of the
manufacture place is not mentioned because theipt®dnder the case are made in the U.S. Fromitigsuncertain about
if there would be a different treatment under Some€Court while the products are made outside the B&ently, the U.S.
Supreme Court has decided to explore this issui@ &ganake sue whether the copyrighted productsentadside the U.S.
would prevent the first sale doctrine from beinglégnl. SeeCostco Wholesale Corp. v. Omega S.A., 541 F.3d 882.(
Cir. 2008), aff'd, 131 S. Ct. 565 (2010).
83 SeeSanofi, S.A. v. Med-Tech Veterinarian Prod., Ifi65 F. Supp. 931 (D. N.J. 1983) (the right of th&. exclusive
licensee against the parallel import is not extedjstven though the right of patentee has beerustdthbecause it made
and marketed its products in the foreign market).
64 SeeHAYs, PARALLEL IMPORTATION, supranote 24, { 1.08.
6 SeeHeath,Parallel Imports supranote 29, at 625.
¢ SeeYusuf & Hasesupranote 48, at 119-120.
67 See, e.gMerck v.Primecrown(patent),supranote 26:Silhouette v. Hartlauetrademark) supranote 26:Warner Bros.
v. Christiansensupranote 26 (copyright); Case C479/04 Laserdisken \tufministeriet, [2007] 1 C.M.L.R. 6. (copyright).
% However, under E.U. law, the assignment of tradkmaay be a reason to block the parallel import iognirom other
Member State.SeeCase 9/93, IHT International Heiztechnik GmbH edHdStandard GmbH, [1994] E.C.R. 1-2789, [1994]
3 C.M.L.R. 857 (1994).
8 Article 7(2) of E.C. Trademark Directive:
Paragraph 1 [The exhaustion of trade mark] shall apply where there exist legitimate reasons far th
proprietor to oppose further commercialization lé goods, especially where the condition of thedgade
changed or impaired after they have been put omtr&et.
0 By literal interpretation, it seems that the caidn exception under the theory of universality bancovered in Article
7(2) of E.C. Trademark Directive. But it is worthrther exploring if the exception of the independgabdwill is also
within the provision.
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3. The International Arguments about the Scope oftte Exhaustion Doctrine in Terms of Parallel
Imports—Should Intellectual Property Rights Be Subadinated to the Global Free
Movement of Goods?

3.1 Proponents of International Exhaustion in Teoh®arallel Imports

The international exhaustion of intellectual prapeaights represents a situation where internatifmeee trade
gets beyond the protection of intellectual propeigirts, when the first reward of intellectual peoty rights has
been assumed upon the first sale of products pestamder the rights in any market in the worldn other
words, the owner of intellectual property rightsHast the right to control the movement of produict the
future, provided that it or its agents marketedpgheducts first in any country. From this perspagtafter the
first sale, the products under intellectual propeights will flow freely beyond the country’s bas according
to any transaction. This has an important impiicafor international free trade. Usually, thoseorsupport the
international exhaustion mainly focus on its fuantbf promoting international free trade for go8tsThrough
international free trade, the goods can have fairsufficient competition, and the utmost benefit@ampetition
will be reflected in the consumption of the custosneAdditionally, while Article 6 of the TRIPS Agement
adopts an approach to avoid a uniform norm abobt@stion, the proponents of international exhaostige
convinced that the international exhaustion of liettual property rights is affirmed under the freade
principle under the WT®?

There is a possible view attempting to interpretghenomenon where the international exhausticnyp
pervasive among the developing countries. The maisition rests upon the adoption of the intermetio
exhaustion policy in these countries, which refeszime resistance toward the protection of intelEgroperty
rights,”® just as the hostility of the developing countriiesthe TRIPS Agreement existed in the long pedéd
struggle against the substantive minimum protectibintellectual property right§. As a matter of fact, the
position shows a lack of comprehensive considaragibout the relation between international freeerand
intellectual property rights, driven to an ideolwagi conclusion. First, unlike the mandatory suliste rights
under the TRIP Agreement, the scope of the digiohuight deduced from the exhaustion doctrinersegague
and uncertain. Moreover, according to Article 6tleé TRIPS Agreement, the member states can décile
exhaustion doctrine fitting the national trade pplby its discretion. It is weak to assert thapparting
international exhaustion is a reflection of oppositto the substantive minimum standard for thetigmiion of
intellectual property rights.

Second, it is still uncertain eventually to whatest the protection of intellectual property rightsil
enhance international free trade, or at leasteioas the barriers of trade.Let me make a hypothesis—the

"l SeeS.K. Verma,Exhaustion of Intellectual Property Rights and Fiemde—Article 6 of the TRIPS Agreemeif) IIC
534, 552 (1998); Herman Cohen Jehor#rternational Exhaustion versus Importation RightMurky Area of Intellectual
Property Lawat 13 (1996)available at

http://www.ivir.nl/publications/cohen_jehoram/Cohetidc (last visited Oct. 4, 2010) (on file with aoith [hereinafter
Jehoram|nternational Exhaustiop

2 SeeVerma,supranote 71, at 565-67.

SSeeFrederick M. AbbottSecond Report (Final) to the Committee on IntermaticTrade Law of the International Law
Association on the Subject of the Exhaustion oélledtual Property Rights and Parallel Importatioat 32 (2000)
[hereinafter AbbottSecond Repdr{Professor Hugh Hansen’s presentation recorgpslree WatalThe TRIPS Agreement
and Developing Countries Strong, Weak or Balanaadtion? 1 J. WORLD INTELL. PROP. 281,283(1998)(“ Some see this
provision [of Article 6 of TRIPS] as a major poli@ption for developing countries to attenuate thefilects of strong
intellectual property protection, apart from unfdirplication of the rights ofPR holders.” ) (alteration in original) (note
omitted).

4 SeeCharles McManis|ntellectual Property and International Mergers aAdquisitions 66 U.CIN. L. Rev. 1283, 1290
(1998).

S SeeCarsten Fink & Carlos A. Primo Bragdow Stronger Protection of Intellectual Property RiigjAffects International
Trade Flows at 13available at
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higher level of protection of intellectual propertghts produces freer international movement aopetition

of goods. Under this hypothesis, if the developamyntries are still adopting the policy of inteinaal
exhaustion to resolve the cases of parallel impiris rational to comment that the developing roies objects
to the intellectual property rights because therimtional exhaustion is not only harmful to fresde, but also
intellectual property rights. However, the intdfaaal current status is not the case. Upon thk &£ strong
evidence showing that the protection of intelletppraperty rights would advance international ftesle, it is
probable that international exhaustion is madeHhgydeveloping countries merely as a policy to imprthe
import trades, not as a tool to resist intellectprperty rights under the TRIPS Agreement. Tltisasion,
especially, is observed from the fact that the irappee imports of pharmaceuticals in some develgpin
countrie$® - these developing countries must rely on impabisut products that they have no industrial capacit
to develop themselvés.

Finally, the policy of international exhaustiomist exclusive for the developing countries. Someetbped
countries, for example, Australia, Japan and Newlatel, also use the policy to achieve the political
economic goal of the natidf. From this, it is inappropriate to say that theeinational exhaustion is one of the
basic policies against the TRIPS Agreement in gheetbping counties.

3.2. Opponents of International Exhaustion

Generally speaking, those who oppose the intermaitiexhaustion are concerned about the scope afuskibn
of intellectual property rights, though the exha&rsdoctrine is basically accepted. Some assattttie territory
of the first sale of products under intellectuabgperty rights should be limited, rather than exmahd There is
also one view to think that the characteristicppafducts protected by intellectual property rightould be
considered. Under this point, the products withcsfic characteristics should be given differeepatment in the
exhaustion, though other products are under tlegriational exhaustion. Another view is to mak&éaraugh
inquiry into the attributes of each intellectuabperty right and decide what intellectual propesttypuld apply
limited exhaustion.

3.2.1 National Exhaustion

The supporters of national exhaustion tend to ekgongly to the unlimited territory of the firsale of the
products under intellectual property rights. leithview, the exhaustion of intellectual properights only
occurs when the products under intellectual propaghts are initially marketed in the native caynivhere the
owner of intellectual property rights is protectedder law. Consequently, any parallel import tisahever
marketed in the domestic market will be preventesmf entering the domestic market by the owner of
intellectual property rights, even though the owhas marketed these products in foreign countrigee main
purpose of the policy of national exhaustion is pitect the interest and local goodwill of the loca
manufacturef? After all, the same but cheaper products fronalrimports are not only a potential threat to
the products domestically marketed by the manufactthrough the advantageous prices, but also eraat
likelihood of confusion of customers risking thecab goodwill due to possible differences in the lquaof
products.

http://mwwwds.worldbank.org/external/default/WDS CemitServer/IW3P/IB/2000/02/24/000094946_99031911113%n
dered/PDF/multi_page.pdf (last visited Oct. 3, 20[h file with author).

78 For instance, AIDS is very rampant in Saharancafii countries and South Africa, and parallel impante playing an
important role in accessing the medicine for treattn See Debora HalbertMoralized Discourses: South Africa’s
Intellectual Property Fight for Access to Aid DrudsSEATTLE J.FORSOC. JusT. 257(2002);Carlos M. CorreaPublic Health
and Patent Legislation in Developing Countri8sTuL. J. TECH. & INTELL. PrROP. 1 (2001).

" SeeMcManis,supranote 74, at 1291.

8 See e.g, BBS Wheels Ill—Decision of the Supreme Court July1397—Case No. H6-(Ne)-3272, 29 IIC 331(1998)
(Regarding BBS Kraftfahrzeugtechnik A.G. v. Racimexada@orp. and Japan Auto Products Co.); Louise Londdirallel
Importing Post TRIPS: Convergence and DivergencAdustralia and New Zealandb0 NT'L & Comp. L. Q. 54 (2001);
AbrahamVan MelleParallel Importing in New Zealand: Historical Origin®Recent Developments, and Future Directions
E.l.P.R. 1999, 21(2), 63-87.

9 SeeYusuf & Hasesupranote 48, at 130.
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3.2.2 Modified International Exhaustion

In spite of paying heed to the importance of intional free trade in the national economy, sonsp@nents of
international exhaustion simultaneously considéepinterests. These interests come from the piiomof

specific industry, the maintenance of common maaket the protection of some intellectual propeights. In

order to balance the benefits of international estian in stimulating free trade and above-meniibspecial
interests, the policy of modified international existion of intellectual property rights is proposed

a) International Exhaustion with the Exception of Ruots of High R&D Industries

High R&D (Research and Development) Industriespadied by the name, usually sink a heavy investnien
the research and development of prodtftt3he manufacture and marketing of products corapleest upon
whether the research and development could be ssfote There is high uncertainty in products. the
pharmaceutical industries, the new drug needs linecal experiment and the examination of the mabic
authority. In the end, only a low percentage ofvnerugs could pass all tests and enter the méatket.
Consequently, the pharmaceutical industries ofsemot recover the high cost of R&D, provided tHe hew
drug failed to have the approval of the medicaharity.*> Additionally, the life cycle of products undereth
high R&D industries is short, because the techrioldgadvance is going fast and the market competits
intense, that is, the high R&D industries must gargusly engage in conducting inventions and imjrgthe
present products through the R&D expenditure tosigarin the market. The short life cycle of prothic
aggravates difficulties in recovering the high R&0st.

