Unfair Competition (and Trademark – Schechter – spring 2001

I. Introduction

A. The Lanham Act (15 U.S.C. §§ 1051-1127)

1. Section 1 (§ 1051) Registration of Trademark: describes generally the process for registration of the mark.  Notable aspects are:

a. The trademark must be “used in commerce” (§ 1(a)(1)).

b. Section 1 (a)(3)(D) provides for the possibility of registration of concurrently used marks (“in the case of every application claiming concurrent use…”).

c. Section 1(b) is the INTENT TO USE provision, which provides that a person may apply for registration even without having actually used the mark, if he has “a bona fide intention” to use the mark.  Section 1(d)(1) qualifies the intent to use provision by requiring that the applicant use the mark in commerce within a six month period.  However, § 1(d)(2) allows for an automatic six-month extension of the period, and extensions up to two years upon a showing of good cause and continued bona fide intent to use.

2. Section 2 (§1052) Trademarks Registerable on Principle Register; Concurrent Registration.  This is probably the most important section of the Lanham Act to know.  It includes the general rule that “[n]o trademark…shall be refused registration” and then goes on to list the qualifications and exceptions to that general rule.

a. Section 2(a) provides the following types of marks may NOT be registered:

(1) marks that are “immoral, deceptive or scandalous”;

(2) marks that “falsely suggest a connection with persons, living or dead” or bring them into “disrepute”;

(3) marks that suggest a connection with “beliefs, or national symbols, or bring them into disrepute”; and

(4) geographical indications used in connection with wines or spirits to identify the place where those products originated.

b. Section 2(b) prohibits the registration of national flags and coats of arms.

c. Section 2(c) prohibits the registration of a “name portrait, or signature identifying a particular living person” (unless that person consents).  This provision also prohibits the registration of the “name, signature, or portrait of a deceased President of the United States” while his widow is still alive.  By deduction, this means that a President’s name, signature, or portrait could be registered after his death if his wife was not still living.  (This is the Lady Bird Johnson rule, since Lyndon Johnson is the only dead president with a wife still living.)

d. Section 2(d) is provides, importantly, that a mark can not be registered if it “resembles” a mark already registered or previously used by someone else (without registration) and the applicant’s use of this mark on his product would be likely “to cause confusion, or to cause mistake, or to deceive.”  

(1) Section 2(d) has an exception, however, that would allow the concurrent registration of the same or similar marks if (1) limitations on the place, mode or type of goods on which the marks are used will eliminate likely confusion; and (2) the applicant is entitled to concurrent registration because he was using the mark prior the other user’s federal registration.  Concurrent registrations will normally have geographical and  other limits placed upon them (like the mark can not be used on a certain type of goods or in a certain area of the country).

e. Section 2(e) lists five types of marks that cannot normally be registered.  Three of the five categories, however, will be granted registration if they acquire distinctiveness (secondary meaning) under Section 2(f).  

(1) The two types of marks that are absolutely barred from registration (without regard to secondary meaning) are:

(a) Section 2(e)(3) ( marks that are “primarily geographically deceptively misdescriptive” of the goods they are used in connection with; and

(b) Section 2(e)(5) ( marks that are functional.

(2) The three types of marks that are normally not registerable, but which may be saved under Section 2(f) are:

(a) Section 2(e)(1) ( marks that are either (1) “merely descriptive” or (2) “merely deceptively misdescriptive” of the goods with which they are used in connection; and

(b) Section 2(e)(2) ( marks that are “primarily geographically descriptive”; and

(c) Section 2(e)(4) ( marks that are “primarily merely a surname.”

f. Section 2(f) is the Lanham Act’s secondary meaning provision.  It provides that marks described in §§ 2(e)(1), (2), and (4) will be registerable if they have “become distinctive of the applicant’s goods in commerce.”  This secondary meaning provision, however, applies DOES NOT apply to marks excluded from registration under §§ 2(a), (b), (c), (d), (e)(3) and (e)(5).  They can not be saved even by acquiring distinctiveness.  

(1) Section 2(f) provides that prima facie evidence that a mark has acquired secondary meaning will be found where the applicant has used the mark exclusively and continuously in commerce for five years.

3. Section 3 (§1053): Service Marks Registerable, provides that service marks will be entitled to registration on the same terms as trademarks.

4. Section 4 (§1054): Collective Marks and Certification Marks Registerable.  This section provides for the registration an protection of collective and certification marks on the same terms as trademarks.  These marks, however, may be registered “by persons, and nations, States, municipalities, and the like” even if there is not “commercial establishment” so long as the applicant has control over the use of the mark to be registered.

5. Section 7 (§1057): Certificates of Registration.  The bulk of this section addresses the certificate of registration, how it will be issued, how it can be assigned, surrendered or canceled by the registrant, and how mistakes in registration can be fixed.  The most important provisions, however, deal with the significance of a certificate of registration.

a. Section 7(b) provides  that registration is prima facie proof of the exclusive right to ownership of a mark.  Thus, the registrant is presumed to be the owner.

b. Section 7(c) provides that the filing of an application for registration of a mark is considered constructive use.  This is especially important in the context of Intent to Use registrations, since a registrant’s date of first use will be considered the date of the filing of registration and not the date of actual first use.  However, the provision allows for an exception to constructive use against a person who has (1) used the mark prior to the applicant’s filing; and (2) has filed his own application to register the mark.

6. Section 12 (§ 1062): Publication.  This section deals with the process of an application, specifically with the publication of the application.  

a. Section 12(a) provides that the application will go through the following steps:

(1) the application will be filed;

(2) the fee will be paid;

(3) the director will refer the application to an examiner, who will determine whether the mark is entitled to registration;  if the answer is yes, then

(4) the mark will be published in the Official Gazette of the Patent and Trademark Office.

b. Section 12(b) provides that if the examiner determines that the mark is not registerable, then the applicant will have six months to amend the application and have it re-examined.  This process can repeat itself until either the applicant abandons the application by not amending it w/in six months, or the examiner gives final refusal to the registration.

7. Section 13 (§ 1063): Opposition to Registration.  This section explains the process for challenging an application for registration.  The Act provides that “[a]ny person who believes that he would be damaged by the registration” may (after paying a fee) file an opposition to the registration with the PTO.  The opposition must be filed w/in 30 days of the publication of the mark, but an automatic 30-day extension is available upon written request, and further 30-day extensions may be given upon a showing of good cause.

a. Section 13(b) also provides that when an opposition is unsuccessful and the mark is otherwise registerable:

(1) it shall be registered and a certificate of registration shall be issued; and

(2) notice of the registration shall be published in the PTO Gazette.

8. Section 14 (§ 1064): Cancellation of Registration.  This section deals with the possibility of canceling a mark’s registration.  “[A]ny person who believes that he is or will be damaged” by the registration of a mark may petition to cancel that mark when:

a. the petition for cancellation has been filed within five years of the date of registration (§ 14(1)); and on the grounds that

b. (under § 14(3)) at any time the mark:

(1) becomes the generic name for the goods or services for which it is registered;

(2) is functional;

(3) has been abandoned;

(4) was obtained fraudulently; or

(5) is being used w/ the permission of the registrant to misrepresent the source of the goods or services.

c. Section 14(5) provides special rules for certification marks, which may be cancelled if the registrant

(1) doesn’t exercise control over the use of the mark;

(2) engages in the marketing or production of any goods to which the certification mark is applied (except a registrant may advertise to promote recognition of its mark);

(3) permits use of the mark for purposes other than to certify; and

(4) discriminately refuses to certify qualified goods.

9. Section 15 (§ 1065): Incontestability of Right to Use Mark Under Certain Conditions.  This section provides that if a registered mark has been used in commerce for five consecutive years after registration, and the registrant files an affidavit after five years stating the mark’s continuous and current use, then the mark becomes incontestable.  Incontestability, however, has a few exceptions.  A mark will not be incontestable where:

a. It could be canceled under §14(3) – meaning that a mark will not be incontestable if it is generic, functional, abandoned, fraudulent, or being used to misrepresent the source of goods or services.  Section 15(4) also specifically explains that a generic mark will not enjoy incontestability.

b. It could be canceled under § 14(5).

10. Section 16 (§ 1066): Interference; Declaration by Director.  This section provides for an “interference” cancellation of a registered mark when that mark resembles another registered mark (or another mark that has applied for registration) so that it is likely to cause confusion.  Once a mark has become incontestable, however, there can be no “interference.”

11. Section 17 (§ 1067): Interference, Opposition, and Proceedings for Concurrent Use Registration or for Cancellation; Notice; Trademark Trial and Appeal Board.  This section essentially states that the TTAB will handle the determination of the rights of the parties in cases of (1) opposition to registration; (2) applications to register as concurrent user; (3) applications to cancel; and (4) interference cases.

12. Section 18 (§ 1068): Action of Director in Interference, Opposition, and Proceedings for Concurrent Use Registration or for Cancellation.  The section basically sets out the options for a Director in an interference, cancellation, concurrent registration or opposition case.

13. Section 19 (§1069): Application of Equitable Principles in Inter Partes Proceedings.  “In all inter partes proceedings equitable principles of laches, estoppel, and acquiescence, where applicable may be considered and applied.”

14. Section 20 (§1070): Appeals to Trademark Trial and Appeal Board From Decisions of Examiners.  Allows for applicants to appeal final decisions of examiners to the TTAB.

15. Section 21 (§1071): Appeal to Courts.  This section lays out the options available to parties dissatisfied by the decision of the TTAB.  It applies to applicants, parties to interference proceedings, parties to opposition proceedings, parties to applications for concurrent registration, and parties to cancellation proceedings.  Section 21(a) allows for these parties to seek appellate review by the U.S. Court of Appeals for the Federal Circuit.  In order to file such an appeal, the appellant must file notice with the PTO.  In an ex parte case, the PTO must submit to the court a brief explaining the PTO’s decision that lead to the appeal.  Section 21(b) provides for a second option – a party dissatisfied with the result can bring a civil action.  Where the adverse parties are residing in a plurality of districts, the U.S. District Court for the District of Columbia has jurisdiction.

16. Section 22 (§ 1072): Registration as Constructive Notice of Claim of Ownership.  “Registration of a mark…shall be constructive notice of the registrant’s claim of ownership thereof.”

17. Section 32 (§ 1114): Remedies; Infringement; Innocent Infringement by Printers and Publishers.  This section provides that a registrant can bring a civil action against “any person” who infringes his mark.  “Any person” includes federal an state governments, thus there is no sovereign immunity defense to the registrant’s suit.  This section also deals with the remedies available to the registrant.  Where the infringer is simply the printer of the infringing mark for another, or is the publisher of a newspaper, magazine, etc. in which the infringing mark appears, the registrant can only get an injunction.  This section also deals with domain name registrants and exempts them from monetary damages. 

18. Section 33 (§1115): Registration of Principal Register as Evidence of Exclusive Right to Use Mark; Defenses.  

a. Subsection (a) of  § 33 provides that registration of a mark is “prima facie evidence of the validity of the registered mark and of the…registrant’s ownership of the mark, and of the registrant’s exclusive right to use the registered mark.”

b. Subsection (b) is entitled “Incontestability; Defenses.”  Not surprisingly it deals with the significance of incontestability and the defenses to infringement claims brought by owners of incontestable marks.  The subsection provides that once a mark is incontestable, it is conclusive evidence of the validity of the registration and the registrant’s ownership and exclusive right to use the mark.  The subsection goes on to list nine defenses:

(1) the mark was obtained fraudulently;

(2) the mark has been abandoned;

(3) the mark is being used, with the owner’s permission, to misrepresent the source of goods;

(4) the allegedly infringing use is “use, otherwise than as a mark” which is “descriptive of and used fairly in good faith” to describe goods;

(5) the infringing party innocently adopted the mark before the registrant registered and has been in continuous use of the mark since;

(6) the infringing mark was registered and used prior to the registrant’s registration;

(7) the mark is being used to violate the antitrust laws;

(8) the mark is functional; and

(9) “equitable principles, including laches, estoppel, and acquiescence, and applicable.”

19. Section 43 (§ 1125): False Designation of Origin; False Descriptions, and Dilution Forbidden.  This is the Lanham Act’s infringement and dilution provision.  

a. Subsection (a) provides that any person who uses “any word, term, name, symbol, or device, or any combination thereof, or any false designation of origin, false or misleading description of fact” on or in connection with goods in commerce will be liable in a civil action  if the use is LIKELY TO CAUSE CONFUSION as to the “affiliation, connection, or association… or…the origin, sponsorship or approval” of the goods.  (§ 33 (a)(1)(A)).  There will also be liability where the use “misrepresents the nature, characteristics, qualities, or geographic origin” of the goods. (§ 33(a)(1)(B)).  Congress included in the category of potential infringers States. (§ 33 (a)(2)).  Finally, this subsection provides that in an action for trade dress infringement, where the trade dress has no been registered, the plaintiff has the burden of proving that the trade dress is not functional.

b. Subsection (c) provides an additional type of protection to owners of “famous” marks.  “The owner of a famous mark shall be entitled…to an injunction against another person’s commercial use…of a mark or trade name, if such use begins after the mark has become famous and causes dilution of the distinctive quality of the mark.”

(1) The provision goes on to list factors for determining the fame of a mark:

(a) the degree of inherent or acquired distinctiveness;

(b) the duration and extent of use of the mark;

(c) the amount of advertising an publicity a mark has had;

(d) the geographical extent of the mark;

(e) the “channels of trade for the goods or services with which the mark is used”;

(f) the degree of recognition of the mark in the trading area of the goods; and

(g) the nature and extent of use of the same or similar marks by third parties;

(2) Subsection (c)(2) provides that the owner of a famous mark who proves dilution is only entitled to an injunction and not other remedies, unless the defendant “willfully intended to trade on the owner’s reputation or to cause dilution of the famous mark.”

(3) Subsection (c)(4) provides a list of affirmative defense that may be raised in a dilution suit in order to avoid liability.  The following actions are not subject to dilution suits:

(a) “Fair use of the famous mark by another in comparative commercial advertising or promotion to identify the competing goods or services of the owner of the famous mark”;

(b) noncommercial use of a mark;

(c) all forms of news reporting and news commentary.

c. Subsection (d)(1)(A) of § 43 deals with the use of marks as domain names on the internet.  It distinguishes two different kinds of marks that may be used as domain names – distinctive and famous.  If a person uses a domain name, with bad faith intent to profit, that is identical or confusingly similar to a distinctive mark, he will face liability.  If a person uses a domain name, with bad faith intent to profit, that is identical, confusingly similar or dilutive of a famous mark, he will face liability.  (Also, a person can not use the marks of the Red Cross or the U.S. Olympic Committee, which are specially protected by statute.) 

(1) Subsection (c)(d)(B)(i) goes on to list factors that may be considered in determining whether a party had the requisite bad faith intent:

(a) the trademark or intellectual property rights of the defendant in the domain name;

(b) whether the domain name consists of the legal name of the defendant or of a name that is commonly used to identify that person;

(c) the defendant’s prior use of the domain name in connection with the offering of bona fide goods;

(d) the defendant’s noncommercial or fair use of the mark on the site accessible under the domain name;

(e) the defendant’s intent to divert consumers away from the mark owner’s online location and harm the owner’s goodwill for either commercial gain, or with the intent to tarnish or disparage the mark, by creating a likelihood of confusion as to the source, sponsorship, affiliation, or endorsement of the site;

(f) the defendant’s offer to transfer the domain name for financial gain, or his prior conduct indicating a pattern of such conduct;

(g) the defendant’s use of false or misleading contact info when applying for the domain name;

(h) the defendant’s multiple registration of domain names that are identical or confusingly similar to famous or distinctive marks; and

(i) the extent to which the mark used in the domain name is famous or distinctive.