In view of the importance of high R&D industries tire technological development and the healthydife
humans, it is proposed that the products of higtDRBdustries, at least the pharmaceutical onegxeenpted
from the application of the international exhaustitoctrine®® Based on this thought, it could be predicted that
the international exhaustion of intellectual prdperights would make the R&D high industries lodee t
incentives for continuous invention and developmeetause it seems that intellectual property rigltsnot
help them relieve the burden of the high R&D cespecially in the case of parallel imports.

b) International Exhaustion with Limited Geographiégplication—Regional Exhaustion

In terms of promoting the free movement and cortipetiof goods in the market, the policy of regional
exhaustion is just a new form of international edimn. Instead of setting the marketing scoptheffirst sale
of products under intellectual property rights myanarket in the world, the policy of regional exktion, by
considering the special political or economic iagtrof the customs union or free trade areas, dirttie
marketing scope of the first sale to any markehaspecific region.

The policy of regional exhaustion within the EUaivivid example. The main purpose of the EU reglion
exhaustion is to maintain the economic developraedtintegration of the EU common marketBasically, the
EU never denies the benefits of the policy of inédional exhaustion, and merely creates a posiibn
reservation on its application, because the Elhtiagivings about whether the application of int¢iorzal

8 Generally speaking, software industries, biotentiustries and pharmaceutical industries are ambagHigh R&D
industries.

81 SeeClaude E. Barfield & Mark A. Groombridgéarallel Trade in the Pharmaceutical Industry: Iriggitions for
Innovation, Consumer Welfare, and Health Pqlié) FORDHAM INTELL. PROP. MEDIA & ENT. L.J. 185, 208-10(1999)
(“[R]ecent studies have shown that about only an@5,000 compounds synthesized by pharmaceuticatdtories are [sic]
successful....”).

8 The estimated cost for developing a new drug i801i8 $500 million. See id.at 209. See alsHarvey E. Bale, JrThe
Conflicts between Parallel Trade and Product Accass lnovation: The Case of PharmaceutichlJ.INT'L Econ. Law
637, 642 (1998) (“Research-based companies mushdepgmn a few highly successful drugs (with safesver, say, $750
million per year) to survive and continue investtsen research and development.”).

8 SeeBarfield & Groombridgesupranote 81, at 259 & 262.

84 SeeHAYs, PARALLEL IMPORTATION, supranote 24, 11 1.11 to .12.
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exhaustion would hurt the firms of the EU around tiorld® From this perspective, the EU thinks that the
policy of international exhaustion is not suitafide the EU at the current staffe.However, the member states
in the EU are allowed to adopt the policy of intgfonal exhaustion toward the third countries tigtouhe
internlf}gonal bilateral or multilateral treatiebptigh regional exhaustion is mandatory among meistages in
the E

c) International Exhaustion subject to Specific lleefual Property Right

One question involves whether patent, trademark @pyright should be applied by a coherent exhansti
policy in the cases of parallel imports. Some &aisothink that the exhaustion policy should beedéntly
treated according to the particular characteristit®ach intellectual property right. The patent system is
established to encourage and promote the develdpofiestience and technology by giving the invergome
exclusive rights as a reward. Despite the strowdusiveness of patent that would intervene in imirgy or in
the commercial activities of others, the patentesysis still justified by the fact that patent jysbvides an
incentive for inventor to develop technology, ahd ultimate benefit is for society rather thanithesntor. On
the most important aspect, the patent is enjoyeddrimited period. This effectively assuagesti@nopoly of
patent over the invention. As a consequence, &weugh the policy of national exhaustion is adogtethe
field of patent, the negative impact on internagidinee trade in the cases of parallel imports wdg limited®

On the aspect of copyright, similar to patent,¢bpyright system provides with some exclusive Sgig an
incentive to the creator for stimulating the creatiof new artistic or scientific works to enhandee t
development of human culture and society. Copyrédgo has its limited period. In addition, thdjget matter
protected under copyright law is limited to the eegsion of works, not the ideas. After assesdiegattributes
of copyright, it seems to reach the same conclusian there is a stronger reason to support thenst
exhaustion of copyright’

Compared with patent and copyright, trademarkasel to commercial activities. The main purposéhef
trademark system is to establish a fair commodityetition in the market. In other words, traddmamw is
enacted to avoid the confusion of customers abdwmibtiginal trademark by providing appropriate regnéor
the trademark owner, when other people use iddrgicaimilar trademarks on the same or similar picisl.
Although trademark law, undeniably, gives some @siwk rights for the protection of the trademarknews
incentive to develop and market new products arahds, the interest scope of the trademark owneerund
trademark law is not triggered by the investmeat the trademark owner made in the products, bulitbgr
competitors’ unfair market activities. Consequgntinly when other competitors pass off the origtredemark
in the market to confuse consumers can the trademaner assert the infringement of trademark fonedy.
From this perspective, in the case of parallel irtgaf the imported products are the same as oraketed in
the domestic market—there is no likelihood of coso confusion—it is not justified to block the inrtpo
according to the national exhaustion doctitheAdditionally, the protection of trademark is vt time limit,
as long as the trademark is used incessantly irmueket. This characteristic also fosters the iappibn of
international exhaustion for trademark in the aafggarallel imports.

% SeeNERA, The Economic Consequences of the Choice of Regiehafistion in the Area of Trademayk&nal Report
for DG XV of the European Commission, at 105-06 @J@ereinafter NERAthe Choice of Reginfeeport].

8 Kimberly ReedLevi Strauss v. Tesco and E.U. Trademark ExhausfidProposal for Change23 Nw. J.INT'L L. & Bus.
139,178(2002).

87 seeWilly Alexander, Exhaustion of Trade Mark Rights in the European riécoic Area E.L. Rev. 1999, 24(1), 63
[hereinafter AlexandeExhaustion of Trade Mark Rights

%8 SeeCornish,Parallel Trade supranote 25, at 13-17; AbbotBecond Reparsupranote 73, at 32-33 (Professor William
Cornish’s presentation record).

8 SeeCornish,Parallel Trade supranote 25 at 13-15.

0 Sedd. at 15.

%11d. at 15-16.
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3.3 Policy Arguments for Divided Positions

The academic arguments about the exhaustion dedarid the issue of parallel import may be carrigdfiiom
both the policy aspect and the economic analy3ise policy arguments and the economic ones resedgti
represent discrepant meaning in the formation lafwapolicy. The policy arguments are concernedualboe
justification of the policy, while the economic @npay much attention to the efficiency and welfafehe

policy.

3.3.1. Policy Arguments for International Exhaustio Terms of Parallel Imports
There are seven reasons for proponents of thenattenal exhaustion policy to fight for their staaiht.
a) Strengthening Product and Price Free Competition

An important benefit from international exhaustionthe case of parallel imports is to enhance ttee f
competition of product¥. Even though the imported products are the sanmmes circulating in the domestic
market, the customers are still enjoying the prodhoice and the price comparison in making a faedision
on buying product&® Especially, when the possibility of competitidmdugh inter-brand products is eliminated
or reduced by the strong exclusive rights of ietllal property rights, it shows more desirabilfor
international exhaustion applied in the case ofalbarimports to protect the right of customers atbthe
competitive price.

b) Preventing Market Monopoly

Although the exclusive power of intellectual pragerights does not account for a kind of monopaiythe
market, it helps form the market monopoly. Gengrapeaking, intellectual property rights, espdgiglatent
and copyright, have strong power to prevent theyicmpor imitating products. From this, the producbpying
or imitating the products protected under patertagyright will be completely blocked from the maik If the
intellectual property holder has some degree ofketapower and there are no substitutes for the ymtsd
protected under intellectual property rights, tharket for the products dominated by the holdempisraaching
the monopolizatiof? Under market monopoly, the arrangement for prisiaad the establishment of product
prices are exclusively decided by the owner oflietéual property rights. The adoption of the inggional
exhaustion policy can lead some products with lopvares in the foreign countries to the domestickata This
importation would activate the competition of tharket, even though the competition might be limitecan
intra-brand competition. The lower prices of tingpdrted products, at the very least, can destreyptiice
establishment under the market monopoly, furtheakeaing the monopolized market barriers for possibl
substituted products. Certainly, the monopolizatib market needs to be resorted to competitionttaresolve
thoroughly the abuse of market power.

¢) Reducing Market Collusion

Market collusion often occurs when the authorizéstridbutors of products in the same country reaoh a
unvoiced pact among them to raise the unit price pfoduct. The price adjustment is out of thekeiascheme
of the manufacturer. The manufacturer (the owrfiéntellectual property rights) always successfutipnitors
and corrects the situation according to the agre¢methe internal discipline. Consequently, theinational
exhaustion policy in the case of parallel impodsekpected to collapse the collusion. The lowéeepof
products through parallel imports inhibits the nmrleffects brought by colluding in the product pric
Sometimes, parallel imports are considered a toalesolve the collusion of authorized distributbss the
manufacturef?

%2 SeeBale,supranote 82, at 644yerma,supranote 71, at 558.

%3 SeeAbbott, First Repors, supranote 21, at 612.

94 Seel IPNER, GARY MARKET GOoDS supranote 25, at 79-80.

% SeeJohn C. Hilke Free Trading or Free-Riding: An Examination of thikeories and Available Empirical Evidence on
Gray Market Imports32 WorLD COMPETITION 75,80-81(1988).
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d) National Exhaustion as a Non-Tariff Barrier under WTO

Under the national exhaustion policy of intelledtproperty rights, the intellectual property haldan take
advantage of the exclusive rights under law to @né¥he same products from entering the domestikehan
the case of parallel imports. In terms of the iotpan free trade by the exercise of intellectualperty rights,
the national exhaustion policy obviously contraslidtte fundamental aim of the WTO for promoting fresle.
According to Article XI(1) of the GATT 1994, the ti@nal exhaustion policy can be interpreted asral lof
quantitative restriction against imports in theecas parallel import€® From this perspective, the national
exhaustion policy is intolerable among the WTO Menshbecause the quantitative restriction againgoits is
prohibited under the WTO.

Additionally, another argument against the natianddaustion policy is rested upon the fact thatetkercise
of national exhaustion in the parallel imports wbabnstitute a discrimination against the impomeaducts’’
Under national exhaustion, any product manufactimetie foreign countries without any marketingsaict the
domestic market would be blocked from imports, itheut obtaining the permission of the intellectpabperty
holder. Compared with the imported products, thenes products circulating in the domestic market are
protected thoroughly under the free trade principtel exempted from any intervention of the inteliat
property holder, even without any consent. Therdignation existing between imported products aative
ones violates Article 111(4) of the GATT 1994—thational treatment provisioHi.

e) Access to Medicines on the Basis of Human Rights

The interaction of intellectual property rights amamnan rights has been the focus of much concetireiglobal
community?® One important issue involves the right to acdesaith facilities and medicin&® The concern
comes from some serious epidemic and endemic d@isaghat are rampant in some developing countries, a
most of these countries do not have enough in@lstgipacity to invent and develop new medicinegravent,
treat or control the diseases. When the new mmeBcare protected under intellectual property sightis
doubtful that the patients in the developing caestcan get enough medicines with a reasonablaffodiable
price!®* The international exhaustion policy can be exg@do solve the misgivings. It would bring, thrbug
parallel imports, the drugs with lower price inteetdeveloping countries that are faced with theasion of
serious diseases but have been not qualified feraghplication of compulsory licenses under the TRIP
Agreement® From this perspective, the meaning of the intéonal exhaustion policy is not only reflected in

% SeeAbbott, Second Reparsupranote 73, at 30-31 (Thomas Cottier's presentaterond); Thomas CottieThe WTO
System and Exhaustion of RighitsTHE INTERNATIONAL INTELLECTUAL PROPERTYSYSTEM —COMMENTARY AND MATERIALS
PART Two 1798-1800(Frederick Abbott et akds., 1999); Vermaupranote 71, at 554; AbbotEirst Repors, supranote
21, at 632.
97 SeeVerma,supranote 71, at 553-54; Abbofjrst Repors, supranote 21, at 633-34.
% Article 111(4) of the GATT 1994:

The products of the territory of any contractingtpamported into the territory of any other comttiag party

shall be accorded treatment no less favourablettferaccorded to like products of national origimespect

of all laws, regulations and requirements affectithgeir internal sale, offering for sale, purchase,

transportation, distribution, or use....
% Audrey R. ChapmarThe Human Rights Implications of Intellectual PrapeProtection 5 J. NT'L ECON. LAw 861,866-
70(2002).
105ee idat 873-79.
101 SeeFrederick M. AbbottThe DOHA Declaration on the TRIPS Agreement andi®tdealth: Lighting a Dark Corner at
the WTQ5 J. NT'L ECON. LAW 469,472-73(2002)hereinafter AbbottThe Doha Declaration
102 50me developing countries with a potential cajitghid develop the pharmaceutical industry, likeitnand Brazil, may
solve the problem of medication supplies and prihesugh asserting the compulsory licenses undeclar31 of the TRIPS
Agreement. But for other countries without thisdarction capacity to apply for the compulsory licesidike South Africa,
parallel imports are better to solve the same problSee id.at 494-97. See alsaCARLOS M. CORREA, TRADE RELATED
ASPECTS ORNTELLECTUAL PROPERTYRIGHTS-A COMMENTARY ON THE TRIPSAGREEMENT81 (2007). In order to make up the
deficiency of Article 31 short of considering theoguction capacity of members, Article ®ls was proposed to seek
acceptance of members. On the amendment of the PRI Agreement, please see
http://www.wto.org/english/tratop_e/trips_e/wtl64&lhtm (last visited Oct. 3, 2010).
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the reconciliation of intellectual property righasd free trade, but also the deference of inteldgbroperty
rights to the global humanitarianism.

f)  Promoting Export-oriented Economy in Developing Coutries

In view of the global economic structure, the depa@lg countries play a significant role in the gblexport
economy:®® Owing to the consideration of labour cost andepttactors, the industries in developed countries
often seek some developing countries as manufagturases to take advantage of favourable resotioces
manufacture products, and then export the finaldpets through the global marketing network. The
phenomenon represents the possibility of technolimggsfer to the developing countries. The teabgl
transfer is with much meaning on balancing the glodconomy that the WTO is established to exp¥ct.
However, before the developing countries are capabdeveloping the manufacturing technology, afrar
stimulating the job opportunities and increasingrevenue, the indirect exports of the foreign istdes merely
contribute limited benefit to the export trade le tdeveloping countries because many productsxfuores are
entrusted to the local firms for assembling and ufecturing, and not under the brands of local firms

The international exhaustion policy would work twhance the export trade in the developing countffes
The local firms in the developing countries cangbase competitive products under the foreign irréesstand
then export them to other countries, includingdbenestic market of the manufacturer, without aray that the
manufacturer would use intellectual property rigbtdlock exports from entering the domestic market

g) Eliminating Intellectual Property Misuse

In the case of parallel imports, there is a sitratbcecurring in which the owner of intellectual peoty rights
attempts to take advantage of the labels or pagiegected under copyright to control the distribaitof goods
that the labels or packages are attached to. ifuretien reflects a kind of intellectual propertysuse to some
extent. The scope of copyright to control is lexitto copyrightable labels or packages. It isdental that the
manufacturer attached the labels or packages taydoes. In other words, in the evaluation of cagi

protection of the labels or packages, it is notessary to consider the existence of goods. Ifctigyright

owner can successfully make use of inseparabifith® labels or packages and goods in the comniexcis to

control the distribution of goods, the scope of thelusive right under copyright law has obvioublgen

manipulated to reach some non-copyrightable sulbpadters. This is an improper extension of cagyti In

order to make the protection of labels or packagsociated with goods, the manufacturer shouldrtadse
rights of trademark or trade dress.

To resolve the problem of the copyright misuse,aurttie national exhaustion system, using legistati
judicial cases to exclude the copyright misuse fithim protection of copyright is essential so thet same
products with the copyrightable labels or packagas enter the domestic market safely. However, the
international exhaustion policy in the cases oaf)erimports achieves the same goal with lowet eb®ut the
copyright misuse. Under the international exhamstsystem, copyright has been exhausted when the
copyrightable labels or packages associated withigi@are sold in the foreign market. Consequeirtlthe case
of parallel imports, there is no room for the mawtfirer to abuse copyright when the goods enteddhgestic

103 The situation can be observed from the growthooéifin direct investment (FDI) in the developingioties recently.
See United Nations Conference on Trade and Developm@iCTD), World Investment Report 2010, at 6,
http://www.unctad.org/en/docs/wir2010_en.pdf (kdstted Oct. 3, 2010) (on file with author).
104 Agreement Establishing the World Trade Organirasitates:

Recognizing further that there is need for posigifferts designed to ensure that developing cowstaed

especially the least developed among them, secsinara in the growth in international trade comsoeate

with the needs of their economic development,....
105 seeYusuf & Hase supranote 48, at 130 (“[T]erritorial exhaustion may enline export-based economic development
strategies of developing countries and countrigietgoing transition to market economy.”) (alteratio original).
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market. The copyright misuse in the case of paralnports is automatically cured by international
exhaustiort®

3.3.2 Arguments against International Exhaustioifemms of Parallel Imports

There are six reasons for opponents of the intienmatexhaustion policy to support their stance.

a) Destructing Price Discrimination Scheme

The price discrimination scheme is a more efficiapproach to conduct international marketing arotired
world than the price uniformity approach. The nfacturer may establish the discriminated pricediiferent

countries according to the economic status of s@msand the payment capability of peofife.Usually, the
price discrimination scheme is designed to chaighen prices in countries where the demand el&gtatiout

the products is relatively low (developed counjiemd set lower prices for the countries with hadgmand
elasticity (developing countrie§®® This scheme takes advantage of high profits & fdtmer countries to
compensate for the possible loss in the latter imsto achieve a planned marketing g8al.

The international exhaustion of intellectual prdpeights would break the price discrimination stige In
the cases of parallel imports, international extiansvould make the products coming from the caestwith
high demand elasticity invade the countries with kelasticity by means of the advantageous low prieeom
this, the efficient market separation under thegudiscrimination scheme never survives the impagarallel
imports. In order to react to the situation caubgdnternational exhaustion, the manufacturer ¢imer of
intellectual property rights) must adjust its maitkg strategy toward the price uniformity schetfe.In other
words, with the aim of avoiding the products wittwkr price entering into the countries with higlces, the
manufacturer tends to fix a uniform price, beingdo than the price in the developed countries utigeiprice
discrimination scheme and higher than the one éndiveloping countries. The result is that theaasrs in
the developing countries, as a victim under intional exhaustion, would bear greater financialdeuwr for the
products. To make matters worse, it is even plessitat the customers in the developing countrieslgvbe
faced with the predicament of no supplies of thedpcts, especially medicines for serious diseaseause the
manufacturer could abandon the markets in the dpired countries provided that the impact of intéioveal
exhaustion is intolerabfé!

b) Encouraging the Arbitrage of Products

Basically, parallel imports are a kind of arbitraafeproducts. They occur when the price differeatproducts
exists between the source market where the paiallebrter purchases products with a lower price tral
target market where the parallel importer woulce lifo import the products with a higher price. Tiree
difference of products is usually caused by theepdiscrimination scheme of the manufacturer orcctrenges of
the exchange rate between currencies. Parallebrismpnay disappear when the price difference han be
mitigated, or the transportation cost adding uheoprice of product in the source market has edeg¢he price
of product in the target market. This implicatke speculative characteristic of parallel impordthough the
international exhaustion policy could enhance tke movement of goods to some extent in the cdgearallel
imports, it simultaneously could encourage theteafe of products. It is unwise to rely too muchparallel
imports under the international exhaustion to atévree trade and price competition. Paralleldartgpare

108 See Quality King Distribs., Incsupranote 26. In this author’s opinion, this case igad example showing that the
international exhaustion of copyright cures theycimht misuse, although it is still controversidoait whether the case
represents the adoption of the international exi@ugolicy in U.S. copyright law.

107 see Carsten Fink,Entering the Jungle—The Exhaustion of IntellectRabperty Rights and Parallel Importsn
COMPETITIVE STRATEGIES FOR THEPROTECTION OFINTELLECTUAL PROPERTY178(Owen Lippert ed., 1999).

108 seeChard & Mellor,supranote 29, at 76.

109 5eeFink, supranote 107, at 179.

105eeMalueg & Schwartzsupranote 34, at 190.