(2) There can be no bad faith intent where the defendant believed that his use of the domain name was fair or otherwise lawful.

(3) Subsection (c)(2)(A) provides the owner of a mark with the possibility of bringing an in rem civil action where (1) the owner was not able to get in personam jurisdiction over the defendant; or (2) the owner was not able to locate the defendant.  In rem civil actions are only available for injunctive relief.

20. Section 45 (§ 1127): Construction and definitions; Intent of Chapter. This section defines the terms used throughout the Lanham Act.  Some notable definitions are:

a. “commerce”: “all commerce which may lawfully be regulated by Congress”;

b. “use in commerce”: means “the bona fide use of a mark in the ordinary course of trade, and not made merely to reserve a right in a mark.”  

c. “person”: includes juristic persons. Meaning those who are capable of suing and being sued in a court of law.  Juristic persons include firms, associations, corporations, unions and other organizations;

d. “trade name”: means “any name used by a person to identify his or her business or vocation;

e. “trademark”: means “any word, name, symbol, or device, or any combination thereof” which is used or intended to be used by a person “to identify and distinguish his or her goods, including a unique product, from those manufactured or sold by others and to indicate the source of goods, even if that source is unknown”;

f. “service mark”: means “any word, name, symbol, or device, or any combination thereof” used or intended to be used by a person “to identify and distinguish the services of one person, including a unique service, from the services of others and to indicate the source of the service, even if the source is unknown.”  Titles, character names and other distinctive features of radio or television programs may be registered as service marks.

g. “certification mark”: means “any word, name, symbol, or device, or any combination thereof” used by a person other than the owner (or where the owner intends to allow such use) “to certify regional or other origin, material, mode of manufacture, quality, accuracy, or other characteristics…”;

h. “collective mark”: means a trademark or service mark “used (or intended to be used) by the members of a cooperative, an association, or other collective group or organization”;

i. “mark”: means “any trademark, service mark, collective mark, or certification mark”;

j.  A mark shall be “abandoned” when either (1) “use has been discontinued with intent not to resume such use”;  or (2) “any course of conduct of the owner, including acts of omission as well as commission, causes the mark to become the generic name for goods or services on or in connection with which it is used or otherwise to lose its significance as a mark.”  Nonuse for three consecutive years is prima facie evidence of abandonment.  “Use” means use in the ordinary course of trade, not that made merely to reserve the right in a mark.

k. “dilution”: means “the lessening of the capacity of a famous mark to identify and distinguish goods or services, regardless of the presence or absence of (1) competition between the owner of the famous mark and other parties’ or (2) likelihood of confusion, mistake, or deception.”

B. Basic Premises of Competitive Market System

1. Generally: the United States organizes its economy on a competitive model.  Other choices of economic organization include: (1) the mixed-model system; (2) state-owned; and (3) command model.

2. Competitive market system: holds that the economic well-being of consumers as the paramount end of economic activity.  The discipline of effective competition will best assure the well-being of consumers by reaching the optimum of good quality products and services at reasonable prices while at the same time preserving economic, social and political freedom.  Competition involves different private enterprises engaged in a rivalry for patronage.

3. Benefits of Competitive System:

a. drives prices down;

b. forces development of more valuable products; and

c. encourages output.

4. Problem with the competitive system: one problem with the competitive system is that unregulated competition may not provide the desired benefits.  In order to deal with potential problems and ensure that a competitive system runs efficiently, two bodies of law have developed  -- antitrust law and unfair competition law.   :

a. Antitrust law: enters the picture where previously competitive firms can make an arrangement (or merge, form a monopoly, etc.) not to lower prices or develop new products.  This leads to the suppression of benefits.  

b. Unfair Competition Law: is relevant where competitors become too aggressive and act in an unscrupulous manner.  This is sometimes referred to as overly zealous competition, but Schechter prefers to call it sleazy behavior.

c. Thus, the two bodies of law are diametrically opposed, with antitrust law dealing with markets that become too anticompetitive, and unfair competition laws at the other end dealing with markets that become too competitive.

5. Consumer Interests: although a competitive system is said to be concerned mainly with the interests of consumers, it is interesting to look at the cases and evaluate whether they were actually decided in the best interests of consumers.  Often, consumer interests are overlooked.  

6. Conflict of Unfair Competition Law: A competitive system is said to be dedicated to the interests of the consumers, but at the same time, in order to maintain the benefits brought about by the competitive system, productive incentives must be preserved, which may mean making goods more expensive or removing intellectual property from the public domain.

C. What is Unfair Competition?

1. The Right or Privilege to Enter Markets and to Compete Freely: whether it is ok to enter a market and compete?  One of the basic assumptions of a free private competitive system is freedom to enter markets.  If competition is to be vigorous and effective, the market should be free from artificial restraints upon entry.  Although new entrants may be perceived by old participants as unfair (especially when they lower prices in order to attract customers), this new competition is both fair to the new entrant and to consumers.  An ancient example of the freedom to enter markets is found in The Schoolmaster’s Case (1410).

a. Tuttle v. Buck: this case at first seems to be contrary to the principle of free competition.  What happened was that Tuttle was the only barber in a small town.  Buck opened a new barber shop and began attracting Tuttle’s customers with lower prices.  Tuttle sued and won.  The court held that the normal rule is that “to divert to one’s self the customers of a business rival by the offer of goods at a lower prices” is completely legal and justifiable as fair competition.  So why did Buck lose?  The court held that Buck’s motives made his competition unfair.  Specifically, the court found that Buck had entered the barbershop market with the sole purpose to drive Tuttle out of business.  Thus, where a business competitor enters a market , not for the sake of profit (greed is a good motive), but for the sole purpose of driving his competitor out of business, only to subsequently retire, his actions are actionable.  The bottom line: Buck lost because of bad motives.  Schechter asks whether this was in the best interests of consumers.  The court’s logic was probably that consumers would be damaged because, although in the short term they were benefiting from a choice of cheaper haircuts, in the long term either Buck would have a monopoly or there would be no barber in town.  Schechter casts doubt on this theory since the barriers to entry into the market would be low and new competitors could always come along and open new barbershops.

(1) Lessons Learned from this case: this case approaches the question of what is unfair competition by asking: Why?  Why did the defendant act the way he did?  We learn that acceptable motives for competing are greed and profit, while it is unacceptable to compete out of malice.  Restatement of Unfair Competition § 1 rejects the “why” question as a way of defining unfair competition because it does not take into account the public interest.  (However, the Restatement does not offer a precise definition of unfair competition, opting to define unfair competition by cross reference to other chapters dealing with  deceptive marketing, trademark infringement, and appropriation of intangible values.)

2. Interference with Contractual Relationships and the Privilege to Compete: when is it ok to compete?  Inducement of a breach of contract is one category of the law of unfair competition.  The law of inducement to breach contracts shows another approach to defining unfair competition that asks the “when” question, meaning competition might be unfair according to when it takes place.  Importantly, all competition is about relationships.  In our society we accord great weight and protect formalized relationships (contracts).  The general rule is: one who, without a privilege to do so, intentionally causes a third party not to perform a contract with another is liable to the other for the resulting harm.  However, competitors enjoy more leeway whereby they can make efforts to obtain a competitor’s customers, so long as they don’t do so through improper means.  One such improper method would be intentional inducement to breach an existing contract (thus the when question – competition before or after contract is formed?).

a. Elements for Inducement of Breach of Contract Cause of Action to Exist:

(1) a contract between a plaintiff and a third party had been formed;

(2) the defendant knew of the contract;

(3) the defendant persuaded the third party not to perform the contract;

(4) there was a breach; and

(5) the defendant acted improperly.

(a) Factors for determining whether the defendant’s interference was improper can be found in Restatement of Torts § 767:

· the nature of the actor’s conduct;

· the actor’s motive;

· the interests of the other with which the actor’s conduct interferes;

· the interest sought to be advanced by the actor;

· the social interests in protecting the freedom of action of the actor and the contractual interests of the other;

· the proximity or remoteness of the actor’s conduct to the interference; and

· the relations between the parties.

b. Adler, Barish v. Epstein: this case is an illustration of how a court might apply the Restatement factors to a defendant’s conduct in order to determine whether it was improper.  In this case, the defendants were former associates at a law firm, who left to form their own firm and where sued when they tried to take clients with them.  The court found three factors that would suggest that the defendants’ conduct was proper: (1) their motive was good (greed rather than malice); (2) the social interests supported clients to be able to chose their representation freely; and (3) their behavior was legal.  The court, however, found the defendants liable on the strength of two factors that pointed to the impropriety of their actions: (1) the defendants had an employee-employer relationship with the plaintiff; and (2) the professional code of ethics governing the defendant’s profession prohibited their activity.  Thus, the court concluded, the defendants did not “play by the rules of the game” and therefore acted improperly.

(1) Summary of Law: a competitor may be liable for inducing the breach of an existing contract even though the means used may primarily be persuasion by offering a better economic bargain.  This is the result of the need to protect the certainty of contracts, and comes at the expense of potentially more efficient competition.  Because of the law’s motivation, it does not apply to interference with the expectancy contracts in the same way (since they are already uncertain).

c. Interference with the Expectancy of a Contract: truthful persuasion or the offering of a better economic deal are considered competitive conduct privileged from the attack of interference with the expectancy of a contract.  However, intentional acts of fraudulent or coercive nature or similar types of conduct that are considered to exceed the bounds of reasonable competition (e.g. bribery) will be actionable when they cause harm by preventing the formation of a contract that would have been formed but for the interference.  

(1) Doliner v. Brown: this case involved a real estate deal gone bad.  The plaintiff had contacted the defendant in order to try and get financing for the deal.  The defendant then took the deal for himself.  The court held that the plaintiff’s suit for interference with an expected contract could not succeed because the defendant was a known competitor acting with a proper motive.  Schechter: if you act as a competitor with the proper motive you will be excused from upsetting a prospective contract.

d. Bottom Line: the “when” question shows us another way competition may be considered unfair.  Inducement of a breach of an existing contract (competition after formal contract)will more likely be unfair than inducement to breach an expected contract (competition before formal contract).  Timing is everything.  

II. Law of Trademarks (What marks are protectable under trademark law)

A. Introduction

1. What is a Trademark?  The U.S. has a dual system of trademark law.  States, mostly through common law, but also through some statutes, provide protection.  The federal government, through the Lanham Act, also provides protection.  The two systems are substantially independent of each other.  Thus, when dealing with a trademark issue, the first question to ask is whether the trademark is a state common law trademark or a federally registered trademark.  

2. Scope of trademark protection: traditional trademark law protection was limited to situations where dual use of an identical or similar mark would cause confusion.  Thus, the use of a mark on two totally different goods did not give rise to actionable conduct.  Anti-dilution statutes pick up where the traditional trademark law left off by protecting marks even from use on totally different goods.  Anti-dilution statutes are said to protect “information capital.”

B. Common Law Trademarks

1. Use -- Obtaining a Trademark: how can a person obtain a protectable trademark under state law?  The answer is USE.  State trademark rights are dependent on priority of use, meaning the first to use the mark is the owner.  Thus, the question arises, what is considered “use”?

a. Internal transactions do not count as “use,” as illustrated by Blue Bell v. Farah Manufacturing.  In that case, Farah tried to claim priority use of the mark TIMEOUT as applied to jeans based on a shipment of TIMEOUT jeans it had made to its regional sales managers.  The court held that these shipments could not constitute “use” because they were strictly internal.  The rational behind this rule is that trademark law is meant to avoid public confusion in differentiating between products.  Therefore, if a mark is not exposed to consumers, they can not be confused by it.  In order for there to be “use in trade,” the mark must have been used in such a way that is sufficient for the public to identify or distinguish the marked goods as those of the adopter of the mark.

b. Use not intended to establish the trademark in the market is also not considered “use.”  Blue Bell demonstrates this principle as well.  Blue Bell tried to claim that it had priority use rights to TIMEOUT based on a shipment of clothes with TIMEOUT labels to customers.  The problem was that the clothes the labels were attached to were not the clothes Blue Bell intended the TIMEOUT label to describe.  What Blue Bell had done was to take action to reserve the mark.  The court rejected this activity as “use.”  The rational was once again based on the intended function of trademarks to allow the public to distinguish between different products.  If the trademark was attached to a product other than the one it will be used to describe, there will only be more confusion, and consumers will not make a connection between the mark and the intended products.  

c. Advertisements will generally count as use, so long as they are followed up by actual use.  Thus, a manufacturer can attempt to reserve a mark in a more sly way of advertising it before it can be used in commerce in the more typical sense.

d. Quantity: a mark must be used enough so that it can come to the attention of competitors (notice) and achieve some degree of prominence with consumers.  This concept is demonstrated in Zazu Designs v. L’Oreal, in which a hair salon in Chicago claimed that L’Oreal was infringing its common law trademark rights by marking a line of hair coloring called ZAZU.  The plaintiff claimed common law rights to the trademark via prior use on the mark, which it contended was established when it sent 40 bottles of shampoo to Florida with “Zazu” hand-printed on the labels.  The court rejected Zazu’s argument because its use of the mark was insufficient to allow consumers to associate the mark with its product and to give competitors notice of its use.

(1) It is interesting to note the distinctions made in Zazu between the common law use requirement, and the use requirement in order to entitle a mark to federal registration.  The judge noted that registration requires only slight use, while common law requires use sufficient to notify competitors (a more rigorous standard).  The judge explained that the registration system “modifies” the common law system because the registration itself provides notice.  Thus, whereas at common law the use itself must put competitors on guard, the federal registration system will notify competitors of marks that otherwise would not come to their attention.

e. Market Penetration: Lucent Information v. Lucent Technologies held that in order to warrant protection, a mark must have achieved sufficient market penetration, which is measured by a four-factor test: (1) the volume of sales of the trademarked product; (2) the growth trends in the area; (3) the number of persons actually purchasing the product in relation to the potential number of customers; and (4) the amount of product advertising in the area.

f. Good Faith: one of the arguments of Zazu to defeat L’Oreal’s claim to the ZAZU mark was that L’Oreal was a bad faith user, meaning that L’Oreal adopted the mark with knowledge of Zazu’s intention of marketing shampoo under that name.  The court in that case held that the adoption of a mark that is not in actual use, but is intended to be used by another, is not bad faith.  The court reasoned that otherwise, L’Oreal would have been discouraged from doing the investigation that turned up Zazu’s intended use.  To find bad faith in this case would be to reward ignorance.  Lucent also involved a claim of bad faith, but the court held that reliance on the advice of counsel after conducting a trademark search is sufficient to defeat an inference of bad faith.

2. Interaction of the common law use requirement with the Lanham Act: as noted in Zazu, the use requirement to federally register a mark may be less than the use requirement to attain a protectable right at common law.  However, since federal registration requires prior use, which many court define by looking to common law, there may be an overlap in the requirements.  This also means that there will not be perfect symmetry in the registration system since different courts will interpret the use requirement in different ways.

C. Federal Scheme of Protecting Trademarks (Lanham Act)

1. Federal Registration and Rights gained thereby

a. The Lanham Act is the statute controlling the federal system of trademark registration and protection. The US has never had a mandatory trademark registration system.  This is disadvantageous to those who spend lots of money to develop a mark, only to discover that it is already owned by someone else.  If there were mandatory registration, then a simple search could disclose whether a mark is already owned.  (The federal system seeks to alleviate this problem by allowing for intended use registration.  See below.)

b. The Lanham Act permits registration of:

(1) trademarks: any word, name, symbol or device used by a person to distinguish her goods from those of others;

(2) service marks: “” “” identify services of a person;

(3) certification marks: “” “” used by a person other than its owner to certify regional or other origin, material, mode of manufacture, quality, accuracy, or other characteristics (union manufacture);

(4) collective mark: “” “” i.e. Lyons, Knights of Columbus, Elks…

c. Benefits of Federal Registration: federal registration provides certain benefits to registrants, which are used as an incentive to promote registration. Benefits (1) – (3) apply to registrations on both the principal and supplemental register (the supplemental register is for marks that are merely capable of distinguishing the registrant’s goods, while the principal register is for marks that do distinguish the registrants goods).  The rest apply only to registrations on the principal register.