11 seeBarfield & Groombridgesupranote 81, at 250-51.
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highly speculative and selective. Even if the gritiscrimination scheme could lead to market mohopod

unfair competition, parallel imports under inteinatl exhaustion do not always work well on thislgem

because it all depends upon the interest measutevhéme parallel importer if parallel imports wouénter the
market, instead of other consideration of publteriests. Consequently, in order to avoid the mari@opoly
and unfair competition that the price discriminatischeme could result in, it is more appropriatagpeal to
competition law or other laws to examine the scherather than have much expectation on parallebinsp
under international exhaustion.

c) Free Riding and Passing Off— Improper Appropriation of Manufacturer Goodwill and
Consumer Confusion

One important reason for opposing internationalagstion of intellectual property rights is that tharallel
importer often appropriates goodwill or reputattbat the manufacturer has established in the daenestrket
through long-term investment in the innovation dangbrovement of products, or enjoys the results raf t
product promotion and advertisement without anytr@oution™? In other words, the parallel importer can save
or ignore any cost about product administration addertisement and then take advantage of the falteu
product price to compete with the manufacturent®authorized licensees. The parallel importarscern is
limited to the price by which it purchases the prctd in the source market, and the transportatieh lzy which
the products in the source market can be deliverydtle target market. Since the goodwill aboutpheducts
has been established and the advertisement expentids been disbursed by the manufacturer indheestic
market, the same products through parallel impzatsenjoy the benefit of cost saving and refleetlibnefit in
pricing. This is the so-called free riding problefe free riding of parallel imports distorts tmarket pricing
and creates unfair competition. Consequentlyjriternational exhaustion policy has some extennstigating
the free riding acts, given the policy is promotipgrallel imports. As an economic comment rematis,
benefit of the international exhaustion policy wibble weakened, as long as some free riding actdviein the
parallel imports*?

Another problem existing in parallel imports undfgernational exhaustion is passing Yff. Since parallel
imports are price-oriented—the parallel importetspuearly all focuses on the measurement of prochsts to
decide whether parallel imports would proceed—tlmmtrol of product quality is not always regarded
thoroughly. When the same products with inferioalify through parallel imports are brought inte thomestic
market to compete with the products originally cliated, there would be some negative impact on the
customers and the manufacturer in the domestic ehagven some jeopardy running toward the trademark
system. On the one hand, the product differenggers the confusion of customers about their @nseliance
on the manufacturer or the trademark of the manwuifacto obtain products with a specific level oftity. The
customer confusion can decay the function of thdegmark system and makes customers bear extrd seemts
to seek the desired products that might otherwiseoltained according to the reliance on trademark
addition, the products with inferior quality mayperil the customers in the issues of health andriggc’® On
the other hand, customer confusion is also refieotehe fact that some customers tend to givenegptoducts
of the manufacturer and divert to seek other adtitra products in the market to avoid the high gleaost. In
this situation, the manufacturer (the trademark ernjvavould lose some sale revenue due to the phimalerts
with inferior quality. Moreover, the products wittiferior quality are fatal to the reputation orogiovill of the
manufacturer. To sum up, parallel imports undégrimational exhaustion would lead to a potentisk for the
customers and the manufacturer in the domestic eharkhe cost seems difficult to compensate bybtreefit
resulting from the promotion of international exkton about free trade.

112 5ee the OECD Reposupranote 39, at 8-9; Staafree-Riding supranote 39, at 207-211; Hilksupranote 95, at 77-
78. See alscChard & Mellor,supranote 29, at 73 (including also the after-saleprofiucts—warranty service and repair
service— in the targets of the free-riding actB). Rothnie shares the same vie®@eeROTHNIE, PARALLEL IMPORTS supra
note 24, at 565.

135ee the OECD Reposupranote 39, 1 25, at 9.

114 5ee the OECD Reportsupranote 39, 11 41-42, at 13pRHNIE, PARALLEL IMPORTS supranote 24, at 563-64; Chard &
Mellor, supranote 29, at 73; Stadfree-Riding supranote 39, at 228-233; Hilkeupranote 95, at 80.

115 seeBarfield & Groombridgesupranote 81, at 254-55.

197



JICLT

Journal of International Commercial Law and Technology
Vol. 7, Issue 3 (2012)

d) Uncertainty about Product Services after Sales

Generally speaking, the parallel importer rarelgviies the buyer with sale warranties or produntises after
sale'® Usually, the products through parallel importe ananufactured in foreign counties, and the
manufacturer and its local authorized licenseesatdake the place of foreign agents to providehtinger with
any service. Consequently, the customers wouldnasghe risk of the product defects after salehleyriselves.
Compared with the ordinary sale, parallel impoetsms to deprive the customer of the consumer bertbfit are
available under the ordinary sale. From this perBpe, parallel imports are apparently unfavowraiolr the
public because they take the core of the transacéxurity—the protection of consumers—out of thke.s
Because the international exhaustion policy isfoéfjor parallel imports, it indirectly brings th@nsumers into

the predicament where there is uncertainty abaupthtection of the transaction security.

e) Discouraging Incentives for the Intellectual Propety Owner about the Invention, Creation and
Marketing of New Products

The essence of the exhaustion doctrine is on balgnthe conflicting interests between free tradel an
intellectual property rights by giving the rightrfiirst marketing of products to the owner of itgetual property
rights, leaving the later unspecified buyers ther privilege for resale. When the intellectuedgerty holder
has conducted the first sale of the products uimdeliectual property rights, the reward for inéeftual property
rights about marketing is assumed, and the holdeemhas any chance to control the flow of prodbgtsneans
of intellectual property rights. The exhaustionctlime seems a reasonable interest division thieafigt
However, in practice, especially under internati@dnaustion, the reasonable interest divisiorheféxhaustion
doctrine would be distorted because the assumpfioeward about the first sale could be dysfunalan some
situations. For example, the intellectual propédider marketed its products first in foreign coigs where no
intellectual property rights are available for thisd of products?’ the compulsory license is applied to this
kind of product®® or the government enforces the price control messon this kind of produdt? Under
anyone among the three above-mentioned situatibissglifficult for the owner of intellectual propty rights to
use intellectual property rights to exploit the aed/in the first sale because no intellectual prigpeght exists

in the countries, or the pricing function of inegltual property rights is broken by the governnimterference.
From this perspective, not only could the incergioéthe intellectual property holder for furtheaveélopment in
the products be frustrated, but the spirit of tkkagistion doctrine—the interest division—would atsamble,
supposing that the international exhaustion poigyadopted in the above-mentioned situations towall
unlimited parallel imports to enter the domestiakea

f)  Supporting Indirectly the Black Market

The international exhaustion policy opens the pgmsay for parallel imports. This means that theajbal
imports are not only free from the control of ifeetual property laws, but also can be exemptedh ftbe
examining and tracing of the Customs in the doroestarket. Under this situation, in order to pursoe
maximum profits, it is possible for the unworthygarters to mix some illegal copies that violatesligtctual
property law with the genuine products that arejesttbto a parallel importation plan through a lepatallel
import?° In other words, the legal parallel import inditgaves a channel to cover the smuggling of lifeiti
copies. Given the fake products by illegal repatiun have a lower price and a higher uncertairiigua
product security and quality than the genuine petglthrough parallel imports, their entering themestic
market would threaten seriously the interests afsomers and intellectual property holders. Perhips
controversial to beat the gray market through pelrathports by intellectual property laws. Nond#ss, it is no
doubt that the black market replete with illeggbies is the primary target of intellectual propdays. The

118 5eeChard & Mellor,supranote 29, at 73.

117 seeMerck v. Primecrown supranote 26; ECJ Case 187/80, Merck & Co. v. Stephar BV Mactk & Co. v. Exler,
[1981] E.C.R. 2063, [1981] 3 C.M.L.R. 463 (1981) [héexaMerck v. Stephar

118 5eeECJ Case 19/84, Pharmon BV v. Hoechst AG, [1985]FE.2281, [1985] 3 C.M.L.R. 775 (1985) [hereinafter
Pharmon v. Hoechpt

119 ROTHNIE, PARALLEL IMPORTS supranote 24, at 487-94; Chard & Mell@upranote 29, at 77.

1205ee the OECD Reposupranote 39, { 40, at 13; Chard & Mellsypranote 29, at 75.
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international exhaustion policy, besides enhanbieg trade, also brings heavy social costs ancelaarcement
costs into the domestic market because it indyettpports the black market.

3.3.3 Responses to Arguments

a) Responses to Arguments for International Exhaustio

In respect of arguments supporting the internatierhaustion policy, the opponents would possilelyut the
position with the following counterarguments. Eirthe proponents of international exhaustion thih&t
international exhaustion can strength the inteonati competition of products so that the custonrethe target
market can obtain a reasonable price about theuptedhrough parallel imports. However, the coritjoet
through parallel imports under international extimmscomes under the intra-brand competition, nathan
inter-brand competitiof® The intra-brand competition would break downshkeme of price discrimination of
the intellectual property owner. Consequentlyndty be anticipated that the owner of intellectuapgerty rights
is compelled to lift the product price in the saurnarket for parallel imports (some developing ¢oes) for
fear that the lower products will flow into the destic market (target market). In the long run,¢hstomers in
the source market suffer from the increase of prbguce while the customers in the target markgoe the
competitive price. It is doubtful if the customengentually can benefit from parallel imports unohiéernational
exhaustiont??

Next, it seems arbitrary to conclude that paralgborts under international exhaustion can prevbat
market monopoly of the intellectual property owaeid reduce the market collusion of authorized ithistors
(licensees). Under intellectual property lawseliectual property rights have some extent of esigki
monopoly effects that are mainly designed to eragelpeople to contribute to society by inventing areating
new things. However, the monopoly power of inwllel property rights does not always represent the
monopoly power in the market. Even though thersoisie obscure implication of market monopoly whaes t
owner of intellectual property rights takes advagetaf the price discrimination scheme to marketpuots, no
strong evidence directly supports that the schexagd to market monopol§” As a result, it is inappropriate to
use international exhaustion policy to prevent aketamonopoly that is inevitable in the exerciséntellectual
property rights. Moreover, the problem of collusiaf the authorized distributors (licensees) addims pricing
plan, as a matter of fact, is a violation of fidargi duties. It is better to solve the problem tiylo the market
monitoring mechanism and the contact than theléttlal property policy.

Third, the conclusion that the national exhaustidnintellectual property rights constitutes a nant
barrier under the WTO is based on an incorrect kedge of the basic spirit of the WTO. Accordingtlds
view, the promotion of international free trade endhe WTO triumphs any other interest. When pelral
imports spark the conflict between internationaefrtrade and intellectual property rights, it beesnthe
corollary that the international exhaustion poligcking up free trade always surpasses the natexteustion
policy protecting intellectual property rights. &l on this opinion, the national exhaustion poiegms to be
interpreted as a non-tariff barrier under the WTOh fact, both international free trade and iretual property
rights share equal positions for interest constiterainder the WTG? This concept may be observed from the
TRIPS Agreement enacting to balance the interestresf trade and the protection of intellectual ey
rights’®® From this perspective, Article 6 of the TRIPS Agment—an agreement to disagree—should be
respected. Any interpretation attempted to preeltite national exhaustion from the WTO is tantamdan
emptying the TRIPS Agreemeht.