(1) the ® mark that is placed on federally registered marks deters infringers (and also impresses customers who may think it is some kind of government approval); 

(2) provides protection under § 39(b) of the Lanham Act against state restrictions on the mark;

(3) gives priority rights in registering in foreign countries according to international treaties;

(4) allows access to the federal judicial system (§ 32 action) (although § 43 allows for common law federal actions as well);

(5) provides constructive notice to those who might later adopt the mark;

(6) such registration is prima facie evidence of the registrant’s exclusive right to use the mark in commerce;

(7) the owner of the mark has the right to ex parte seizure of the goods bearing a counterfeit mark (“a spurious mark which is identical with, or substantially indistinguishable from, a registered mark”);

(8) the owner has the right to treble damages and attorneys’ fees against the intentional user of a counterfeit mark, in the absence of extenuating circumstances;

(9) the owner has the benefit of the deterrent effect of severe criminal penalties for use of a counterfeit mark;

(10) the owner may have customs exclude goods bearing infringing marks; and

(11) the mark becomes “incontestible” (subject to numerous exceptions) after five years on the principal register and compliance with certain formalities. 

2. Process of Federal Registration: there are two ways to file for federal registration: one is found in Lanham Act § 1(a) and the other in §1(b).

a. Under §1(a) an applicant must:

(1) file an application with the PTO

(a) under § 1(a): the applicant must allege in the application use of the trademark in commerce; specify the particular goods to be identified and what class those goods belong; pay a fee for each class; provide specimens (concrete evidentiary showing of use – a label, ad, etc.);

(2) a trademark examiner then investigates the application, looking mainly at whether the mark is permitted to be a federally registered trademark (not all marks are eligible for registration -- § 2 of the Lanham Act contains obstacles to registration that the examiner will be looking for); assuming the trademark examiner finds no problem with the mark, then

(3) the examiner will then publish the mark in the PTO’s Official Gazette (this provides notice to other potential users);

(4) 30 days is allowed for the filing of an opposition; if no opposition is filed, then

(5) the trademark will be registered for a period of 10 years, renewable indefinitely.

(6) If the examiner doesn’t approve the mark and refuses publication, the applicant is given a chance to amend the filing to try and bring the mark into compliance with the Act.  The applicant can also appeal the examiner’s decision to the Trademark Trials and Appeals Board (TTAB).  This will be considered an ex parte proceeding.

(7) If there is an opposition filed to the application, the protest will be adjudicated before the TTAB.  This will be a inter partes proceeding, with the applicant on one side and the “opposer” on the other side.  An adverse ruling by the TTAB can be appealed by either party to the Court of Appeals of the Federal Circuit.

b. Under § 1(b) an applicant is allowed to register a mark based on his intent to use the mark in the future.  This is called the “intent to use” provision (ITU).  An applicant under this section must:

(1) file an ITU application with the PTO;

(2) the application will be referred to the trademark examiner who researches the mark for problems (mainly under § 2);

(3) the mark is published (if approved by examiner);

(4) notice of allowance is issued and if no objections are lodged within 30 days; then

(5) the applicant is given a six month allowance to make use of the mark (a period that can be extended once automatically upon request, and further times with a showing of good cause);

(6) there can be no mark in the US without use.  If the applicant fails to use the mark within the six month period (or allowed extensions), then the notice of allowance will expire.

3. Intent to Use registrations: the ITU system has become popular because it eliminates some of the problems w/ the use system (people can not swoop in and take a mark from a developer who hadn’t yet established use, if the developer filed an ITU application). There are, however, some tough questions raise under this type of registration.

a. What happens if the ITU applicant is not the first to make real use of the mark?

(1) Situation 1: T1 files an ITU application.  Before the mark is published, T2 uses the mark in commerce.  Who should win?  The Lanham Act answers this question in §7(c), which allows for a legal fiction of “constructive use.”  Basically, the date that the ITU application is filed is considered the date that the applicant first used the mark, even though he probably had not actually used it in commerce at that time and, as the hypo demonstrates, T2 would not have notice of T1’s use.  The rationale behind this is that ITU filers must be guaranteed the right to use the mark, otherwise the provision provides little incentive to file.  Construct use will only kick in if the mark goes on to be properly registered (contingent on registration).

(2) Warnervision Entertainment v. Empire of Carolina demonstrates the effects of the constructive use provision.  In that case, the plaintiff had filed an application to register REALWHEELS as a trademark for a line of videocassettes accompanied by toy cars.  The problem was that the defendant had filed an ITU prior to the plaintiff’s filing of the application under §1(a).  The court held that the defendant had a privilege to use the mark and take advantage of the constructive use provision so long as his period of allowance had not expired. 

b. What happens if someone made use of the mark prior to the filing of an ITU application by a different party?

(1) According to Warnervision, if another party can demonstrate that it used the mark before the holder filed its ITU application, or that the filing of the ITU application was for some reason invalid, then the first user may be entitled to an injunction.  This demonstrates the plan of attack for those who are upset over the grant of federal registration to a mark – they can file a cancellation petition within five years of the registration.

D. Problem Marks -- Requirements for Registerability (Defenses to Infringement Suits)

1. Generally:

a. there are three types of trademarks whose use threatens the public:

(1) trademarks that provide truthful information: because other wishing to convey that info will be stopped (see continuum of distinctiveness below for the Lanham Act’s solution to such problems – merely descriptive and generic marks can not be registered);

(2) false trademarks: because they commit fraud on the public;

(3) offensive trademarks (analogous to NEA shocking works of art).

b. there are three basic ways to deal with problem trademarks:

(1) the PTO can deny registration;

(2) trademarks can be found invalid by the federal courts;

(3) independent rules of law can be used to block problem trademarks (such as laws protecting free speech, outlawing consumer fraud, and regulating pornography).

2. Distinctiveness – the Problem of Descriptive and Generic Marks: trademark law thinks of words as being on a continuum of distinctiveness, with more distinctive words receiving more protection than less distinctive words. 

a. Continuum of Distinctiveness: the following categories of marks are recognized by the federal trademark law with their varying import:

(1) Fanciful marks: also called “coined” marks, these are the most distinctive of all marks because they were invented by mark holder and did not exist prior to that.  Examples are Kodak and Kotex.  This type of mark is immediately protectable under the Lanham Act;

(2) Arbitrary marks: marks that consist of real English words that are applied to a product with which they have no connection.  Examples are Apple Computers and Wild Turkey Whiskey.  These marks are also automatically protectable;

(3) Suggestive marks: marks that provide real data about the product, but require some thought to make the connection.  Examples are Coppertone (suntan lotions – because your skin will become copper-colored); Nike (athletic equipment – connection to be drawn to the God Nike, who represented victory).  Suggestive marks are also automatically protectable;

(4) Descriptive marks: marks that convey straight forward information about a product.  Examples would be Chap Stick (for lip balm) and U-Haul (for self-serve moving service).  These marks are NOT automatically protectable.  However, they are entitled to protection upon a showing of secondary meaning (§2(e) holds that a descriptive mark can not be registered, but is qualified by §2(f) that allows registration of descriptive marks that acquire distinctiveness).  

(5) Generic marks: the least distinctive of all marks, they designate a product category.  Examples are hat, shoe, bread, milk.  Such marks can never be protected, even with a showing of secondary meaning.

b. Restatement of Unfair Competition § 13: Distinctiveness; Secondary Meaning: A word, name symbol or device or combination of such designations, is ‘distinctive’…if:

(1) the designation is inherently distinctive, in that, because of the nature of the designation and the context in which it is used, prospective purchasers are likely to perceive it as a designation that, in the case of a trademark, identifies goods or services produced or sponsored by a person, whether known or anonymous; or

(2) the designation, although not inherently distinctive, has become distinctive in that, as a result of its use, prospective purchasers have come to perceive it as a designation that identifies goods, services, businesses, or members in the manner described above.

c. Fanciful, Arbitrary and Suggestive marks are called “inherently distinctive” and they make up the category of marks that are automatically protectable.  Descriptive marks are not inherently descriptive, but may acquire distinctiveness (secondary meaning) and therefore be entitled to protection.  Generic marks are never protectable.  

d. Difference between Suggestive and Descriptive Marks: given the continuum of distinctiveness, the line between suggestive and descriptive marks becomes very important and is heavily litigated.  This is because if a mark holder can convince a court his mark is suggestive, he will be entitled to automatic protection, without needing to show secondary meaning.

(1) In 3M v. Johnson & Johnson, the court explained that suggestive marks, as distinguished from descriptive marks, require an extra mental step to understand their meaning.  Descriptive marks, on the other hand are straight forward.  The mark at issue in that case was SKINVISIBLE, which was used to describe clear surgical tape.  The court found it to be suggestive, noting that the mark would make consumers think both of the fact that the clear tape made the skin visible, and the fact that the tape is invisible.  The court also placed weight on the fact that “skinvisible” is neither found in the dictionary, nor part of the common vernacular.  Even if it were protected, no one would be deprived of a valuable part of language (competitor need justification – there was no competitor need involved in the use of “skinvisible).

(2) Slogans: slogans raise an interesting problem in the battle between suggestive and descriptive marks since consumer reaction to slogans is not usually to identify a product.  An example of a suggestive slogan is GE’s “We bring good things to life” which means both that GE is made up of creative people who develop new things and enrich life and plays on the fact that GE developed light.  This type of double entendre will often lead to a finding of suggestiveness.  In Maidenform v. Munsingwear, the court found that “underneath it all” was a suggestive slogan entitled to protection because it was suggestive of something more than undergarments (underneath it all the woman wearing the bra is…).

(3) Self-Laudatory terms have historically been considered descriptive (America’s finest, platinum).  In Platinum Mortage v. Platinum Financial Group the court held that words commonly used to describe the quality of a product or service can not be protected.

(4) Secondary Meaning: a mark acquires secondary meaning when it has been used so long and so exclusively by one company in association with its products or services that it comes to designate that company’s products and services. See Platinum Mortage.  

e. Genericness: there are two ways in which a mark may become generic:

(1) Genericness ab initia: meaning that the mark was generic when first brought to the market.  This problem most often confronts new subcategories of products.  It is found in A.J. Canfield v. Honickman, where the issue was whether DIET CHOCOLATE FUDGE SODA was a generic term or a descriptive brand name.  

(a) Generic vs. Brand name = Genus vs. Species: the court in Canfield likened the difference between a generic term and a brand name as the difference between a genus and a species.  The distinction is expressed in the following chart:

	Genus
	Species

	What are you?
	Who are you?

	Generic
	Brand name

	Sneakers
	Nike/Reebok

	Pale ale (subcategory of ale, beer, alcoholic beverages)
	Honey Brown

	Lager
	Budweiser

	Diet Chocolate Soda?

Or

Diet Chocolate Fudge Soda?
	Diet Chocolate Fudge Soda? 

Or

Canfield’s (but not diet chocolate fudge soda since that is genus)?


(b) The court in Canfield developed a three-step test to determine whether a mark is a brand name or just the generic name of a new subcategory of products:

· product described differs from an established class in a special characteristic (court held there that the established class here was chocolate soda and Canfield’s product was distinguished from that class by its special characteristic – fudge, which the court took to mean the rich, chocolately taste);

· the common descriptive term for the special characteristic is used as the name of the product; and

· there is competitor need to use the term (competitors could not describe their product w/o use of the term).

(c) The Canfield court concluded that Diet Chocolate Fudge Soda was a new subcategory of soda and was a generic term, rather than a brand name.

(d) Before developing the Canfield test, the court rejected the application of the primary significance test and the consumer understanding test to new subcategories of products, since those tests are unable to distinguish  between a term that is a brand name and a term that is a type of product.  These tests were held to be applicable only to cases where a term lapses into Genericness.  

(2) Lapse into Genericness: whether a mark has lapsed into Genericness is determined by the primary significance test: the primary significance of the term in the minds of the consuming public is not the product itself, but rather the producer (either known or unknown).  This test was first developed in Kellogg v. National Biscuit Co., which held that SHREDDED WHEAT had become a generic term since its adoption since its primary significance to the public was of the product shredded wheat, not Nabisco.  The consumer understanding test is also sometimes used to determine whether a product is generic.  Under that test, research is done to ascertain the consumer understanding of a term, either as the designation of a genus of products, or a particular brand of products.  

(3) Restatement § 15: Generic Designations: (1) A designation that is understood by prospective purchasers to demonstrate the general category, type, or class of the goods, services, or business with which it is used is a generic designation.  A user can not acquire rights in a generic designation as a trademark.  (Genericness ab initia).  If prospective purchasers have come to perceive a trademark as a generic designation for the category, type or class of the goods, services, or business with which it is used, the designation is no longer eligible for protection as a trademark. (Lapse into Genericness).

(4) Dual or Multiple Use Speech: perhaps a third way to end up with a generic term is found in Illinois High School Association v. GTE Vantage.  The dispute in that case was over the use of MARCH MADNESS.  The plaintiffs had used the term since the 1940’s to describe their high school basketball tournament, but in the 1980’s the media had adopted the term to refer to the NCAA tournament.  The judge in the case refused to find for the plaintiff, holding that a trademark owner is not allowed to withdraw a a mark from the public domain that the public is using to denote someone else’s goods or services.  The court noted that when the public uses a term to refer to something other, as well as, the owner’s mark, this dual or multiuse makes the term effectively generic.

3. Phantom Marks: In re International Flavors.  This case arose out of the application to register the mark LIVING xxxxx FLAVOR, with the “xxxxx” standing in the place of ingredients (e.g. LIVING blueberry FLAVOR).  The court held that the registration of such phantom marks, marks that stand in the place of number of terms, violated the prohibition on registering numerous marks at the same time.  The court note that to allow an application like this to go through would cause serious problems for the trademark examiner, who must determine whether such a mark already exists.  There would also be problems of notice to third parties.

4. Other types of Descriptive Marks: Geographic, Personal and Corporate Names

a. Geographic Terms: 

(1) Primarily Geographically Descriptive Terms (Lanham Act § 2(e)(2)): terms with a primarily geographically descriptive meaning will be treated as descriptive and not be considered distinctive without secondary meaning.  Lanham Act §2(e)(2) prohibits the registration of marks that “when used on or in connection with the goods of the applicant are primarily geographically descriptive of them.”  Similarly, Restatement § 14 states: “A designation that is likely to be perceived by prospective purchasers as…merely geographically descriptive” of the origin or location of goods, is not inherently distinctive and in need of secondary meaning in order to be protected.

(a) Test to determine whether a mark containing a geographic name is entitled to protection.  In order to fall within the prohibition of §2(e)(2):

· First, the term must have geographic significance, meaning the public associates the term with a geographic location.  The Primary Significance Test is used: a term will be considered geographically significant when the primary significance of the term to the public is geographical.  Thus, “Alaska,” “Michigan,” “New York,”  “Los Angeles” and “Nantucket” are all geographically significant.  “Pana,” (Illinois) is not.  If a term is geographically significant, then go on to the next step of the test.  If it is not, then §2(e)(2) does not bar registration.