12! Hansensupranote 32, at 114-2 to -5.

122 seeMalueg & Schwartzsupranote 34, at 170.

123 See Staaf, Price Discrimination supra note 34, at 303 (enumerating three elements rameser effective price
discrimination—prevention of resale, differencedefnand elasticity and market power).

124 seeAbbott, Second Reparsupranote 73, at 23-24, 30 ( the presentation recoidsloan Otten and Macro Bronckers).
125 seeMacro BronckersThe Exhaustion of Patent Rights under WTO L2®J. WORLD TRADE 137,144(1998).

1% See idat 157-58.
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Fourth, while parallel imports under internatioeahaustion open a low-price drug channel to thentaas
where serious epidemic and endemic diseases aral@ne some worrisome problems are produced iallgar
imports of medicines—the quality control of medi&snand the supply of medicines. The quality cdrdgfo
medicines focuses on whether the quality of mediEiconforms to the international safety standamiedicine,
or whether there are some fake drugs mixed in &meige ones. The supply of medicines indicatasspision
about whether the volume of drugs via parallel ingpas sufficient to meet the need in the counttiest are
fighting some serious diseases. The two probldmsvghe possible threat and uncertainty causedabalipl
imports of medicines under international exhaustiamen parallel imports are used as a means foahitarian
salvage. From this, parallel imports under intéamal exhaustion is not a reliable approach bezidites saving
cannot tolerate any uncertainty. According to satieolars’ suggestion, the donation of drugs or epdior
resisting the serious diseases is a more pragmatico achieve the humanitarian g&l.

Fifth, although the international exhaustion polisy conducive to the export trades of the develgppin
countries via parallel imports, it merely stimukthe export economy in the developing countriea limited
way. The exports via parallel imports under in&ional exhaustion cannot completely account fag th
economic development in the developing countriesabse these products for parallel imports are lsual
developed by the industries of the developed c@amtr Even though the products are manufactured or
assembled in the developing countries, they areénpoitthe market for sale under the brand of tltistries of
the developed countries. The effective way to mienthe export-oriented economy in the developmgntries
is to assist these countries in developing thein @roducts and industry brands by technology temahd
transnational cooperation. It is evident that f@ramports under international exhaustion canhetp the
developing countries create their own industry bsan

Finally, the prevention of misuse of intellectuabperty rights and the promotion of the internagion
exhaustion policy are two separate and indepernidenes. To mitigate some misuses is merely améntal
effect in the adoption of the international exharspolicy. Consequently, an incidental effecaiually not
enough to justify the use of the international ext@n policy in the cases of parallel imports.eTdost that the
international exhaustion possibly would bring abeuuld surpass the benefit of curing the misuse of
intellectual property rights.

b) Responses to Arguments against International Exhatisn

Some specious defects exist in the arguments agthesinternational exhaustion policy that are Wwort
scrutinizing. Regarding the price discriminatiaame, the opponents of international exhaustidieviethat
the scheme can provide the developing countrieb affordable price for products and continuous pobd
supplies. Under this opinion, the internationahaxstion of intellectual property rights would degt the
mechanism of price discrimination so that the owsfantellectual property rights could be enfordedaise the
product price or quit from the markets in the depalg countries with a view to avoiding parallelpionts. As a
matter of fact, the mechanism mentioned above ieinestablished on a hypothesis that the manufactu
would execute the scheme according to the ratjodgiment. However, it is found that the actuakfice of the
scheme is not always consistent with the ratiorpéetation. There are some occasions where trduptrrice
in the developing countries is higher than thahimdeveloped onéé® That implicates the possibility that some
manipulation is interfering with the operation betprice discrimination scheme according to spetifisiness
consideration rather than the rational judgmerihcéthe scheme is vulnerable to the artificial ipalation, the
expected function of adjusting the price and supplje developing countries becomes unreliable.

Second, the argument that the international exfmupblicy would encourage the commercial arbitraige
parallel imports is fragile and superficial. Undarthorough observation, the actual cause invokhey
commercial arbitrage is either the change of todajleconomy or the price discrimination schemmdfistries

127 SeeHenry GrabowskiPatents, Innovation and Access to New PharmaceutiBal$nT’ L ECON. LAw 849, 857 (2002); F.
M. Scherer & Jayashree Wat#8pst-TRIPS Options for Access to Patented Medidimé3eveloping Nations5 J.INT'L
EcoN. Law 913, 934-38 (2002).

128 SeeFink, supranote 107, at 179; Chard & Mellsupranote 29, at 76-77.
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about products. The change of the global econoslly works on the exchange rate of currenciesttract
the arbitrage acts via parallel imports—for examible currency appreciation occurs in one countwy, the
product price in this country is not adjusted tcetridne appreciation yet. Moreover, the pricingemithe price
discrimination scheme is also an important incenfier the arbitrage via parallel imports. Fromsthit is
impossible for the parallel importer to conduct #nbitrage, provided that there is no or littlecprdifference in
the global markets, even if the international extian policy is adopted.

Next, free riding is a serious problem in the casfggsarallel imports. Nevertheless, this doesmetan that
free riding is a necessary element or characteradtiparallel imports. It is difficult to prove dh the price
difference of parallel imports comes from the frieking.?° In view of globally marketing, the parallel imper
has contributed to the administration and promotiost of the products because the price by whiphrithased
source products in the foreign market is inclusif@llocated operating and advertisement experafitéor the
products. Consequently, using the free ridingtistfate the justification of parallel imports undernational
exhaustion is unpersuasive. Additionally, the pagsff of intellectual property rights, in partiem trademark,
seriously threatens the protection of customersthadntellectual property owner, as well as thellactual
property systems. Granting that it is possibletii@r parallel importer to bring the products witlferior quality
to the domestic market under international exhanstihere is no evidence that most cases of pasdirare
from parallel imports. From this, the passing afffparallel imports should be given the same treatnunder
law as that of other situations. In other wordatafiel imports need not be overemphasized in #seg of
passing off. Any product with inferior quality th@ossibly causes the likelihood of confusion wobl
examined by intellectual property right law or athelated laws, even though the product can ehtedbmestic
market via parallel imports under the internatioeahaustion policy. Because the international agtian
policy never exempts the passing off situationsifintellectual property law, there is no strongsato assert
that it aggravates passing off in the domestic etark

The fourth counter argument against the opponehisternational concerns the product warranty amel t
services after sale. Itis theoretically knownttthee products through parallel imports usually moéassociated
with the product warranty and the services aftée. sédlowever, it is not always the case in the prattice of
parallel imports. There are two factors driving tharallel importer to provide the product warraathd the
services after sales. One is market competitidys the consciousness of consumers is raised, theupr
warranty and the services after sale have becoenerifical consideration of consumers in choosirgdpcts for
purchasing. Under the pressure of competitioa, ghrallel importer would be bound to cover contjweti
warranty and service conditions to maintain itsdoaua advantages. Another factor is sale law. Adiog to
sale law, the implied warranty of sales is not fuged in advanc& In other words, the parallel importer
would be responsible for the legal warranty of salader law, provided that the parallel importeassa seller
under law.

Regarding the argument that the incentives ofritedlectual property owners are discouraged byptrallel
imports under international exhaustion coming fraountries where no patent protection exists fodpots, the
conclusion ignores a fact that this situation i$ imevitable. That is, when planning the globalrkes, the
owner of intellectual property rights has a chatacsurvey the protection of intellectual propeighis about the
products for marketing in any possible market, et all benefits and costs resulting from markgetmany
country, and make up a final decision about whantriées are suitable for markets to the industbgst interest.
As a result, the disadvantage in the parallel ingpooming from countries without patent protectiam be
avoided in advance through the market evaluatiothefowner of intellectual property rights. Anyo@te to
market in the countries without patent protectignfiee volition and commercial judgment should bet a
reason to object to parallel imports under intéomat exhaustior>*

129 5ee the OECD Reposupranote 39, 1 24, at 9; Sta&fee-Riding supranote 39, at 234-35.

1305ee U.C.C. §§ 2-314 to -315(2001).

Bl This is an important position in the judgmentMxrck v.Primecrown, Ing.supranote 26 andvlerck v. Stephaisupra
note 113.
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Finally, the problem of the black market under lietual property laws—the prohibition of the ilkg
reproduction— is set as a prioritized goal to aohibecause the existence of the black market dirshtikes
the foundation of intellectual property rights. el&ively, the problem of the gray market or paalnports has
broader room to deal with—the prohibition of pazhimports depends upon what exhaustion policpdied—
because the two interests of free trade and ictelé property rights would be considered jointlior this
perspective, the problem of the black market arad i the gray market should be treated differenthgler
intellectual property laws. It is an inappropriatgoroach to use intellectual property laws to fiblthe gray
market overall in order to prevent the invasiotthaf black market. To adopt the national exhaugiaity with
a view to avoiding the illegal copies of productdeging into market via parallel imports under inggional
exhaustion is a concrete showing of treating theblem of the gray market in the same way with thfathe
black market.

3.4 EconomidArguments International Exhaustion in Terms of Parallel Inm{so

3.4.1 Economic arguments for International Exhaarstn Terms of Parallel Imports

a) Comparative Advantage Theory

Generally speaking, the economic arguments foiirttegnational exhaustion policy are based on tle®rh of
comparative advantage in international tr&fe Since parallel imports under international extiaushave a
price advantage over same products in the locakehathey could be conducive to opening free trades
efficiently.”*® However, some scholars argued against this pashiy thinking that the pricing of products
protected by intellectual property rights shouldrésted on the owner of intellectual property righather other
the market® From this perspective, it seems that comparasiseantage theory should be revisited to
determine whether it may be applicable in the ca$gsrallel imports under the international exhimumspolicy.

b) Customer Surplus and Wealth Redistribution

Since the adoption of the international exhauspoticy would result in some impacts in national mzmy
through parallel imports, it is necessary to makmst-benefit analysis about the changes of pdbcpeasure
the national welfaré®® As far as importing countries are concerned, Ifgramports bring much consumer
surplus because the price in the importing coualtryut the same product has faltéh Relatively, from the side
of the firms and workers producing the same pralircthe importing countries, the loss would ocstien the
demand for the original products has decrea¥ed:.he focus is shifted toward the exporting cowstri In the
export countries, the customers suffer a loss énpifice, given that the increase of exports vialpgrimports
would decrease the supply of the products, angtbeduct price would be compelled to incredeHowever,
the positive effects, in contrast, come to the §iramd workers in the exporting countrt&s.In other words, the
firms and workers producing the products enjoyateantage in increasing the products with a higiiee to
correspond to the increased demand of productsadparallel imports. After the cost-benefit an&@yis both
importing countries and exporting countries, ixpected to conclude that the net impact on themealtwelfare

132 5eeAbbott, First Repors, supranote 21, at 622.