· Second, a term must be primarily geographically descriptive, meaning that there is a public association between the goods and the place.  Thus, a perfume made in Paris, France called PARIS brand Perfume would be primarily geographically descriptive since people would probably make a connection between Paris and perfume.  On the other hand NANTUCKET to describe men’s clothing is not primarily geographically descriptive because there is no association between Nantucket and clothing. (See In Re Nantucket).

· If a mark is both geographically significant and primarily geographically descriptive, it may not be registered under §2(e)(2).  However, §2(f) provides that primarily geographically descriptive marks will be entitled to registration if they have acquired distinctiveness (secondary meaning).  An example of a primarily geographically descriptive mark being protected because it acquired secondary meaning can be found in American Waltham Watch Co. v. United States Watch Co.  In that case, WALTHAM was found to be primarily geographically descriptive when applied to watches made in Waltham, Mass., a city famous for watch-making.  However, the court refused to let the defendant make unimpeded use of Waltham, after the plaintiff had been making watches in Waltham for a long time and the name had become associated with the plaintiff’s watches.  Thus, the defendant was ordered to take steps to prevent confusion.  

(2) Primarily Geographically Misdescriptive Terms: Lanham Act §2(e)(3) deals with marks containing geographic terms that are “primarily geographically, deceptively misdescriptive” of the products to which they are attached.  Unlike primarily descriptive geographic marks, deceptively misdescriptive geographic marks are not salvageable under §2(f)’s acquired distinctiveness provision.  

(a) Test to primarily geographically deceptively misdescriptive marks:

· Geographic significance: the same test as for primarily geographically misdescriptive;

· Misdescriptive: the mark names a location where the goods did not come from.  This NANTUCKET to describe men’s clothing made in North Carolina is misdescriptive (See In re Nantucket);

· Deceptive: this requires that there is an association in the public’s mind between the geographically misdescriptive term and the goods it describes (i.e. PARIS brand Perfumes made in New Jersey would be deceptive).

(b) The following chart may help with the analysis:

	
	“Paris” Perfume for perfume made in NJ
	“Alaska” Bananas to describe bananas NOT grown in Alaska
	“Hutchinson” technology for electronic components made in Hutchinson, MN
	“Paris” perfume for perfume made in Paris

	Geographically Significant?
	Yes
	Yes
	No
	Yes

	Geographically Descriptive?
	No
	No
	Yes
	Yes

	Geographically Misdescriptive?
	Yes
	Yes
	No
	No

	Deceptive?
	Yes
	No
	No
	No

	Protectable
	No
	Yes (even w/o secondary meaning since arbitrary)
	Yes (even w/o secondary meaning b/c no geographic significance)
	No (unless secondary meaning under §2(f))


(3) Terms referring to large geographic areas (world, earth, USA, etc): in World Carpets Inc. v. Dick Littrell’s New World Carpets, the court held that with respect to the registration of the name WORLD, “there are certain words which while containing the germ of geographic significance, cannot be identified with any specific geographic unit or are not used in a descriptive sense and hence do not fall within the ambit of proscribed trademarks.”

(4) Wine: geographic designations for wine and other types of alcohol are dealt with specially by the Lanham Act.  Under §2(a), a mark is not registerable if it consists of “a geographic indication which, when used on or in connection with wines or spirits, identifies a place other than the origin of the goods and is first used” after 1996.  All deceptive wine designators in use before 1996 were grandfathered in and are protectable.

b. Personal Names/Surnames

(1) Protectable?  Under Lanham Act §2(e)(4), marks that are “primarily merely a surname” are not registerable.  However, such a mark may be salvageable under §2(f) if it acquires distinctiveness.  Restatement §14 states: “A designation that is likely to be perceived by prospective purchasers as…the personal name of a person connected with the goods…is not inherently distinctive…[and can only be protected] if it acquires secondary meaning.”  

(a) Elements necessary to be unprotectable under §2(e)(4):

· Primarily (relies on the primary significance of the mark to the consuming public);

· Merely;

· Surname

(b)  The following chart may clarify the elements (See In re Hutchinson Technology):

	
	Hutchinson Technology
	R. Hutchinson
	R. Hutchinson & Sons
	Hutchinson Snacks
	Lincoln

	Surname?
	Yes
	Yes
	Yes
	Yes
	Yes

	Merely a Surname?
	No (surname plus)
	Yes
	No (surname plus)
	No (surname plus)
	No (not merely a surname where the name is of someone who has achieved a degree of fame)

	Primarily Merely a Surname?
	No (b/c surname + term not merely descriptive of goods)
	Yes
	Yes (because competitor need)
	Yes (b/c surname + merely descriptive name of goods)
	No

	Protectable?
	Yes
	No
	No
	No (unless it acquires secondary meaning under §2(f))
	Yes (b/c you think of President Lincoln and not merely a surname)


(c) Examples of Personal Names that are protectable because they have acquired secondary meaning: McDonald’s, Kraft.

(d) Remedies: where a plaintiff owns a protectable mark that consists of a surname (since it has acquired secondary meaning), courts have been reluctant to enforce that mark by issuing complete injunctions against others who want to use the surname on the goods.  An example of this is found in Taylor Wine Co. v. Bully Hill Vineyards, in which the plaintiff owned a mark in “Taylor” as applied to wines.  The defendant, whose name was Walter S. Taylor, had been using his name as a mark on his Bully Hill Vineyards wine.  The court refused to issue a complete injunction, noting that where a defendant has a genuine desire to build a business under his own name, courts have been unwilling to proscribe all use of the surname.  The court explained, however, there are instances where a complete injunction would be appropriate, such as if the defendant sold his goodwill in the name to the plaintiff, or the name is not really the surname of the defendant, or the defendant doesn’t have a genuine desire to build a business under his own name, but rather just wants to free ride off of the plaintiff’s success (for example if someone named McDonald decided to open a fast food restaurant, not because he loved the food service, but rather because he thought he could make a quick buck off of the McDonald’s name).  In this case the court found that the defendant had a genuine interest in running the business in his own name and he was a skilled vineyard operator.  Thus, the court issued only a limited injunction, whereby the defendant could not use his name as a mark, but he could place his signature on the bottles as long as there was a disclaimer sufficient to alleviate any consumer confusion as to his connection with Taylor Vineyards.  

(e) Famous Names: what if someone want to make Travolta Toothpaste?  Lincoln Savings bank would be registerable because it is not merely a surname, but also provokes images of honesty and integrity.  Travolta Toothpaste would not be registerable, however, even if it was more than merely a surname, because under §2(c) it is the name “identifying a particular living individual.”  Such a mark could only be registerable with John Travolta’s written consent.  (See also §2(c) prohibition on the registration of the name of a dead president if his wife is still alive – the Lady Bird Johnson Rule).

c. Corporate Name 

(1) What is a Corporate Name? Under corporate law, in the certificate of incorporation a corporation must set forth a name which is sufficient to distinguish it from other corporations.   This name is also called a trade name.  Thus, a trade name is used to identify a business or a vocation, and not a product.  However, a mark can be both a trade name and a trademark at the same time (Nike), or like Proctor & Gamble, just a trade name and not a trademark.

(2) Although the Lanham Act does not allow for the registration of trade names.  However, both the Lanham Act and other sources provide some protection for trade names:

(a) §2(d) prevents the registration of marks that so resemble a mark or trade name previously used in the United States if the registration would be likely to cause confusion or decieve.  Thus, in Popular Merchandise Co. v. 21 Club, the court held that Popular Merchandise could not register 21 CLUB as a trademark to describe a retail purchase plan because the plaintiff had previously used 21 Club as its corporate name and consumers would be likely to confuse the mark with the trade name. (See also Alfred Electronics v. Alford Manufacturing Co.).

(b) §2(a) prevents the registration of a mark that “falsely suggests a connection with persons, living or dead.”  According to §45, “person” refers not only to natural persons (real people), but also juristic persons, which includes corporations, associations, organizations, labor unions, etc.  Thus, in 21 Club, the plaintiff could have also sought to oppose the registration under §2(a) by claiming that the defendant’s mark would falsely suggest a connection with 21 Club Inc.  Some interesting aspects of §2(a) are:

· There must be a “connection” suggested in order to prevent the registration.  Thus, Lincoln Savings Bank would not be barred from registration under this provision, since there would be no suggestion of a connect with Abraham Lincoln.

· Section 2(a) is especially helpful when the application seeks to register a mark that is not a person’s actual name, but would falsely suggest that person anyway.  An example of this would be if someone tried to register “Margaritaville” to describe a saloon.  Although the applicant would not be seeking to use Jimmy Buffet’s actual name, it would be using a mark which would falsely suggest a connection with the singing legend.  

(c) If a trade name is also used as a trademark or service mark, it is registerable (Xerox – Xerox Corporation);

(d) Section 15 prevents a mark on the principal register from becoming incontestible if it infringes on a prior valid trade name;

(e) Comprehensive computer data banks allow for exhaustive searches for trade names;

(f) State trademark statutes allow trade name owners to contest the registration of similar trademarks;

(g) State anti-dilution statutes protect both trademarks and trade names from similar non-competing goods

5. Functionality and Distinctiveness

a. Shape and Color (functionality): the issue here is whether the shape or color of a product can be protected as a trademark.  The simple answer is yes, and the classic example is the Coca-Cola bottle.  The not so simple rule is that in order to protect a shape or color as a trademark two elements must be established: (1) the shape is distinctive (either inherent distinctiveness or acquired distinctiveness – this is something all trademarks must have); and (2) the shape must be non-functional (under §2(e)(5) – this requirement can not be saved be a showing of secondary meaning).

(1) Functionality (utilitarian): the requirement of non-functionality comes from concern about competitor need.  If a person were allowed to get trademark protection for a function design, then competitors would effectively be foreclosed from the market.  Additionally, the grant of trademark protection on function aspects of a product would discourage people from seeking patents, because they could get the same protection from the trademark law, without the hassle of the patent law’s strict requirements, and with the possibility of unlimited renewals on the trademark (unlike the single 17-year period allowed for in patent law).

(a) What does functionality mean? Functionality is a legal conclusion that focuses on the design of  an object.  Functionality does not mean simply that an object serves a useful function.  Rather, functionality designates a quality of a product that must be available to all market participants in order so that they may compete effectively.  In In re Morton-Norwich Products, the applicant tried to register the shape of its spray bottles for household cleaners.  The court held that a container is functional when it is the one or one of only a few designs that affords benefits in manufacturing, marketing, or use importation to effective competition.  In this case, the court noted that evidence of functionality would include (1) an expired patent and (2) advertisements touting the utility and advantage of a design.  The court held, however, that the bottles were non-functional because competitors enjoyed several alternative designs which would achieve the same result as the applicant’s design.

(b) How May a design become functional?

· the lowest cost to produce (manufacturing advantage);

· materials to effectuate the manufacture of alternative designs are irregularly available (manufacturing advantage);

· the only design than may be displayed in a store; (marketing advantage);

· far easier to use (use advantage).

(c) Color: color is often a component of a protected trademark, but the issue here is whether color alone can be protected.  The rule w/r/t colors is that two elements must be established: (1) the distinctiveness of the color, which must always be proven through secondary meaning since no colors are inherently distinctive (an example of a product that has acquired distinctiveness in its color would be pink Owens fiberglass insulation); and (2) non-functional (an example of a functional color would be colors applied to signal flavor – the maker of Skittles could not prohibit all other candy manufactures from using purple on their grape-flavored candies – and blaze orange hunting vests).  In Qualitex Co. v. Jacobson Products Co, the defendant raised several arguments for why a federal registration of green-gold dry cleaning pads should be cancelled, all of which were rejected by the court:

· Shade Confusion: a color alone should not be protected because it is too difficult to determine whether that color has actually been used (the ct rejected this argument, noting that these are the type of decisions that courts make all the time);

· Color Depletion Theory: if the people are allowed to register colors, soon all the colors will be registered and competition will be foreclosed.  This problem is especially acute in fields where there are only a few possible colors that can be used (the ct rejected this argument, holding that the functionality inquiry would take care of color depletion, since registration of colors will be denied for fields where the use of the color is necessary).

· Rule of Functionality as stated in Qualitex: “A product feature is functional and can not serve as a trademark if it is essential to the use or purpose of the article or if it affects the cost or quality of the article and therefore exclusive use of the feature would put competitors at a significant non-reputation related disadvantage.”

(d) Restatement §17 Functional Designs: “A design is functional…if it affords benefits in the manufacturing, marketing, or use of the goods or services with which the design is used, apart from any benefits attributable to the design’s significance as an indication of source, that are important to effective competition by others and that are not practically available through the use of alternative designs.”

b. Trade Dress: trade dress is the overall look of a product, which results from the combination of the label, colors, design, and the product itself.  The British call trade dress the products “get-up.”  Trade dress is usually an aggregate of features, but it need not be (it could be a single feature).  Trade dress protection was usually sought through common law unfair competition claims.  In recent years, however, manufacturers have begun to register their trade dress and seek protection through the federal system.  In order to receive protection, trade dress must be (1) distinctive; and (2) non-functional (plus there must be a likelihood of confusion in order to prohibit any other person from using the same or similar trade dress).

(1) Analysis of Functionality in trade dress cases: since trade dress is usually an aggregate of features, the question arises how should a court evaluate the functionality of those features – as they are combined to make the trade dress, or individually.  In any case, the courts agree that the test is whether the features (either combined or individually) are part of a function served (see functionality above) or are of primary value as an identifier of the source of the product.

(a) Analysis of features individually: In Warner Lambert v. McCroy’s Corp, the issue was whether a discount drugstore was infringing on Listerine’s trade dress by placing its generic mouthwash in a barbell-shaped bottle, with a black cap, a similar white label, and with mouthwash inside of the same color.  The court decided to look at the factors individually, and found each in turn was functional.  Additionally, the court noted that there was minimal occasion for confusion here, since the whole point of a generic mouthwash is to compare itself to the brand name and say “look how much cheaper I am!”  Looking at the features combining to make trade dress individually as the court did here in usually not the approach of modern courts.  Schechter also noted that perhaps store brands are an example of functional trade dress since the similarity in appearance is one of the few ways to convey the message of equivalence that the competitor is trying to get across.

(b) In Hartford House v. Hallmark Cards, the court took the modern approach to evaluating the functionality of a line of non-occasional greeting cards.  Blue Mountain, the plaintiff, accused Hallmark of ripping off its design for these cards, which included certain pastel colors, a triple fold design, paper with texture, and poetry expressing certain feelings.  Hallmark argued that each of these features was functional and necessary in order to compete in the non-occasion greeting card market.  The court, however, refused to look at the features of the cards individually, and instead concluded that these features together constituted a distinctive, non-functional trade dress.  The court noted that the alternatives for Hallmark were infinite.  This case is also important because it deals with a different kind of functionality from the above cases.  Morton-Norwich, Qualitex, and Warner Lambert all dealt with “utilitarian functionality,” while this case deals with “aesthetic functionality.”

(2) Utilitarian Functionality vs. Aesthetic Functionality

(a) Utilitarian functionality: this type of functionality is concerned with the performance of the product, the ease of manufacture, the ease of use.  Thus, how important is the shape of a spray bottle, the color of a dry cleaning pad or the design of a mouthwash bottle to the performance of those products?  If those features were protected would competitors be at a disadvantage because their products would not perform as well, either in manufacturing, marketing or use?

(b) Aesthetic Functionality: this type of functionality is concerned with the appearance of the product, its looks.  The question asked is whether the design is necessary in order to make the product desirable to consumers.  If a certain design is completely irrelevant to the performance of a product, but so vital to the looks of a product that it can not sell without that “look,” then that design is aesthetically functional.  An example of an aesthetically functional design is a heart-shaped candy box.  Availability of alternative designs instructs aesthetic functionality.   But alternatives can not just be physically possible, they must also be viable in the market.  In Wallace International Silversmiths v. Godinger Silver Art, the court held that a style of silverware called “grande baroque” was aesthetically functional based on a theory of competitor need.  Competitors would have been significantly burdened if the court gave the plaintiff a protectable trademark in grande baroque silverware since the competitors would have essentially been barred from competing for the customers who wanted to purchase grande baroque style silverware.

· Analysis of Aesthetic functionality:

i Is this a product that is purchased for its aesthetic virtues – if yes, the go on to next step, if not, then there is no aesthetic functionality;

ii Are there alternatives for practicability and consumer acceptance

· Tips for determining aesthetic functionality:

i. the more elaborate the design, the more alternatives, so therefore less likely to be functional;

ii. the more abstract the design, the less likely it is to be functional;

iii. if there is an object that must be harmonized w/ other things, then it is more likely to be functional.

(3) Trade Dress and Inherent Distinctiveness: in order for a color to be protectable as a trademark, it must have acquired distinctiveness, since no colors are inherently distinctive.  The question is whether trade dress can be inherently distinctive and therefore protectable without secondary meaning.  That issue was raised in Two Pesos v. Taco Cabana, where the plaintiff charged that it had a protectable trademark in its trade dress.  At trial, the jury found that the plaintiff’s trade dress had not acquired secondary meaning (since not enough people knew the restaurant), but it was inherently distinctive.  The defendant argued that trade dress either had secondary meaning or was not distinctive.  The court disagreed, holding that secondary meaning involves consumer association whereas distinctiveness entails a unique and valuable informational device.  Just because a mark is not successful doesn’t mean that it is not distinctive.  Thus, the court found that it was possible for trade dress to be distinctive without having acquired secondary meaning.

(a) Schechter noted that trade dress and trademarks are different in an important respect when it comes to inherent distinctiveness.  Trade dress does not say “I’m a brand” so much as do other types of marks.  KODAK is on film for only one reason – to name the brand.  Taco Cabana may have chose it’s restaurant décor in order to identify the restaurant, but it probably chose the designs because they were attractive.  When a consumer looks at the inside of a restaurant he might not naturally think the color scheme was trying to act as a goods identifier.

(b) Inherent Distinctiveness in Product Design: the Supreme Court held in Wal-Mart Stores v. Samara Brothers that a product design can never be inherently distinctive.  The Court reasoned that consumer perception is that product design is motivated by attractiveness and not a desire to identify the brand.  Thus, in order for a product design to act as an identifier of the source of the goods in the consumers’ minds, the design must have acquired some secondary meaning.  

· This means that there are three categories of potential marks that always must have secondary meaning:

i product design (configuration);

ii color simplicitor;

iii descriptive words.

· It is still possible after this opinion for packaging, as opposed to product design, to be inherently distinctive.  The Seabrook Test for package design inherent distinctiveness is used: (1) whether the package is a common basic shape or design; (2) whether it was unique or unusual in a particular field; and (3) whether it was a mere refinement of a commonly adopted and well-known form of packaging for the goods.

6. Misdescriptive, Deceptive and Scandalous marks

a. The Lanham Act and Misdescriptive and Deceptive Marks: § 2(a) of the Lanham Act prevents the registration of marks that consist of “deceptive” matter.  Section 2(e)(1) of the Lanham Act prevents the registration of marks that are “merely deceptively misdescriptive” of the goods in connection with which the applicant wishes to use the mark.  What is the difference between these two types of inaccurate marks?  With § 2(a), the inaccuracy of the mark must be material so that consumers relied on it in making their purchase– meaning that consumers would have changed their minds if told the truth about the goods (misrepresentations that make consumers mad).  Marks excluded from registration under §2(a) deceptiveness can not be salvaged by acquiring secondary meaning.  Under §2(e)(1), marks that are deceptively misdescriptive are those that are inaccurate, but whose inaccuracy does not matter to consumers.  Section 2(e)(1) marks are, however, salvageable under §2(f) if they acquire secondary meaning.

(1) Example of the Distinction: Gold Seal Co. v. Weeks: this case involved the mark GLASS WAX, as applied to a cleaning solution that could be used on numerous surfaces and contained no wax.  The applicant brought suit to try to compel the PTO to register the mark.  The PTO argued: (1) that the mark was merely descriptive (rejected by ct because the product cleaned both glass and metal); (2) the mark was deceptive under §2(a); and (3) the mark was deceptively misdescriptive under §2(e)(1).  The Court found that the mark was not deceptive b/c a finding of deceptiveness would require an essential and material element to be misrepresented.  The fact that there was no wax in the product would not have been material to consumers.  The court did, however, find that the mark was deceptively misdescriptive, since it would lead consumers to believe that the product contains wax.  Thus, if the applicant was able to show secondary meaning, he would have been able to register the mark.

(2) Deception: a mark can not be deceptively misdescriptive if the inaccuracy is so implausible that no one would be deceived.  An example would be LASTS FOREVER SOAP.  No one would actually believe that the soap lasts forever and therefore the mark would not be deceptive.  This highlights the fact that under both §§ 2(a) and 2(e)(1) the mark must be deceptive.  The question that distinguishes the two categories is, would anyone care about the deception.

(3) Geographically deceptive marks: the In re Perry Manufacturing case points out a distinction that the law no longer makes – that between geographically deceptive marks and geographically misdescriptive marks.  Geographically deceptive marks are now dealt with within the broader category of “primarily geographically deceptively misdescriptive” marks found in § 2(e)(3).  In that case, the court found that PERRY NEW YORK to describe clothes made in North Carolina is geographically deceptive b/c (1) the mark contains a geographic term that did not describe the origin of the goods; (2) purchasers were likely to believe that the goods came from that location; and (3) the belief that the goods came from that location was material to the purchaser’s decision.

b. Scandalous Marks: § 2(a) also prohibits the registration of marks that contain “scandalous” matter.  A scandalous mark (1) is one that is “shocking to truth, decency or propriety” to (2) a substantial composite of the general public.  (In re Hershey: a scandalous term is one defined as “giving offense to the conscience or moral feelings, exciting reprobation, calling out condemnation, disgraceful to reputation;” In re Bad Frog: a mark is scandalous when it is “shocking to the sense of truth, decency, or propriety; disgraceful; offensive; disreputable; … giving offense to the conscience or moral feelings…[or] calling out for condemnation.”)

(1) Alternative, Non-Scandalous Meaning: a mark is less likely to be scandalous if it is a double entendre.  An example is found in Hershey, where the court found BIG PECKER BRAND not to be scandalous, because it conjured an alternative, non-scandalous meaning in the consumers’ minds – that of a chicken’s pecker, rather than a penis.

(2) Scandalous Marks Directed at Someone: in the Greyhound case, the court found that a shirt with a logo of a dog defecating  was scandalous because it was the mark of the Greyhound Bus line made to defecate.  The court in Bad Frog picked up on this idea in finding that a picture of a frog flipping the bird was not scandalous.  The court explained that the frog was not directing the gesture at anyone in particular.  (The Bad Frog court also supported its decision with the arguments that the gesture was being given by a frog, not a human, and the finger had gained acceptance so as not to be shocking.)

c. Disparaging Marks: § 2(a) of the Lanham Act also prevents the registration of marks that “disparage…persons, living or dead, institutions, beliefs, or national symbols, or bring them into contempt or disrepute.”  The mark must be considered disparaging by a substantial composite of the target group (as opposed to the general population requirement found w/ scandalous marks).  The standard for whether a mark is disparaging is measured by the attitudes at the time the mark was adopted.  Thus, if a mark adopted in 1960 was not considered disparaging by a substantial composite of the target group in 1960, it will not be considered disparaging, even if over time the mark has come to be considered disparaging.  Consider Harjo v. Pro-Football Inc case where the mark REDSKINS (naming the football team) was challenged.  The court found that the mark was disparaging to a substantial composite of the disparaged group at the time of its adoption.  (The court also found that the mark was not scandalous because it had been accepted by the general pubic and was not shocking to a substantial composite of the public. (The Redskins wanted to raise a First Amendment defense to the use, but could not do so before the TTAB.  Thus, the suit was brought in district court.  Another possible defense for the Redskins would be laches: a prejudicial delay in bringing the suit.)

III. Infringement

A. What Constitutes Infringement

1. Paradigm Case (easy case): ∆ uses exact same mark on the exact same goods/services in the exact same geographic area.  The only issues in a paradigm case are remedy and enforcement.  This type of infringement is also called counterfeiting, and is a criminal offense punishable by fines not more than $2/5 million and jail time not longer than 10 years.  Lanham Act § 34(d) provides for ex parte orders to shut down counterfeiting operations before notice is given (if notice were required, the counterfeiters would escape).

2. Normal Case: the normal case of infringement varies from the paradigm in at least one aspect – either the mark is not exactly the same, the goods are not the same, or the area of use is not the same.   

3. Harm: why allow suits for infringement? The answer is that infringement causes harm:

a. Trademark owner: loses a sale, not do to good competition, but because the ∆ has tricked consumers;

b. Consumers: injured because they are forced to take a gamble on goods they didn’t want;

c. Competition: harmed because w/o trademark protection, companies are not encouraged to develop goodwill in their product by maintaining high standards of quality (since anyone could come along and capitalize on their goodwill and take away their sales.

B. Likelihood of Confusion Generally

1. Importance: likelihood of confusion is the north star of infringement cases.  It is the standard used to determine whether there was infringement in non-paradigmatic cases.  Likelihood of confusion is the standard both at common law and under the Lanham Act.

2. Lanham Act: likelihood of confusion appears in three places in the Lanham Act:

a. Section 2(d) provides that a mark can not be registered if it is likely to cause confusion with a previously registered or used mark.  (priority provision);

b. Section 32 provides that a person can not “use in commerce any reproduction, counterfeit, copy, or colorable imitation of a registered mark…which is likely to cause confusion” (infringement provision);

c. Section 43 provides a federal cause of action for owners of unregistered marks against any person who uses the marks in a way that is likely to cause confusion (federal action for unregistered marks).

3. What is “likelihood” of confusion? This standard requires less than proof of actual confusion.  Rather, there must be a high probability of confusion.

4. Factors to finding a likelihood of confusion: courts deciding infringement cases have developed a list of factors that they use to determine whether a likelihood of confusion exists.  These lists are called by the various names in different circuits, depending on the name of the case in which they were set forth (e.g. Kodak factors).  The lists generally include:

a. strength of the (’s mark: the stronger the plaintiff’s mark (the more distinctive it is), the more likely it is to cause confusion;

b. the degree of similarity between the marks (See Sight, Sound and Meaning Test, below);

c. the proximity of the products;

d. the likelihood that the ( will bridge the gap between the products;

e. actual confusion between the marks: although not required to show “likelihood” of confusion, anecdotal evidence will show that the mark is confusing, thereby reinforcing the (’s argument;

f. the (’s good faith;

(1) Intent: the intent of a ( was to adopt a similar marks so as to confuse the public, then that in itself may be taken as evidence of likelihood of confusion.  In the Brylcream case, the court found that conscious imitation of name an packaging is to be taken as evidence of an intent to confuse.  The court held that the intent factor could only be overcome by a showing that the imitation failed to confuse customers.  Another case involving intent that seemed to come out the opposite was Holiday Inn v. 800 Reservations.  There, the defendant had adopted the complimentary number to Holiday Inn’s 1-800 reservation number (the defendant registered 1-800-H0liday, one number different from the plaintiff’s 1-800-Holiday).  The defendant did not deny that it had adopted the number in order to get customers who were intending to call Holiday Inn.  However, the court found that despite the (’s intent, it had not infringed the (’s mark since it did not use the (’s mark and the confusion existed before the ( adopted the number.

g. the quality (price) of the (’s products: the consumer pays more attention when the product is expensive; and 

h. sophistication of the buyers of the product: an example of buyer sophistication would be Levy v. Kosher Overseers Association of America, where the suit involved Kosher certification marks.

5. Registration vs. Infringement Standards: the standards for denying an application for registration because of likelihood of confusion and for finding infringement because of likelihood of confusion are not exactly the same.  In a registration context, the examiner looks at the marks in the abstract, determining whether there is a similarity with another mark sufficient to cause confusion.  In the infringement context, however, the mark is examined in the context of the market where it operates.  The distinction is found in Levy.  In that infringement case, the defendant had attempted and failed to get registration for its certification mark (one involving Jewish dietary requirements).  The PTO rejected the registration of the (’s half-moon K because the ( had previously registered its circle K mark.  Armed with the PTO’s decision, the ( brought suit in District Court claiming that the issue of likelihood of confusion had already been determined.  The Circuit Court of Appeals, however, rejected the (’s argument (which had been accepted by the District Court) and found that the mark’s likelihood of confusion in an infringement case must be decided with respect to the mark’s use in the marketplace (not after an abstract analysis).  (In this case, the issue of consumer care would definitely weigh in the favor of the defendant, since consumers of the two marks would be knowledgeable enough to distinguish the two.)

C. Use of Similar But Not Identical Marks

1. Similar Marks: the first variation on the paradigmatic case is found where the allegedly infringing mark is not exactly identical to the original mark.  The question then becomes how similar must a mark be in order to lead to a finding of likelihood of confusion.  Some factors in the likelihood of confusion test are:

a. Similarity of Marks.  The Sight, Sound and Meaning Test: courts will first determine how similar marks are by examining their visual, sound and definitional attributes.  

(1) Similar Sound: marks can cause confusion if they sound alike.  This situation was found in the Harold F. Ritchie v. Cheesebrough-Pond’s (Brylcream v. Valcream) case, where the court found a likelihood of confusion based on the similar pronunciation of the marks (in combination with similar trade dress).

(2) Similar Meaning: a similar meaning between two marks can also lead a court to find a likelihood of confusion.  An example may be two products, one named TORNADO and the other CYCLONE.

(a) Translations: a word translations from a foreign language might also cause confusion.  This situation is governed by the doctrine of foreign equivalence, which requires that a mark must be translated into English and then evaluated.  This is only required, however, when the foreign words would be recognized by the public.  Thus, a mark translated into French may be confusing, while a mark translated into Turkish may not be.

(3) Similar Appearance: if two marks have a similar appearance, then there may be a likelihood of confusion.  

(a) Trade Dress: similar trade dress increases the likelihood of confusion.  (Trade dress really has two roles in an infringement setting.  First, a similar trade dress may be taken as a plus factor in a likelihood of confusion analysis, like in Brylcream.  A similar trade dress may also be actionable as under a theory of trade dress infringement, see below.)

D. Use of Another’s Mark on Different (Same) Goods -- Genuine Goods, Fair Use and Noncompetitng Goods

1. The second variation on the paradigm is found where the mark is exactly the same, but it is either applied to goods that are arguably different or not used as a mark on goods.  The general question is – what happens when the mark is used on something other than the plaintiff’s goods.

2. Genuine Goods: genuine goods are items that were made by the party claiming infringement and carrying that party’s mark.  The issue with respect to genuine goods is whether it can be infringement to resell the original goods with the original trademark still attached.  At what point will the goods cease to be genuine?  This issue can arise in several different settings.

a. Repackaged, Rebottled Goods: the issue here is whether goods continue to be genuine, and therefore are worthy of the original mark, after they have been repackaged by a defendant.  The general rule is that a repackager has the right to identify the source of the goods, even if that means using the trademark of another.

(1) Physically Altered Goods: the Prestonettes v. Coty case involved not only the repackaging of genuine goods, but their alteration.  The defendant in this case had taken the (’s perfumes and powders and added things to them and then repackaged them.  The ( then placed the (’s mark on the goods to claim that the goods contained that product.  The Court held that the use of the mark was not infringement, so long as it was not confusing the public into believing that the goods were actually those of the (.