1B3335eeAlan O. SykesComparative Advantage and the Normative Economitsternational Trade Policy 1 J. NT'L
EcoN. Law 49,49-50(1998).

134 seeAbbott, Second Reparsupranote 73, at 26-27 (Claude Barfield’s presentaticonms).

135 SeeSykes supranote 133, at 57.

1% Seeid. at 63.

137Seeid. at 62.

B8 3edd. at 63.
139 |d.
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under international exhaustion would be posititfdjecause the customer gain is higher than thetdofisns in
the import countrie$* and the customer loss is lower than the gainrofsiin the export countrie&?

In terms of the global welfare, the internationgh&ustion policy could have an allocation effectaafalth
and resources between developed and developindrisifi® It makes the developing countries have a chance
to access the patented products, and then cregteotiun productive capability through further resdaand
development while the patentees in the developeshtdes never license the products or the manufiaciu
technologies to specific developing countries. Tgarallel imports under international exhaustioneha
significant meaning in serving a substitute of ttansfer of technologies. Consequently, the efedtwealth
redistribution would be reflected in the global faet.

3.4.2 Arguments against International Exhaustiomé@mms of Parallel Imports

a) International Price Discrimination

In economic analysis of the international exhaustimlicy, the analysis of the free-riding phenonterud
parallel imports and that of the international priiscrimination scheme of the intellectual propénlder are
two important aspects. The negative impact offtée-riding phenomenon of parallel imports is weibwn*
Nevertheless, since the free-riding phenomenowti®asy to detect and prove in the issue of paialigort, its
strong position against the international exhaustmlicy is shaked? Compared with the free-riding
phenomenon, the price discrimination may be obskefr@n the pricing structure in the global marketss a
result, the economic analysis of the internatigméte discrimination becomes important in objectingthe
international exhaustion policy. The stronger ¢lxgent of justification of the international pridéescrimination
is, the weaker stand the international exhaustmity would take. Certainly, there are some pradients in
the economic analysis of the international pricecdmination because the price difference in aliiomeal
markets does not always originate from the pricerithination scheme—the price difference can beedy
the changes of the exchange between currencidseogdvernment’s interventidd® If that is the case, the

justified effects of the economic analysis of theeinational price discrimination would be influedc**’

b) The National Welfare and The Global Welfare

In respect of the national welfare of internatiopake discrimination, if parallel imports are pibited, the
countries with more demand elasticity to price—depi;mg countries—enjoy the gain by which the maskat

140 Contra Chard & Mellor,supranote 29, at 77-79 (“...we conclude that the overalance of the effects of parallel trading
is probably adverse.”).

141 Segd. at 62 (“...the attendant gain to domestic consurisegseater than the attendant loss to domesticsfand
workers.”)

1235edd. at 63 (“...the attendant loss to domestic consuiisesmaller than the attendant gains to domestitsfiand
workers.”)

143 SeeAbbott, First Repors, supranote 21, at 624.

144 SeeJoNG-Say YoNG, FREE RIDING AND THE WELFARE EFFECTSOF PARALLEL IMPORTS DiscussING PaPER No. 06/00,
DEPARTMENT OF ECONOMICS OF MONASH UNIVERSITY (AUSTRALIA) 17-19 (2000)Hilke, supranote 95, at 76-78.Cf. the
OECD Reportsupranote 39, 1 28, at 9 (“if.there is vigorous competition in all pertinenarkets, free-riding on marketing
support can be presumed to have a negative effeatetfare. Where competition is considerably légerous, free-riding
could have ambiguous effects’) (original emphasis).

145 5eethe OECD Reportsupranote 39, 1 24, at 9 (“The less direct the involeatof authorised licensees in free-riding,
the more difficulties an IPR holder could face iyirtg to control parallel imports....”; Stadfree-Riding supranote 39, at
235 (“The free-rider argument is thus weakened hgy évidence that parallel importers pay a lowecepthan the U.S.
authorized dealers.”); Hilkesupranote 127, at 91 (“...the available empirical evideiscaconsistent with the strong form
of this hypothesis that links all gray market aityivo free-riding.”).

148seeStaaf,Price Discrimination supranote 34, at 313, 327-28.

147 According to Dr. Staaf's opinion, the price difiace coming from reasons other than the price idistation scheme
forms a room for the arbitrage of parallel imporfBhe arbitrage would enhance the welfare of custemSee id.at 325-
328.
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the countries continue serving the products witloveer price’*® However, the countries with less demand
elasticity to price—rich industrialized countries-ewd suffer a loss because they are charged whiigtaprice
for the product under the price discrimination subewhich would be otherwise lower under the priogarm
scheme or the situations where parallel importsaiosved*°

As to the analysis of the global welfare, the rfédats through comparing the gain in the countaésigh
demand elasticity with the loss in the ones of temand elasticity must be determined. The effecg matter
of fact, is obscure. In other words, it needs éonteasured by considering other external factbisually, the
continuous expansion of the production in the coestwith high demand elasticity would compenshtelbss
in the ones with low demand elastict}. Moreover, according to the research of econaniste global
welfare of the international price discriminatioaries with the extent of demand dispersion in coesit> The
larger the demand dispersion is found between ciesntthe more global welfare the internationalceri
discrimination would producE? In addition, the markets with significant comfieti enhance the global
welfare of the international price discriminatiti. It also implicates that the low level of marketyer held by
the owner of intellectual property rights is conitrecto the welfare exterit? Another point that needs to be
emphasized is that the volitional price discrimimatwould produce more global welfare than the p&hone
conducted according to the government reguldfion.

Finally, in order to make the global welfare undeternational price discrimination go further, & i
suggested that the price discrimination should siabdished among the groups of counties where athiber
states have close per capita income, and paratlbrits can be allowed within each group due toldve
transaction cost®

4. Overall Examination and Evaluation of and the Ehaustion Doctrine and Parallel Imports in
Terms of Globally Harmonized Perspective—Establisimg the Globally Optimal Legal
Model for Exhaustion of Intellectual Property Rights

4.1. Whether International Exhaustion Should BepAeid

4.1.1 Conclusion from Policy Argument

Under the arguments of Chapter three against thenational exhaustion of intellectual propertyhtigy it might

be found that the opponents of international exti@usare mainly concerned with the economic disathge
and the unfair competition caused by internati@nddaustiort>’ The economic disadvantage is reflected in the
cheaper price of the product protected under sxallal property rights led by international exhaursthrough
parallel importation. According to the argumergaiast international exhaustion, the advantagecoiae pvould

not only undermine the price discrimination meckambuilt by intellectual property owners for intational

148 seethe OECD Reporsupranote 39, Annex IIl 1 6, at 44.

M gee id.

150 5eethe OECD Reportsupranote 39, { 32, at 10; Malueg & Schwadmpranote 34, at 190 “The beneficial effect of
higher output under discrimination from continuitay serve low-demand markets outweighs the misdilmeaeffect of
discrimination.”

151 SeeMalueg & Schwartzsupranote 34, at 190.

1525ee jd“...we found that when demand dispersion is largeughowelfare is higher under discrimination.”

153 Seethe OECD Reporsupranote 39, Annex Il 8, at 45.

1%4Sedd., 135, at 12.

5 gee id.

156 SeeK EITH E. MASKUS & YONGMIN CHEN, VERTICAL PRICE CONTROL AND PARALLEL IMPORTS—THEORY AND EVIDENCE,
DEPARTMENT OFECONOMICS UNIVERSITY OF COLORADO AT BOULDER 31 (2000);Malueg & Schwartzsupranote 34, at 191-
92.

157 See supraote 144-156 and accompanying text.
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marketing, but also frustrate the incentive of ithtellectual property owners to develop new invens
commercial products and creations. On unfair cditipe, the arguments against international exhiangbcus
on the problems of free riding and passing off with possible attribution to international exhawstihrough
parallel importation.

In this author’s opinion, the concerns mentionedvabof the opponents of international exhaustiomeha
been built on some misconceptions about intellégit@erty system. The misconceptions come frgnoiing
the reward through first sale for intellectual pedy owners and equating the adequate award dfectigal
property owners with the commercial success.

Although the actual reward for the intellectual pecty owners under intellectual property system tneen
difficult to be calculated by a uniform model, tbale revenue of the products protected by inteliqgtroperty
rights for the first marketing, at least, should dmnsidered the reward in terms of the distributadnthe
protected products. Regardless of the common jestes or continental system, intellectual propdatys all
tend to release the exclusive right of intellectpidperty owners over the future distribution oé fbrotected
products after the first sale of the products hesnbmade in the markets, even though it is stillenrdispute
whether the exclusive right over distribution rensaio be against parallel importation from the iigmemarkets.
In terms of legal evaluation under intellectual gy laws, to secure the legal entitlement of liettual
property rights to seek the sale revenue of théepted products for the first marketing is the @raf giving
away the future interference about the distributibthe products. As a result, unless the altereaapproach
will be developed in the future to calculate theuat reward for intellectual property owner to bada the
abandoning exclusive right over distribution, tleeess to the sale revenue is the only indicatoutaiether
intellectual property owners have generated thearévior distribution of the protected products.heTreward,
under intellectual property laws, justifies the cession of the exclusive right over the futureristion of the
protected products after the first marketing. other words, the intellectual property owners nedese the
future control over the distribution of the proeattproducts after the first marketing, provided thea position
to access the sale revenue of the protected podiat been impeded. On the contrary, the acces$ing
intellectual property owners to the sale revenuthefprotected products will lead to the assumptioder law
that the adequate reward about distribution ofottmeected products has been obtained.

The reward from the first sale of the protecteddpids, depending upon the access to the sale reyenu
should not be influenced by the geographical safgbe first marketing. As long as the intelledtpeoperty
owners can directly or indirectly access the sa&eemue of the first marketing—the first marketingisw
conducted either by the intellectual property owner the distributors through the licensing or otredated
agreements—the reward under intellectual propestywould be assumed. From this perspective, wien t

reward has been assumed by intellectual propertss,lahe incentive of intellectual property owneroab
inventing, marketing and creating is also simultarsty considered satisfied under law. It mustlbefeed that

the incentive mentioned by the opponents of intiisnal exhaustion that would be damaged by parallel
importation is not protected by intellectual pragelaws. Instead of the necessary reward for tingt f
marketing, the incentive argued is connected withdommercial success—maintaining the price disoation
scheme. Nonetheless, the legislative purposetefféntual property laws is to promote the sciénidir cultural
development and the fair competition in the mailkefgranting the necessary reward, not by guarargethie
commercial success. Evidently, it cannot be fiestiunder law to take advantage of intellectuaparty laws

to block parallel importation of the protected puots through opposing international exhaustion yeog the
sake of securing the commercial success on the mliscrimination scheme.  Furthermore, even though
international exhaustion can be opposed to pretlest parallel imports of the protected products unde
intellectual property laws, it does not mean tha tommercial success of the price discriminaticineme
would be assured. In addition to the possiblelehgke from competition law, the management andmlise of

the international marketing network and the stnatgigthe competitors also play significant rolesigciding the
maintenance of the advantageous price discriminatioheme. In view of the uncertain factors out of
intellectual property laws influencing the commaft@uccess of the price discrimination schemeséetiss an
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abrupt policy decision to disallow internationahexstion under intellectual property laws to prevearallel
importation.