(2) Second-Hand Goods: what happens when a ∆ sells second-hand goods under their original mar?  Are they genuine?  The court in Champion Spark Plug v. Sanders held that generally the seller of second hand goods (spark plugs in this case) is allowed to identify the origin of the goods so long as the manufacturer is not identified with the inferior qualities of the product resulting from the wear and tear or reconditioning of the seller.  

b. Gray Goods: a gray good is a foreign-manufactured good, bearing a valid US trademark, that is imported without the consent of the US trademark owner.  There are three situations where gray goods commonly come into the US: (1) where a US company purchases the US rights to a foreign trademark and then imports the goods for sale in the US.  At the same time, the foreign trademark owner engages in parallel importation and there is intrabrand competition.  (2) where a domestic company registers a trademark for goods manufactured abroad by an affiliated company and then faces competition from a third party who imports the goods into the US (after buying the genuine goods in the foreign country).  (3)  Finally, where a US holder of a trademark authorizes a foreign manufacturer to use the trademark abroad, and then the foreign manufacturer (or a third party) import goods into the U.S.  

(1) Regulation of Gray Goods: Congress addressed the problem of gray goods in the Tariff Act, which prohibited importation “into the U.S. any merchandise of foreign manufacture if such merchandise bears a trademark owned by a citizen of, or by a corporation or association created or organized within, the US, an registered in the patent and trademark office by a person domiciled in the US, unless written consent of the owner of such trademark is produced at the time of entry.” (One of the advantages of registration – prevent infringing goods from entering the US.)  The Lanham Act, § 42, also prohibits imported goods from “copying or simulating” the mark of goods that are entitled to protection in the US.

(2) Exceptions to Regulation:  Administrative regulations made certain exceptions to the illegality of gray goods:

(a) Common-Control Exception (Affiliate Exception): the Act is not applied to trademarks placed on goods imported by entities under the common ownership or control of the US mark owner.  

(A) In Lever Brothers v. United States, the court rejected the common-control exception when applied to goods with different properties.  In that case the plaintiff was Lever US, the owner of the US trademark rights to the marks SHIELD (deodorant soap) and SUNLIGHT (dish soap).  The plaintiff was upset because Lever UK had imported soaps under the SHIELD and SUNLIGHT marks which differed from the US versions.  Customs, however, refused to prohibit the importation under the Common-Control Exception.  The court found that the common-control exception would not apply where imported goods have different qualities than the goods known to US consumers under the similar mark.  The court held that this refusal to apply the common-control exception was mandated by § 42 of the Lanham Act.

(B) Lever Rule: Foreign goods are not genuine – unless common ownership – unless physically different.  

(C) Policy: should this really be decided in the courts?  Isn’t this a matter for boardroom resolution?

(D) State of the Law today: courts today, rather then refusing to apply the common-ownership exception for differing goods, will require that the goods disclose their differences from the US goods.  (Thus, UK Shield would have to say: Special Stronger UK Version).

(b) Authorized Use Exception: whereby articles of a foreign manufacture bear a recorded trademark or trade name applied under the authorization of the US mark owner.  (The court in K Mart v. Cartier held that the common-control exception was consistent with the Act, but the authorized use exception was not.)

c. Value-Added Services: the theory of genuine goods operates as a defense to a trademark infringement suit.  Essentially, the defendant argues that he has not infringed the plaintiff’s mark because he is simply using it on the plaintiff’s genuine goods (like any distributor would).  The plaintiff’s response to this defense will be that the goods are not in fact genuine.  This response, however, will not succeed in rebutting the genuine goods defense if the goods are genuine.  One way that plaintiffs have convinced courts to find goods not to be genuine is to claim that the defendant failed to provide a value-added service that is normally a part of the goods.  If this value-added service is neglected, then the goods are not genuine and the defendant has infringed the plaintiff’s mark by using it.  This argument was successfully made by Coors beer against a distributor who had failed to refrigerate the beer before sale.  Coors argued that its beer did not contain preservatives and therefore needed the value-added service of refrigeration.  The court found that the defendant’s failure to provide this value-added service meant that consumers were not getting genuine Coors beer.  

(1) Lack of Consumer Confusion: the value-added service argument was made unsuccessfully in Matrix Essentials v. Emporium Drug Mart.  In that case, the plaintiff was a manufacturer of hair care products that were distributed exclusively through salons.  The defendant was a discount drug store that had gotten its hands on the plaintiff’s product and was selling it at a low price, undercutting the plaintiff’s distributors.  The plaintiff brought an infringement suit to which the defendant argued that the mark was being used on genuine goods.  The plaintiff responded that the goods were not genuine because the defendant failed to offer a value-added service – consultation from a hair stylist.  The plaintiff argued that it sold its shampoo only to salons because then its customers could get guidance on which type of shampoo to buy.  At the defendant’s store this service was not available.  The court, however, rejected Matrix’s value-added services argument, finding that consumer confusion is required for such a claim.  In this case, the court explained, consumers were not likely to be confused about whether they had received the value-added service.  The court distinguished the Coors case, noting that there the consumers would not know whether the beer had been refrigerated.  The point seems to be rooted in the harm to the goodwill of the mark.   If Coors distributors were to sell Coors beer without refrigeration, thereby causing the beer to go sour, consumers would think that Coors sucks based on the non-genuine goods bearing Coors’ mark.  In the Matrix case, on the other hand, no consumers would think Matrix sucks after buying the wrong shampoo for their hair-type.  Rather, they would likely think that they bought the wrong shampoo.  Matrix would suffer no reputational harm.

(2) Rule: If the consumer can not tell that the value-added services have not been included, the retailer must include them.

d. Unauthorized Reseller: are goods genuine when sold by an unauthorized reseller?  In Matrix, the plaintiff argued that the presence of the shampoo in the defendant’s store would give consumers the impression that Matrix approved of the sale in Emporium, when in fact Emporium was an unauthorized reseller.  The court rejected this argument based on the general rule of genuine goods: trademark law does not apply to the sale of genuine goods bearing a true mark, even if the sale is without the owner’s consent.  Thus, a buyer may resell a product under the original mark w/o incurring trademark liability.

e. Materially Different: what if the products themselves are the same, but the goods are materially different?  In such a case the plaintiff could argue that the goods are not genuine.  Examples of situations where this might arise are identical products:

(1) missing the warranty;

(2) missing instructions;

(3) requiring different voltage (European hair dryers sharing the same mark with the American hair dryers but requiring different voltage);

(4) example: adoption papers for Cabbage Patch Dolls.

3. Reference to Genuine Goods: what happens when a mark is used to refer to a product, but not to sell goods?  This is the problem of referential trademarks.  

a. Replacement and Repair Parts: A number of decisions have permitted independent replacement parts manufacturers to make collateral reference to the trademarked product that they repair or make parts for, provided that the reference is true.  Additionally, a competitor may even use similar parts numbers.  However, although the competitor may advertise that he repairs or makes replacement parts for a trademarked product, he may not do so in such a way that would lead consumers to believe that he is part of the organization that manufactures the trademarked product.

b. Comparative Advertising: The US allows the practice of comparative advertising, despite the fact that it is illegal in most of the rest of the world.  Rule: use of another’s mark to identify the trademark owner’s product in comparative advertising is not prohibited by either statutory or common law, absent misrepresentation regarding the products or confusion as to their source or sponsorship.  (Thus, comparative ads are ok, absent likelihood of confusion or misrepresentation.) 

(1) Why would comparative ads be disfavored in foreign countries?

(a) arguably demonstrates a lack of sophistication and manners;

(b) allows free riding on the good will engendered by the mark owner.  This argument was dealt with in Smith v. Chanel, where the defendant made a copycat perfume of Chanel No 5 and wanted to advise consumers that the two products were similar.  Chanel argued that the defendant was free riding off of Chanel’s reputation.  The court, however, found that this type of free riding is unavoidable in a competitive market, where cheaper copycat goods are encouraged for the benefit of consumers.  (The court also rejected Chanel’s argument that the defendant’s use would cause the mark to lapse into Genericness.)  

(2) Point of Purchase: there is special significance in point of purchase comparative ads (such as those placed directly on packaging) because they are more likely to cause confusion and therefore more likely to be prohibited.  An example of point of purchase comparisons running afoul of the law is found in Charles of the Ritz Group v. Quality King Distributors.  In that case the defendant was the manufacturer of OMNI, a copycat perfume resembling OPIUM, an established designer perfume.  The makers of OPIUM brought suit against Quality King based on the slogan on the packaging of OMNI: “If You Like OPIUM, a fragrance by Yves Saint Laurent, You’ll Love OMNI, a fragrance by Deborah Int’l Beauty.” The Court examined the likelihood of confusion factors (Polaroid, Kodak…) and found that the use of the plaintiff’s mark was likely to cause confusion.

c. Fair Use: a defendant may also be able to avoid liability for using a plaintiff’s mark if he can show that the use was fair.  There are two different fair use doctrines:

(1) Nominative Fair Use: using the mark to refer to the mark holder.  This type of fair use was seen in The New Kids on the Block v. News America Publishing Inc, where the NKOTB sued a two newspapers that had conducted 900-number polls concerning the New Kids’ popularity.  The court held that the newspapers were protected by the nominative fair use doctrine where: (1) the defendant can only identify the product or service by using the mark (necessity); (2) the defendant uses the mark only as much as necessary; and (3) the defendant acted in good faith so as not to cause confusion as to sponsorship or endorsement.  The court found that all these elements were satisfied by the newspapers and therefore the nominative fair use doctrine protected the defendant’s use.

(a) Direct Competition Exception? The New Kids argued that the defendants were not entitled to a nominative fair use defense because they were direct competitors (for the money of their fans).  The court rejected this argument, holding that while the New Kids had a limited property interest in the use of their name, they did not have the right to control how their fans spent their money.

(2) Descriptive Fair Use: a competitor may be allowed to use a mark not as a mark, but rather to describe its products.  An Example is found in Sunmark v. Ocean Spray, where the defendant, Ocean Spray, was sued by the makers of swee TARTS® after Ocean Spray used the phrase “sweet-tart” to describe its juice in a series of ads.  Ocean Spray successfully defended the suit on grounds that it wasn’t using sweet-tart as a trademark, but rather to describe the properties of its product.  Under Lanham Act § 33(b)(4), one defense to a suit by the holder of an incontestible mark is that the defendant’s use was “otherwise than a mark” and in good faith only to describe goods or services.  Thus, § 33(b)(4) provides a defense to a person who uses a mark only to describe his product in a fair and accurate way, and there is no likelihood of confusion.  

(a) Scope of Descriptive Fair Use: it is interesting to note that descriptive fair use will only be a valid argument where the plaintiff’s mark is descriptive or suggestive, since otherwise the defendant could not be using it to describe his products.

(b) Logic of Descriptive Fair Use: this doctrine is another way to protect competitor need.  It raises the question, however, of whether the requirements for secondary meaning (also a protection for competitor need) should be relaxed, since competitors will still be able to make descriptive fair use of a mark.  Thus, does the descriptive fair use doctrine sufficiently ensure that competitors will be able to gain access to necessary language, regardless of whether the language is used as a trademark?

4. Trademark Use on Noncompeting Goods: the question here is what happens in an infringement suit by a plaintiff who does not manufacture the same type of goods as the defendant?  What is the harm?  In a normal cases, the harm to the plaintiff is a loss of sale.  In the case of noncompetiting goods, however, the purchase of the defendant’s product would not come as a replacement for the plaintiff’s product.  The harm in a noncompetiting goods case is (1) to the reputation of the plaintiff’s goods (if the defendant’s goods are low quality) and (2) the foreclosure of the plaintiff’s potential future expansion.  These harms, however, are only found where the noncompetiting goods are in some way related.  Thus, a plaintiff will only have an infringement claim where the defendant’s goods are related to those of the plaintiff.  If, on the other hand, the defendant’s goods are completely unrelated, the defendant may use the same trademark as the plaintiff because there would be no likelihood of confusion  (but see Dilution discussion below).

a. Examples of Related/Unrelated Goods:

(1) dry cereal + frozen French fries = Related Goods (Crinkle);

(2) pad locks + flashlights = Related Goods (Yale);

(3) cigarettes + plastic combs = Unrelated Goods (Kent).

b. Likelihood of Confusion When Goods Are Related: when a court finds that goods are related, the analysis turns to whether there is a likelihood of confusion.

(1) Sponsorship Confusion: University of Georgia Athletic Association v. Laite, is an example of a different type of likelihood of confusion.  Normally, infringement cases will involve confusion as to the manufacture of a product.  The primary harm resulting from such confusion would be reputational (making consumers think the plaintiff had a connection with low quality products).  In Laite, however, there was no confusion as to the manufacturer of the goods.  There, the defendant was a beer manufacturer who had placed the mascot of the UGA football team on his beer labels.  UGA sued, claiming infringement.  The court found that beer and college athletics were arguably related, but actually thought that the college had brewed the beer.  Rather, the confusion, according to the court, was to the sponsorship of the goods.  Consumers were likely to believe that UGA somehow sponsored or endorsed the defendant in making the beer.  The harm was nonetheless reputational.  Instead of damaging UGA’s reputation as a result of perceived manufacture of inferior goods, the defendant’s use damaged UGA’s reputation by associating the university with the unsavory product (Oh, you evil, yet tempting nectar of the devil, how you call my name!).  

(a) Schechter: doubts that there was actually confusion as to the sponsorship of the product.  As evidence, he pointed to the response of actual consumers, who reported to the university that it was being “ripped-off,” which showed that consumers knew that the university had not authorized the use.  

(b) Dallas Cowboys Cheerleaders v. Pussycat Cinema is another example of sponsorship confusion.  Dallas Cowboys Cheerleaders was a suit against the porn film, Debbie Does Dallas, where the female star is depicted in the last seen wearing a Dallas Cowboys Cheerleader’s uniform.  The court first found that the cheerleader’s uniform was a protectable mark because it was distinctive and non-functional.  The court went on to explain that although no one would believe that the Dallas Cowboy Cheerleaders actually made the film, they might believe that the plaintiffs had sponsored the ventured.  Once again, the harm to the plaintiff was harm to its business reputation do to an association with an unsavory product.  (Schechter pointed out that this was probably a parody.  See below.)

c. Different Marks on Noncompetiting Goods: what happens when the mark used on the non-competing goods is not the same as the plaintiff’s mark?  This makes proving a likelihood of confusion more difficult.  In Quality Inns International v. McDonalds Corp, the issue was whether McSLEEP Inns infringed on the McDonalds family of marks.  First, the court found that the goods were related since often travelers eating at McDonalds would also stay at discount motels.  The court then used a revised list of likelihood of confusion factors (Kodak, Polaroid, Pizzeria Uno) to find that there was likelihood of confusion here.  The court stressed the public perception of McDonalds as likely to branch out into the motel market, and the bad faith intent of the defendant to free ride off of McDonald’s reputation of consistency and efficiency at low prices.  Since this case was brought before the defendant had actually used the mark, the court relied on surveys and testimonial evidence from reporters and the defendant’s employees to establish the likelihood of confusion.

d. Promotional Goods: the first question w/r/t promotional goods is whether they are actually noncompetiting, since almost all manufacturers make t-shirts or caps with their trademarks on them.  

(1) Marks Used by Consumers to Demonstrate Affiliation and Loyalty:  one way consumers use marks is to show affiliation and loyalty to the mark’s owner.  This is especially true for sports teams.  Should someone other than the sports teams have the right to sell merchandise bearing the team’s logo?  This question was answered in the negative by the court in Boston Professional Hockey Association v  Dallas Cap, where the defendant had been selling patches with the logo of the Boston Bruins on them without the permission of the Bruins.  The defendant argued that his use was justified by competitor need.  If he wanted to compete in the market of sports affiliation, he had to use the plaintiff’s symbols.  The court rejected this argument and held that only one firm had the right to exploit affiliated symbols.  Today, a court could find pretty easily that there would be a likelihood of confusion as to the sponsorship of the goods since society has adjusted to the notion that sports teams have exclusive rights for the exploitation of their marks.  However, at the time of this decision, it is not certain that consumers would have actually thought that the Bruins did sponsor the mark.  This is an example of how what consumers think and legal reality inform each other.  The public has an expectation that sports symbols are licensed, so the court finds a likelihood of sponsorship confusion.  But would consumers ever have this expectation if the court didn’t at one time say sports symbols must be licensed?  An example of a case of symbol affiliation that came out the opposite of Dallas Cap is International Order of Job’s Daughters v. Lindeburg.  In that case, the defendant was an unauthorized manufacturer of jewelry bearing the symbol of the plaintiff’s organization (Job’s Daughters).  The plaintiffs claimed that this was trademark infringement, but the court held that there was no likelihood of confusion since the public does not have an expectation that the jewelry is sponsored by Job’s Daughters (this is especially true for those purchasing the jewelry, members of the association, who seemingly would know that the organization was not sponsoring the goods).  What made Job’s Daughters different from Dallas Cap?  One major factor was that Job’s Daughters were not diligent in protecting their mark (which in turn could have lead to the public perception that there was no need for sponsorship).  

(a) Why give exclusive rights to symbol holders?

· consumers want authenticity

· avoid free riders

· fans want to demonstrate loyalty by making contribution through promotional goods.

(2) Rule: After Dallas Cap, trademark owners have pretty much exclusive rights to use their marks on promotional goods.

5. Parody: a parody occurs where the ∆ has made fun of the plaintiff, the plaintiff’s mark or the plaintiff’s product.  Often a plaintiff will not take kindly to the defendant’s humor and bring suit for trademark infringement.  Parodies, however, raise special problems for trademark law because by their nature likelihood of confusion is greatly reduced, since the defendant’s point to make fun of the plaintiffs mark by drawing a distinction.  So, when will a parody cross the line and constitute infringement?

a. Parodies Generally: Anheuser-Bush v. L.L. Wings.  In this case the court defined a parody as “a simple form of entertainment conveyed by juxtaposing the irreverent representation of the trademark with the idealized image created by the mark’s owner.”  Here, Budweiser was suing the defendant for making a t-shirt that had what appeared to be a Bud can, but with all the words changed to refer to Myrtle Beach.  The court found that the traditional likelihood of confusion factors (Kodak, Polaroid, Pizzeria Uno) were ineffectual since the whole point of the parody is to create a mark similar to the original in order to imitate it and convey a humorous message.  The intent factor is especially worthless, since the parodist will always intend to imitate the original mark.  Whereas in the normal infringement case this may show the defendant had a bad faith intent to confuse consumers, in the parody case it shows nothing since the intent of the parodist is to make a similar mark, but not to cause confusion.  Thus, the consideration for the intent of the defendant should be whether he had the intent to confuse, not the intent to copy. (See Lyons Partnership v. Giannoulas where the ∆ parodied Barney.  The Court explained that intent to parody was not the same as the intent to confuse.  The court in this case, however, weighed six factors in order to determine the likelihood of confusion, but stated that there was a presumption with a parody that it would not confuse, given its nature.  The factors considered were: (1) strength of the marks involved; (2) similarity of the marks; (3) similarity of advertising; (4) similarity in products/service; (5) actual confusion; and (6) the ∆’s intent.)

(1) Compare Anheuser-Busch v. Balducci Publications: in this case the defendant made a mock advertisement for “Michelob Oily” and placed it on the back page of his magazine.  The point was to make fun of an oil spill in the river that supplied the Budweiser breweries with water.  Unlike the defendant in L.L. Wings, the defendant here was found to have infringed Bud’s trademark.  What was the difference?

(a) Here the plaintiff introduced evidence of actual confusion through a survey, whereas in L.L. Wings, Bud had shown no actual confusion;

(b) Balducci used the word mark MICHELOB, whereas L.L. Wings only used the Budweiser trade dress, but not the actual mark;

(c) L.L. Wings was a jury trial, whereas Balducci was a bench trial;

(d) Balducci was decided in the 8th Circuit, which includes the Anheuser-Busch Breweries.

(2) Rule: most parodies on promotional goods, at least of a non-sexual nature, are allowed because of a low likelihood of confusion.

6. DILUTION: until this outline has looked at the use of a plaintiff’s trademark on noncompetiting goods (or any goods) exclusively through the lens of likelihood of confusion.  A plaintiff could not win an infringement suit unless consumers were likely to be confused w/r/t the product’s manufacture, sponsorship, etc.  As was seen above, likelihood of confusion can sometimes make it difficult for a plaintiff to stop the defendant’s use of a mark on related noncompeting goods, and all but impossible to stop the use of the mark on unrelated noncompeting goods.  The Dilution Remedy offers plaintiffs a way to protect their marks without the necessity of proving a likelihood of confusion.

a. Lanham Act § 45 defines Dilution: “The term ‘dilution’ means the lessening of the capacity of a famous mark to identify and distinguish goods or services, regardless of the presence or absence of – (1) competition between the owner of the famous mark and other parties, or (2) likelihood of confusion, mistake, or deception.”  For a case explaining that presence or lack of competition between the parties is unnecessary, see Community Federal Savings and Loan v. Orondorff (the Cookie Jar Case).

b. Restatement § 25: Liability Without Proof of Confusion: Dilution and Tarnishment

(1) On may be subject to liability under the law of trademarks for the use of a designation that resembles the trademark, trade name, collective mark, or certification mark of another without proof of a likelihood of confusion only under as applicable dilution statute.  An actor is subject to liability under an antidilution statute if the actor uses such a designation in a manner that is likely to associate the other’s mark with the goods, services, or business of the actor and:

(a) the other’s mark is highly distinctive and the association of the mark with the actor’s goods, services, or business is likely to cause a reduction in that distinctiveness; or

(b) the association of the other’s mark with the actor’s goods, services, or business, or the nature of the actor’s use, is likely to disparage the other’s goods, services, or business or tarnish the images associated with the other’s mark.

c. Statutory Protection: as Restatement § 25 explains, mark holders will only be able to bring a dilution suit under an applicable statute.  By the mid-1990’s about half the states had antidilution statutes under which plaintiffs could proceed.  Congress then passed a federal statute to deal with dilution, which is codified in § 43(c) of the Lanham Act (Federal Trademark Dilution Act):

(1) Subsection (c) provides an additional type of protection to owners of “famous” marks.  “The owner of a famous mark shall be entitled…to an injunction against another person’s commercial use…of a mark or trade name, if such use begins after the mark has become famous and causes dilution of the distinctive quality of the mark.”

(a) The provision goes on to list factors for determining the fame of a mark:

· the degree of inherent or acquired distinctiveness;

· the duration and extent of use of the mark;

· the amount of advertising an publicity a mark has had;

· the geographical extent of the mark;

· the “channels of trade for the goods or services with which the mark is used”;

· the degree of recognition of the mark in the trading area of the goods; and

· the nature and extent of use of the same or similar marks by third parties;

(b) Subsection (c)(2) provides that the owner of a famous mark who proves dilution is only entitled to an injunction and not other remedies, unless the defendant “willfully intended to trade on the owner’s reputation or to cause dilution of the famous mark.”

(c) Subsection (c)(4) provides a list of affirmative defense that may be raised in a dilution suit in order to avoid liability.  The following actions are not subject to dilution suits:

· “Fair use of the famous mark by another in comparative commercial advertising or promotion to identify the competing goods or services of the owner of the famous mark”;

· noncommercial use of a mark;

· all forms of news reporting and news commentary.

(d) There are certain marks that are specifically protected against dilution by the Lanham Act:

· Symbols of the Olympics;

· Smokey the Bear;

· Woodsey the Owl.

(e) Because there are both federal and state regimes to protect marks from dilution, and these regimes can operate differently, it is important to know whether a particular case is brought under the Lanham Act or a state dilution statute.

d. Why have a dilution remedy?  Dilution statutes are meant to protect two functions of a mark:

(1) the uniqueness of a mark; and

(2) the selling power of a mark.

e. Elements of a Dilution Claim:

(1) The plaintiff must demonstrate that he has a strong/famous mark (before the defendant began use):  “strong,” “distinctive,” and “famous” are all words that are used to describe the necessary strength of a plaintiff’s mark.  It remains to be seen whether these all mean the same thing.  The basic premise of this requirement is that a plaintiff’s mark can only be diluted if it is sufficiently prominent in the public’s mind;

(a) Famous for Who?  One question raised by the famous requirement is to whom must the mark be famous.  In Mead Data Central v. Toyata Motor Sales, the owner of LEXIS (the computerized legal research system), sued Toyota, the maker of LEXUS automobiles.  The court found that although LEXIS is famous in the legal community, it is not sufficiently famous to the general public to entitle it to dilution protection. Thus, the court required that the mark be generally famous (to the public at large), rather than specifically famous (to a small group of people).  Most courts, in contrast, have said that fame within a particular field is enough.

(b) Distinctiveness vs. Fame: according to Nabisco v. PF Brands, a mark must be both famous and distinctive in order to get protection under the Federal Trademark Dilution Act.  The court explained that “fame” means consumer recognition, while “distinctiveness” refers to an inherent characteristic separate from fame.  The following chart shows the relationship between distinctiveness and fame:

	FAMOUS?

	Yes
	No

	Distinctive
	Yes
	KODAK
	KAYEZ shoes

	
	No
	AMERICAN AIRLINES
	PENN GRILL


(c) Many state statutes do not require fame, just distinctiveness.  Schechter seems to think the problem is just one with vocabulary.  

(2) The defendant used the mark in commerce;

(3) The mark used by the defendant must be substantially similar to the plaintiff’s mark;

(a) Substantial Similarity: as was seen in Mead Data, substantial similarity in the dilution context requires the marks be more alike than is required in the infringement context.  In that case, the court held that LEXUS and LEXIS were not substantially similar because the two marks are spelled and pronounced differently.  This shows that in a dilution suit, unlike an infringement suit, the marks must be almost identical for a plaintiff to prevail.

(4) The defendant’s use must have caused the plaintiff harm either through (1) Blurring or (2) Tarnishment.

(a) Blurring: A mark may develop such a strong meaning that just invoking it will cause an association to the mark’s owner.  If used on noncompeting goods, there may not be a likelihood of confusion.  However, a proliferation of that mark would diminish the mark’s distinctiveness and selling power.  An example would be hypothetical use of the mark KODAK.  If different manufacturers were allowed to use the mark on bread, bicycles, car tires, fast food restaurants, etc., KODAK would no longer be able to describe camera equipment as well.  When someone says “Kodak” now, everyone understands what they are talking about, but in the hypo, invocation of “Kodak” would lead to the question “Kodak what?”  This is blurring – a whittling away of the distinctiveness of a mark.  

i. Actual Economic Harm: In Ringling Brothers v. Utah Division of Travel, the issue was when should blurring be found.  The plaintiff argued that test for blurring should require only that consumers make a mental association between the defendant’s use and the plaintiff’s mark.  Thus, the defendant’s slogan “the greatest snow on earth” would be found to blur the uniqueness and selling power of the plaintiff’s slogan “the greatest show on earth” since the former causes a mental association to the later.  The court rejected this test, explaining that it would require no more than the showing of fame and substantial similarity, thereby making the third element of the test (blurring or tarnishment) worthless.  Rather, the court required that the plaintiff show that the defendant’s use caused actual harm to the famous mark’s economic value by lessening its former selling power as an advertising agent for the plaintiff’s goods or services.  The court noted that a plaintiff could prove this actual harm either through survey evidence, proof of actual loss of revenues that can not be attributed to other causes, and other contextual factors, such as the similarity of the marks and their exposures.  This reflects the current view of the 4th and 5th Circuits that blurring will only be found where there is actual economic harm to the selling power of the mark

ii. Likelihood of Blurring: the 2nd and 7th Circuits have rejected the requirement of actual harm in order to find blurring.  As the 2nd Circuit explained in Nabisco v. PF Brands, the requirement of actual harm, in addition to being nearly impossible to prove, disadvantages both plaintiffs and defendants.  The plaintiff is left without a remedy because he must wait until his mark has already been blurred until he can take action.  By then the harm is already done, and the situation is exasperated by the fact that plaintiffs are only allowed to get injunctive relief, meaning that whatever harm the defendant did will go uncompensated.  Furthermore, the defendant will be disadvantaged because he will be forced to develop the mark and use it before finally discovering whether it violates the dilution law.  The defendant would be better served by a timely opinion on whether or not his use blurs the plaintiff’s mark.  Thus, the Nabisco court adopted a likelihood of dilution analysis that resembles the likelihood of confusion analysis.  The court looked at distinctiveness, similarity of the marks, proximity of the products and likelihood of bridging the gap, geographic limitations, sophistication concerns, etc.

iii. State statutes mostly require only a likelihood of dilution.  Schechter argues that t he mental association need for blurring is actually the same thing as a likelihood of confusion.

(b) Tarnishment: tarnishment occurs when a defendant uses the plaintiffs mark in an unsavory or critical manner.  It is meant to protect the positive association that owners have cultivated in their marks.  Tarnishment will usually be found only in cases where sex and/or drugs are involved.  In Hormel Foods Corp v. Jim Henson Productions, the makers of Spam sued Henson for the character  Spa’am in “Muppets Treasure Island.”  The court explained tarnishment: a trademark may be tarnished when it is linked to products of inferior quality, or is portrayed in an unwholesome or unsavory context with the result being that the public will associate the lack of quality or lack of prestige in the defendant’s goods with the plaintiff’s goods.  In that case the court found there was no tarnishment because the Spa’am character was positive.  (Also, the court declined to find dilution here because the defendant’s use was in the form of a parody.  See Dilution and Parody section below.)

f. Schechter noted that if a mark is really, really famous, there is no need for the dilution doctrine because there will automatically be a likelihood of sponsorship confusion (McDonalds vs. McSleep).  This calls into question the necessity of a dilution remedy at all, since only famous marks are protected, but a truly famous mark should already ideally be protected by an infringement claim.

g. Dilution of Trade Dress: the application of the dilution statutes to trade dress was not automatic.  Section 43(c) refers only to famous “marks.”  However, § 45 defines trademarks as including “any word, name, symbol or device or any combination thereof,” which the courts have interpreted to include trade dress.  

(1) Dilution of Trade Dress Packaging: the application of the dilution doctrine to trade dress packaging is sensible, since packaging plays such a key role in product liability (recall the in class presentation of CREST used in connection with the trade dress of Snickers, Reese’s Peanut Butter Cups, and other famous trade dress).

(2) Dilution of Trade Dress Product Design: the application of the dilution doctrine to trade dress manifested in product design, however, is much more problemsome.  Primarily, this type of protection would be troubling because copying of product design is a necessary component of competition.  The application of dilution to product design would allow owners to prevent non-confusing use by a competitor.  This would likely conflict with the principles of patent law (see also section below on relationship between patent law and unfair competition).  In Lund v. Kohler, the defendant had copied the plaintiff’s design for a particularly popular faucet design and the plaintiff alleged dilution.  The court rejected the plaintiff’s claim and established almost a per se rule against dilution claims in cases where the dilutive conduct involves a competitor copying a trade dress consisting of a product design.  

h. Dilution and Parody: dilution seems to provide a potentially powerful weapon for mark holders to use against parodists, since plaintiffs would not have to show likelihood of confusion (the stumbling block for parody suits under infringement theories since parody dissipates confusion).   