The concerns about fair competition caused by freng and passing off are also examples of
misconceiving that the protection of commercialcass is under intellectual property laws. Fromadhgle of
the international marketing, the promotion acts tfeg products are involved within the internationzdrket
network, though there is some discrepancy existingpe contents of advertisement to meet specdanemic
and cultural circumstances in each country. Wherpiarallel importer has the protected productpayyng the
sale price in the foreign country, the price hastamed the related cost about the promotion dctiseoproduct
in this country. Moreover, the lower price of thetected products under parallel importation & tlecessary
result of the price discrimination scheme. In temh contribution to the promotion of the protecpgrdducts in
the international market network and pricing theducts of parallel importation according to theceri
discrimination scheme, it is hard to think that tregallel importer was free riding on the promotirst and
held any unfair advantage in entering the domesticket. Although it is admitted that the absentproduct
service and warranty after sale in the producteupdrallel importation would enhance the priceaadage in
the domestic market, the price is not the onlydiaétr the prudent consumer to decide whether tbeyxts in
the gray market are worth purchasing, especiatigesinowadays, the image of the products in thg grarket
connected to the lack of the product service has lveell established in the minds of the consumaestd the
rapid spread of commercial information. After coetpending the benefit from the lower price and ¢bst
from the lack of the product service, it is uncléarknow whether the products of parallel impoagatiwould
prevail in the market by the price advantage. Assalt, it is far-fetched to resort to intelledtpeoperty laws to
prevent parallel importation for the reason of frigkng.

The concern of passing off is mainly reflected hie tases of the protected products with infericaligu
through parallel importation. The protected prdduender parallel importation were basically mantifeed
according to the authorization of intellectual pedy owners. Unless the parallel importer altetesiprotected
products without the consent of intellectual propewners before entering the domestic market, defgct or
inferior quality of the protected products should attributable to intellectual property owners, estlthan
parallel importers. Consequently, based on thesorathat intellectual property owners must bear all
disadvantages resulting from the incomplete proadsmanufacture and quality management, the genuine
protected products under parallel importation wawdl produce any extra unfair competition againstliectual
property owners, even though the likelihood of csidn or the damage on goodwill is not avoidable.
Intellectual property laws are not designed to gaiie the risk that intellectual property owners lddaear due
to the flawed or intended manufacture process,ngite elimination of the risk to safeguard the ries¢ of
intellectual property owners is merely a kind ofrouercial success, not relevant to the necessargrdew
protected under intellectual property laws. Consedly, it is unreasonable to prevent the passifigimder
parallel importation by denying international exstn under intellectual property laws.

Relying upon the positive arguments for internalomxhaustion under Chapter three and finding
unconvincing the concerns of the opponents objgdtrinternational exhaustions, this article, imtes of policy
consideration, concludes that the internationalaestion doctrine is the optimal legal model to hatathe
interests existing in intellectual property rigatsd international free trade.

4.1.2 Conclusion from Economic Argument

The main economic argument asserted by the oppoénhternational exhaustion under Chapter thsethé
focus on the positive welfare effect of the pridecdmination schem&® As a matter of fact, apart from
arguing that the price discrimination adopted hgliactual property owners is not usually perfect

158 See supranote 164-188 and accompanying text.
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discrimination, not always, as a result, holdinghear welfare effect than the uniform pricing systeimne
fundamental phenomenon should be disclosed thathtaretical effect of the price discrimination nahbe
reflected in the commercial practical operatioRrom the angle of the empirical observation, ibften found
that the poor or developing countries where thepfgbave lower consumption capability and strongdpct
demand are charged higher prices for the protegteducts than the rich or developed countries, @afhe
about medication to fight prevailing epidemics. isSTbhenomenon has been contradicting the theorelisign
of the price discrimination scheme that intendsi¢hieve the goal of international marketing by cengating
the possible loss from marketing in the countriearged lower price with the gain from marketingtire
countries charged higher price. The original welfaffect built upon the balance between the isteod
intellectual property owners and the access to piwected products would be also broken down as the
incomplete operation of the price discriminatiorheme. As a result, in terms of the current practé
international trade, it is highly doubtful whethibe anticipated welfare effect of the price disénation scheme
would be made.

Additionally, it might be also observed that the mpalation for commercial success has invaded the
operation of the price discrimination scheme. t didy would intellectual property owners hold tharplus by
charging the high price in the developed countriag, they also would establish the market monopnly
charging unaffordable prices to people with thedtatty of the price sensitivity in the developingiaties. If
intellectual property laws support the theoretioetlfare effect of the price discrimination to oppos
international exhaustion, ignoring the actual malapon in the commercial practice, it would make n
difference to endorse the commercial success eliéctual property owners. Under this policy, @bkt caused
by the failure of intellectual property laws to &#ate the interests between intellectual propertyers/and the
public—the excessive price over what is neededirfoentive is charged in the developed countries, e
access of new products is blocked in the developmgntries—is certain to be borne by the consuriretbe
international markets.

The transaction cost is also a concern for the pppis of international exhaustion. The differecdremic
development in the global community would raise tiagsaction cost for adopting the internationdiaastion
doctrine. It is recommended in terms of econommalysis that the international exhaustion doctrivauld
achieve the highest welfare effect by being appliedhe customs union or trade area where the membe
countries have similar economic conditions. Howefrem the observation of this author, the tratisaccost
for international exhaustion has been graduallyiced since the WTO was established. Given thaisthe of
exhaustion of intellectual property rights is rethtto international trade and intellectual propdaws, the
relevant trade agreements and the TRIPS agreenwntapdecisive role in reducing the transactiont dos
international exhaustion. While the trade agredmander the WTO function to eliminate the tradeibes and
produce the adequate circumstances for interndtfee®trade, the TRIPS agreement is engaged imdwizing
national intellectual property laws to secure tleeassary reward to stimulate the incentive forllettual
property owners in the global community. Thereféhe argument against international exhaustioedas the
high transaction cost seems to get weakened whasidaying the contributions of the WTO in interoatil free
trade.

Finally, it is well established that the free-rigiacts conducted by the importer would damage thiéave
effect of international exhaustion. Neverthelebg, free riding act is difficult to prove, oftenrgimg as an
argument against international exhaustion for thepgse of commercial success, rather than the atiequ
reward of intellectual property owners. Througtkramvledging the current circumstances for inteoradi
trade, it might be found that the benefit brougptttiee international exhaustion doctrine is definiiat the cost
of the free riding acts is unclear. As a resultjsi unreasonable to object to international extiansby
considering the uncertain cost of the free ridiats @nd ignoring the free competition effect of ithernational
exhaustion doctrine.

On account of the arguments of comparative advandag wealth redistribution in Chapter three andtwh
is mentioned about clarifying the concerns of thpanents about the international exhaustion dastthris
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article, in terms of economic analysis, concludes the international exhaustion doctrine is th&nagl legal
model to balance the interests existing in intéllatproperty rights and international free trade.

4.2 How International Exhaustion Should Be Applied

4.2.1 International Exhaustion and Subject Matigfrintellectual Property

A core inquiry made about the application of thieiinational exhaustion doctrine is whether therivggonal
exhaustion doctrine should be applied overall amtiscriminately, or differently according to therdgute of
each intellectual property rights. This authomksi that the overall and indiscriminate applicatiminthe
international exhaustion doctrine is the best aersition to work the function of the internatiomahaustion
doctrine under intellectual property rightS. There are three main reasons to support theapiii this author.
The first reason is that there has been no sufi@égidence indicating the connection of the défarattribute of
intellectual property rights with the applicatiofi the international exhaustion doctrine. To talsept for
example, even though the higher R&D and maintenanse must be involved in the application of patént
not necessarily inferred that the opposition ofititernational exhaustion doctrine would secureiticentive of
the patentee for the future inventions. As memtibabove under the conclusion from the policy amuimthe
concern about the application of the internatigndlaustion doctrine to undermine the incentivehefppatentee
is built upon the commercial success that is netgbal of intellectual property laws. As matterfaét, the
commercial success resulting from avoiding the athgeous price of parallel importation under th&omsal
exhaustion doctrine is not invulnerable to the gigompetition of other legal similar products atideo market
changes. It is unconvincing to argue that therntige of the patentee for future inventions woutd grotected
by prohibiting the application of the internatiomathaustion doctrine under patent law.

The second reason focuses on the necessary rewarimtéllectual property owners’ inventions, new
products or creative works under intellectual propéaws. As mentioned about under the conclusmnthe
policy argument, the access of intellectual prgpevtners to the sale revenue of the protected mtsdor the
first marketing, regardless of whether the saleketars domestic or foreign, is assumed under iettlial
property laws as necessary reward for the intelldgpbroperty owners to give up the control over fineire
distribution of the protected products. The incesgi of intellectual property owners have been amisid
satisfied under intellectual property laws, whee ihtellectual property owners are granted the swag
reward. From this perspective, instead of the @etspe attribute of intellectual property righteetnecessary
reward under intellectual property laws influentles incentives of intellectual property owners le tfuture
inventions, new products, or creative works. Iewdent that it is not necessary to allow the didopof the
national exhaustion doctrine to specific intellettproperty right to secure the incentives of iegual property
owners.

The most significant reason for this author to ggpthe discriminating application of the internaéb
exhaustion according to the different attributesméllectual property rights is rested upon thevention of
misuse of intellectual property rights. Nowadays;ording to the development of modern technologresthe
need of the consumers, the products tend to belearapd delicate. It is possible for a produchéoembodied
with varied intellectual property rights—for exarapla product is simultaneously protected undernpdsav,
trademark law and copyright law, or a patented ademarked product has an attached copyrightes @b
package. When both the international exhaustiatrith@ and the national exhaustion doctrine ardieghpinder
law according to the different attributes of inteliual property rights, the misuse of intellectp@dperty rights
would happen as a result of manipulating nominalhe unexhausted intellectual property right to stog
parallel importation for the real purpose of enfogcthe exhausted right, provided the products uipdeallel
importation are embodied with varied intellectuedgerty rights—while some rights are exhausted mting to
the international exhaustion doctrine, others remaiexhausted under the national exhaustion dectrihe

159 Contra supranote 88-91 and accompanying text (the opinionrof@asor Cornish);f. Tomas CottierThe Exhaustion of
intellectual Property rightrs—A Fresh LooB9 1IC755,756-57 (2008).
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result would damage the legislative purpose ofithernational exhaustion doctrine balancing therest of
intellectual property owners and the access ofpthiglic to the protected products in the specifiliectual
property right, and also would make intellectuadperty laws tend substantially to adopt the natiemhaustion
doctrine. Another cost in this misuse is refledredhe unfair competitive benefit in the domestiarket from
avoiding parallel importation by using the unexhadsright to resurrect the exhausted right undsglilactual
property laws, even though the intellectual propenvner has received the adequate reward to abatidon
exhausted right.

4.2.2 International Exhaustion and Types of Patadltgportation

Compared with the importation of the counterfeibgurcts, the parallel importation is made to cahney fawful
genuine products that were manufactured with theagsization of intellectual property owners. Geaily; the
parallel importation has varied types accordingthe factors of the patterns of the authorizatiord an
manufacture, the manufacture place and the relafitime importer with the manufacturer. Since dpglication
of the international exhaustion doctrine concefres donsent of the intellectual property owner alibatfirst
marketing of the protected products in the foreigawrket, and the access to the sale revenue forrévenue
marketing as the reward in exchange for givinghgftture distribution right, each type of paralfeportation
must be examined under intellectual property lavisrgo the application. From this perspectives thipes of
parallel importation would not directly influencket application of the international exhaustion doet®® As
long as the consent of the intellectual propertynemfor the first marketing in the foreign marketutd be
found, any type of parallel importation would befgcted under the international exhaustion docfiiom the
further interference of the exclusive distributiaght.

However, U.S. copyright law tends to distinguish trarallel importation of the protected productsiena
the U.S. from that of the protected products madiside the U.S. under the application of the iradomal
exhaustion doctrine. It might be inferred fr@uality Kingof the U.S. Supreme Court that the latter could be
excluded from the application of the internatiorahaustion doctrine. The conclusion, as menticaigave
under the overall observation of legal system,asheyond criticism. The manufacture place iscwinected
with the determination of the necessary rewardirftellectual property owners to abandon the exckisight
over the future distribution of the protected produ In addition, the real purpose of adding tbadition of
manufacture in the U.S. to the application of thiernational exhaustion doctrine is suspected totgo the
protection of the local employment and manufacteitenomy. Intellectual property laws obviously cainn
endorse this purpose.

4.2.3. International Exhaustion and Types of Gdeadbodied with Intellectual Property

It is significant to clarify whether the internatia exhaustion doctrine shall be applied to albkiof goods, or
limited to specific goods. If the concern is pugoat what goods under the adoption of the inteonati
exhaustion doctrine can produce the best welfdeztsf and what goods cannot, it is necessary dwa the
international good survey under parallel importatompletely and thoroughly. Although there hagerbsome
national governments and scholars engaged in tharieal studies of parallel importation of goodbese
surveys are confined to specific geographical sdapstate or a customs union) and particular gdloaishave
the economic significance in the mark&t.The empirical results of these surveys based timrestricted good

160 5ee supranote 28-30 and accompanying text.

181 Generally speaking, the empirical studies arenaféstrained by the territoriality of sampling ahe preference of related
issues. For example, John C. Hilke chose the reseamples within the U.S., and his study is foduse the free-riding
problem; however, Professors Chard and Mellor estadd their samples in the U.K., and their studyas limited to
trademark, reaching out the analysis about preguttiannovation through parallel imports. Regarding comment on the
two empirical studies, seeORHNIE, PARALLEL IMPORTS supranote 24, at 567-78. In addition, in terms of tmep@ical
studies conducted or entrusted by governmentspaigcular economic structure and environment dfonaor region are
considered in the empirical studies about the issyearallel import and the exhaustion doctrine@r &xample, the Swedish
research report emphasized the impact on the egowér8weden that the EU regional exhaustion doetoh trademark
would bring about; the EU study paid much heedéopossible economic consequence within the EW,ighed the regional
exhaustion of trademark is revised to the inteomati exhaustion. SeeSwedish Competition Authorityparallel Imports —
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data and national or regional economic interestndation would not be conducive to the decisionthef
internationally harmonized policy about the intdéimi@al exhaustion doctrine. Owing to the diffiguto find the
optimal survey and assessment method—how to extizeisypes of goods on data collecting and howssess
the global welfare of each type of good—no compleiernational good survey about the adoption of
international exhaustion doctrine has been condugpeto now. The feasibility of the internatiogmlod survey

is not sanguine. In addition, even though the ipeadent of the method on the international surgegviercome,
the empirical results could not be guaranteed tedw&al to the future changes in the internationatkets. It
can be anticipated that as the international denaadsupply of specific goods are changed and redgare
developed in the international markets, the globelfare effect of goods under the original inteioadl good
survey about the adoption of the international eskian doctrine would be certainly influenced. rshis
perspective, to seek the discriminating applicatibithe international exhaustion doctrine to difetr types of
goods would be involved in high cost on policy dem—the establishment and maintenance cost abeut t
international good survey—and would lead to theemain policy benefit—the vulnerability of empirlaasult
for policy consideration to the future market chasg

5. Conclusion

The exhaustion of intellectual property rightshs balance mechanism between the maintenancecofi@ional
free trade and the protection of intellectual propeghts. The spirit of the exhaustion doctriseeflected in
granting the intellectual property owners the opyity to directly or indirectly access the saleereue of the
first marketing of the protected products as thieepto abandon the exclusive right to control théurfe
circulation of the protected products. Under tae kquation, the balance between the public intened the
private interest has been assumed under the eidmudictrine. The interest balance mechanism ieme
affected by the geographical scope of the firstketang, as long as the domestic intellectual progpewner has
the opportunity to access the sale revenue fofitbiemarketing as a reward in exchange of exhanstiffect.
From this perspective, the adoption of the intéoma exhaustion doctrine would leave the intefgegance
mechanism intact. In addition, as mentioned in pidva Seven, it is concluded from examining policy
arguments, economic arguments and legal experitatethe international exhaustion doctrine is tpémoal
legal model on the exhaustion issue for the glaosmhmunity. Since the international exhaustion doetis
built upon the basis of the interest balance, atingrto the best interest for the global commurittys strongly
justified to position this doctrine as a globalgrimonized legal model in the global community.

Besides the advantageous characteristics of teenational exhaustion doctrine, there are two maasons
to promote the establishment of the globally harize legal model for the exhaustion isstfe.One reason is
to avoid the manipulation on the exhaustion issweugh the international trade negotiations. Gmdhrface,
without the globally harmonized legal model, it msethat each country in the global community maypadhe
exhaustion doctrine best meeting the demands ohétimnal economic development. However, it can be
anticipated that the developed countries with gfeoreconomic bargain power would force those deietp
countries to change their interest consideratiofiotiow the exhaustion doctrine of the developedintdes
through bilateral or multilateral trade negotiatdff Under this situation, not only would the absolaéional
discretion on the decision of the exhaustion doetbe destroyed, but the interest balance mechanisier the
exhaustion doctrine would also be jeopardized, rgitteat the compulsory adoption of the national estian
doctrine would make the domestic intellectual propewner enjoy double reward for the exhaustideai—

Effects of the Silhouette Rulingeport Series 1999:1 (1999); NERFhe Economic Consequences of the Choice of Regime
of Exhaustion in the Area of Trademarkinal Report for DG XV of the European Commiss(@99).

162 Contra Vincent ChiappettaThe Desirability of Agreeing to Disagree: The WTRIPS, International IPR Exhaustion
and a Few Other Thing21MicH. J.INT'L L. 333,391 (“[T]he economic costs of preserving diversity nimeya small price to

pay to avoid the arbitrary homogenization of valties choosing (or forcing) a single approach itably entails.”).

183 5eeFrederick M. AbbottPolitical Economic of the U.S. Parallel Trade Exjeaice: Toward a More Thoughtful Policy
INTELLECTUAL PROPERTY. TRADE, COMPETITION, AND SUSTAINABLE DEVELOPMENT 177-87(Thomas Cottier and Petros C.
Mavroids eds., 2003).

210



JICLT

Journal of International Commercial Law and Technology
Vol. 7, Issue 3 (2012)

one from the first marketing in the foreign coundiyd another from importation to the domestic miarke this
author’s opinion, the globally harmonized legal mioidr the exhaustion issue can prevent this defect

Another reason for the establishment of the glgbarmonized legal model for the exhaustion issue i
rested upon the justification of determining theaahte protection scope of intellectual properghts. It is
undeniable that the absence of the globally harmaghiegal model for the exhaustion issue providashe
country in the global community with the policy Albility on the decision of the exhaustion doctribg
considering the national political, economic, andial developments. However, in this author’'s apin this
flexibility also blurs the boundary for the protect of intellectual property rights. In other wordke decision
of the exhaustion doctrine is vulnerable to theerie$t considerations beyond intellectual propeatysl that
would break down the interest balance mechanisnerutid exhaustion doctrine—for example, the adopbib
the national exhaustion doctrine is with the aimseturing the commercial success, or the localsinihs.
These policy purposes out of intellectual propéatys should be fulfilled by other legislation ornaidistrative
means, rather than the exhaustion doctrine. Tipdication of the exhaustion doctrine produced belytme
consideration of intellectual property laws wouidtdrt the real function of the exhaustion doctrimereasing
unnecessary social costs. Consequently, this atitinks that the establishment of the globallynhanized
legal model for the exhaustion doctrine would badiive to assuring the adoption of the exhauddmctrine
within the gist of intellectual property laws.

After the necessity of the globally harmonized legadel for the exhaustion issue has been detednihe
next step is concerned with what forum is optimathndorse and enforce the harmonized legal mdsieke the
exhaustion issue of intellectual property rightvoives the strained balance between the proteatibn
intellectual property rights and the maintenancentd#rnational free trade, the WTO functioning tompote free
trade, eliminating the unnecessary barriers andagsisg the impact of intellectual property rights foee trade
should be the proper international forum to regullie harmonized exhaustion doctrine. Currentijpoagh
Article 6 of the TRIPS under the WTO has tendedyitee the discretion to the member state to dedie t
adoption of the exhaustion doctrine due to theialiffy in settling the interest conflict among stsitby a
uniform exhaustion doctrine, this author believhattthe firm justification of the international exdstion
doctrine would be amenable to any examination ftbenmember states and eventually would be expédoted
break through the present stalemate to form thentwaized legal model in Article 6 of the TRIPS undee
WTO164. Certainly, it is worth noting that the peoation of the WIPO system with the WTO system is
indispensable to the establishment of the globladlymonized international exhaustion doctrine in ghabal
community.
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