(1) How do parodies avoid dilution liability?  Section 43(c)(4) provides a list of affirmative defenses that may be raised to defeat a dilution claim.  Among those defenses are a couple that will usually free parodists from dilution liability.

(a) Section 43(c)(4)(A) allows for use of famous marks in comparative advertising; and

(b) Section 43(c)(4)(B) allows for non-commercial use.

(2) Restatement § 25(2) also states that “One who uses a designation that resembles the trademark, trade name, collective mark, or certification mark of another, not in a manner that is likely to associate the other’s mark with the goods, services, or business of the actor, but rather to comment on, criticize, ridicule, parody, or disparage the other, or the other’s goods, services, business or mark, is subject to liability without proof of likelihood of confusion only if the actor’s conduct meets the requirements of a cause of action for defamation, invasion of privacy, or injurious falsehood.”  

(3) Parody used to promote a defendant’s goods: in the Hormel case, the court found that the defendant’s parody of SPAM did not dilute the plaintiff’s mark, in part because it was a parody used simply to make fun of Spam.  The court in Deere & Co v. MTD Products, however, reached a different result.  In that case, the defendant portrayed the plaintiff’s logo as a cowardly (rather than majestic) deer in a comparative ad.  The court found that the ad constituted dilution.  It reasoned that where a defendant has used a competitor’s mark (although in a parody) to promote the defendant's goods, there is a great danger of diminishing the mark’s selling power.  The court noted that whether the mark’s use constitutes dilution will depend on whether the mark is attributed unfavorable characteristics that will ultimately cause an association between the mark and inferior goods or services.  Thus, use of a parody to promote goods is more likely to be considered dilution than noncommercial parody.

i. Remedies for Dilution: as noted above, a plaintiff in a dilution suit is entitled generally only to injunctive relief.  Most dilution matters are fought at the preliminary injunction stage.  If a preliminary injunction is issued, the defendant will usually give up.  Whether to enter a preliminary injunction will often rest on the plaintiff’s prospects for success (the stronger the likelihood of victory, the stronger the possibility of a preliminary injunction).  The court will also look at the equities involved to determine whether the plaintiff would be damaged if it were forced to wait for an injunction.  In Federal Express Corp. v. Federal Expresso, the court refused to enter a preliminary injunction despite a strong probability that the plaintiff (Fed Ex) would win.  The court explained that the existence of a couple of coffee shops in upstate New York did not pose so serious a threat to Fed Ex that it would suffer irreparable harm if the defendant wasn’t enjoined immediately.  Factors considered by the court in finding no irreparable injury were (1) the rate of dilution; (2) the likelihood of confusion; and (3) the plaintiff’s lack of urgency in pushing the claim.  The refusal to enter an injunction could be very beneficial to defendants like Federal Expresso, since they would have time to use up their supply of products bearing the mark, find a new name, and educate their customers about the upcoming change.

7. Trademarks on the Internet: in what ways can a mark holder protect his interest against invasion by others through their use on the internet?  This issue arises in the context of several aspects of internet technology.

a. Domain Names: Domain names are part of URLs, which are like addresses on the Internet.  Trademark Problems will arise w/r/t domain names when a person, who is not the owner of a mark, registers the mark as a domain name.  For example, if some guy registered Ford.com as his domain name w/o the permission of Ford.  This practice is referred to as “cybersquatting” and those who register such marks are “cyberpirates.”  How could Ford stop this practice?

(1) Dilution Claims: one way a mark holder could seek to protect his mark when another has registered it as a domain name would be to bring a dilution suit.  The plaintiff may have a hard time making out a dilution claim, however, since like all dilution suits, the plaintiff would have to establish the elements of dilution: (1) the plaintiff’s mark is strong/famous (before the ∆’s use); (2) the defendant’s use is of a substantially similar mark; (3) the defendant used that mark in commerce; and (4) the defendant’s use causes dilution of the plaintiff’s mark (traditionally this is the found only with blurring or tarnishment).

(a) Strong/Famous: the debate here would be the same as noted above in the Dilution section;

(b) Substantially Similar Mark: analysis also the same as above;

(c) Use in Commerce: this element can be tricky in a cybersquatting case.  The easiest scenario for a plaintiff would be if the defendant was a competitor who had set up a site to steal the plaintiff’s sales – e.g. Pepsi registers Coke.com in order to steal Coke customers.  A slightly more difficult case would be the use of the mark on a site selling noncompeting goods – Porn site registers Kodak.com.  That case would still involve commerce.  But what about a defendant like the one in Panavision v. Toeppen, who registers panavivion.com and posts pictures of Pana, IL.  In that case there would no commerce taking place on the actual site.  The court in Panavision, however, still found use in commerce since Toeppen was a cyberpirate who had registered the marks of several companies in order to sell them back.  Thus, whereas the mere registration of a trademarked domain name does not qualify as commercial use, where the defendant is in the “business” of registering the trademarks to sell them back to their owners, that will constitute commercial use.  (Way to get around this: just don’t actively solicit payment for the domain names – “Oh, I couldn’t possibly sell the rights to Panavision.com.  So how much are you offering?”)

(d) Dilution: normally, dilution is only found where there is blurring or tarnishment, but in Panavision and most other cybersquatting cases there will be neither (unless the defendant actually uses the cite to blur or tarnish).  The court in Panavision was undeterred, explaining that although cybersquatting is neither blurring, nor tarnishment, it is nonetheless dilution.  Thus, there could be a new category of dilution – cybersquatting – based on the value of a domain name as a corporate asset and the time and expense that would come to plaintiff's customers if they were forced to do extensive searches for the plaintiff’s site.  

(2) The Anti Cybersquatting Consumer Protection Act (ACPA): this law was codified in § 43(d) of the Lanham Act.  It provides that “A person shall be liable in a civil action by the owner of a mark, including a personal name which is protected as a mark under this section, if, without regard to the goods or services of the parties, that person – has a bad faith intent to profit from the mark…and registers, traffics in, or uses a domain name” that is identical or confusingly similar to a distinctive mark, or identical, confusingly similar, or dilutive of a famous mark.

(a) Bad Faith Intent: the key to triggering protection under the Anti Cybersquatting Consumer Protection Act is showing bad faith intent.  An example of a case where such intent was found is Sporty’s Farm v. Sportsman’s Market.  In that case, the defendants registered the domain name sportys.com for a website on which they sold pilot’s equipment (and eventually Christmas Trees).  The plaintiff was a catalog company that owned the trademark SPORTY’S for a pilot’s equipment catalog.  The defendant argued that its use was not in bad faith, but the court found otherwise relying on (1) the fact that the defendant’s were competitor’s of the plaintiff, and (3) the implausibility of the defendant’s explanation of how the mark evolved (a dog name spotty once played on this farm, which became known as spotty’s and subsequently sporty’s farm, which is where the Christmas trees are now grown…).  The Act contains a list of potential factors leading to a determination of bad faith:

· the trademark or intellectual property rights of the defendant in the domain name;

· whether the domain name consists of the legal name of the defendant or of a name that is commonly used to identify that person;

· the defendant’s prior use of the domain name in connection with the offering of bona fide goods;

· the defendant’s noncommercial or fair use of the mark on the site accessible under the domain name;

· the defendant’s intent to divert consumers away from the mark owner’s online location and harm the owner’s goodwill for either commercial gain, or with the intent to tarnish or disparage the mark, by creating a likelihood of confusion as to the source, sponsorship, affiliation, or endorsement of the site;

· the defendant’s offer to transfer the domain name for financial gain, or his prior conduct indicating a pattern of such conduct;

· the defendant’s use of false or misleading contact info when applying for the domain name;

· the defendant’s multiple registration of domain names that are identical or confusingly similar to famous or distinctive marks; and

· the extent to which the mark used in the domain name is famous or distinctive.

(b) The ACPA does not resolve disputes between multiple goods faith users, such as Delta.com: for faucets or the airline.

(c) Remedies: the remedy for an ACPA suit will depend on how the plaintiff decides to proceed.  The Act offers two options – the plaintiff may proceed either in personam or in rem.  The plaintiff must proceed in personam against the registrant where the registrant can be located.  This type of action will entitle the plaintiff to the full set of remedies.  The plaintiff can, however, proceed in rem against the website where it can not get jurisdiction over the registrant after a diligent search.  This will come up most often in a case where the registrant is a phantom (gives false info) or where the registrant is a foreign entity which can not be hailed into US courts.  The problem with in rem jurisdiction from the plaintiff’s point of view is that it can only lead to the transfer of the site and not to other civil remedies.  As the court pointed out in Alitalia-Linee v. Casinoalitalia, however, a plaintiff can not proceed both in rem and in personam at the same time.  

b. Spam: another problem relating to trademarks arising from the internet is the use of spam – the practice of sending unsolicited advertisements to people’s e-mail accounts.  What is the remedy for an internet provider whose network is used for spam?  In reality, this practice will not usually fall squarely into the trademark realm.  However, as was demonstrated in AOL v. IMS, a internet service provider can sometimes use trademark law to stop a spammer.  

(1) Section 43(a) false designation of origin suit: under § 43(a) of the Lanham Act, an internet service provider can prevail in a false designation of origin suit if it can prove that:

· the defendant used a false designation of origin; 

· which was likely to deceive (confuse) people; and

· the plaintiff will be damaged by such an act.

(a) In AOL v. IMS, the defendant had used the plaintiff’s name in the subject line of the emails to make people think that the message was from AOL.  The court found that this was a false designation of origin that was likely to deceive people.  The court held that AOL’s damages were the resources that it had to expend to send out and store those thousands of spam messages.  

(2) Alternative Remedies: in AOL, the plaintiff may also have had a remedy available under a common law theory of trespass to chattels.  

c. Metatags: metatags are hidden code words programmed into a website in order to draw the attention of a search engine.  For example, Pepsi’s metatags may include Pepsi, Pepsi-Cola, beverage, pop, Brittany Spears, etc.  The trademark question with respect to metatags is whether a person can use a trademark he doesn’t own in his metatags – can Pepsi place “Coke” in its metatags?

(1) Infringement Suits: some plaintiffs have brought suit under an infringement theory to try to prohibit the use of their marks in a defendant’s metatags.  The question is, how could there ever be infringement  because there is no likelihood of confusion.  Even if Pepsi put “Coke” in its metatags, the internet surfer looking for his favorite carbonated beverage would know immediately that he had reached Pepsi’s site, rather than Coke’s.  

(a) Initial Interest Confusion: the court in Brookfield Communications v. West Coast Entertainment found a way around the likelihood of confusion obstacle.  It held that West Coast had infringed Brookfield’s MOVIEBUFF mark by including the mark in its metatags.  The court explained that although visitors to West Coast’s site apparently were not confused as to whether it was run by Brookfield, their initial interest was mislead from its intended destination.  The court theorized that surfers would be looking for a specific entertainment website (Brookfield) but end up at another (West Coast).  But instead of starting over and looking for the intended site, the surfer would likely just give up and settle for the infringing site, thereby costing the plaintiff a sale/visitor.  The court made an analogy to advertisements along the interstate.  As a motorist is driving along, he may decide that he wants a McDonalds hamburger.  He sees a sign for McDonalds “exit 8.”  He gets off only to find out that there is no McDonalds, just a Burger King.  But since he is hungry and tired of looking, he stays at BK rather than going one more exit down the road to a McDonalds.  This is called initial interest confusion.  A website using a trademark in its metatags diverts the visitor’s initial interest for its intended destination.

(b) Descriptive Fair Use: another case arising out of a dispute over metatags involved a website of a former Playboy Playmate.  The defendant had placed both “playboy” and “playmate” in her metatags.  The court held that this was descriptive fair use, since it was merely describing the contents of the site.  This seems like it would be the case with much of the use of trademarks in metatags, which normally describe the contents of a site.

(2) Banner Ads: a problem similar to that of metatags is the use of banner ads triggered by keywords in a search.  What if Pepsi paid Netscape to run a Pepsi ad every time a person did a search for Coke?  What if Yahoo sells trademark links for banner ads? This was the issue in Playboy Enterprises v. Netscape, where the defendant sold advertising space on search results pages when a person did a search for “playboy.”  The Court rejected the plaintiff’s suit, finding that “playboy” had become an ordinary English word.  

d. Other Trademark Issues on the Internet: Schechter also addressed the practice of “Linking” and the existence of “Suck sites,” neither of which will normally lead to infringement.  Links are normally considered descriptive fair use, while “suck site”  will not lead to confusion and are probably protected by the First Amendment (see section on relationship between First Amendment and unfair competition law below).

E. Geographically Remote Trademark Use

1. Generally: the third variation on the paradigmatic infringement case occurs where tow people use the same mark, but in geographically remote areas.  In such cases, potential harm to a plaintiff is much lower because there is no immediate loss of business.

2. Common Law Rule: at common law, the geographic extent of rights was coextensive with the geographic extent of use (trademark rights reflected the area of exploitation).  Geographically remote users were not trademark infringers, so long as the adoption of the mark was made in good faith.  Thus, the senior user (the first user) owns the mark where he exploits it, while an innocent junior user (good faith remote user) owns the mark in the area where he exploited it.  

a. Good Faith: what is the standard of bad faith?

(1) Knowledge of the existence of the mark + effort to exploit the good will of the mark = bad faith.

3. Lanham Act: the major effect of the Lanham Act on the common law regime of geographically remote users involves the Act’s constructive notice provision.  Once a mark holder registers, he is considered as having given notice to all others of his use.  This prevents a geographically remote user from claiming good faith, since he will be presumed to have known about the plaintiff’s use.  The effect of federal registration was is seen in Dawn Donut v. Hart’s Food Stores.  In that case, the defendant was a NY baker who had been calling his donuts “Dawn Donuts,” a reference to the fact that they were baked at dawn.  The plaintiff was the owner of the federally registered mark DAWN as applied to donuts.  The parties were geographically remote users, and the defendant apparently did not actually know of Dawn’s existence.  However, since the plaintiff registered its mark defendant was considered to have had constructive notice and therefore was deemed a bad faith user. 

a. Constructive Notice: Lanham Act § 22 states: “Registration of a mark…shall be constructive notice of the registrant’s claim of ownership thereof.”

b. Likelihood of Confusion: although the Lanham Act effectively does away with the possibility that a registered mark could be adopted in good faith by a geographically remote user, it does not replace the likelihood of confusion requirement.  In Dawn Donut, the court found that the defendant could not have been a good faith user, but nonetheless refused to issue an injunction because the geographically remote use caused no likelihood of confusion.  However, as soon as the plaintiff moves into the defendant’s NY market, the defendant would be required to cease use of the mark because there would then be a likelihood of confusion.  

c. Abandonment: when there is a suit against a geographically remote user, a common defense may be that the plaintiff abandoned the market in the defendant’s geographic area.  This argument, however, can not prevail unless the plaintiff abandoned the mark nationally.  Abandonment requires nonuse of a mark nationally.  The rationale behind this is that otherwise a registrant would be required to use the mark nationwide within three years to avoid abandonment. 

(1) Lanham Act § 45 defines Abandonment: A mark shall be “abandoned” when either (1) “use has been discontinued with intent not to resume such use”;  or (2) “any course of conduct of the owner, including acts of omission as well as commission, causes the mark to become the generic name for goods or services on or in connection with which it is used or otherwise to lose its significance as a mark.”  Nonuse for three consecutive years is prima facie evidence of abandonment.  “Use” means use in the ordinary course of trade, not that made merely to reserve the right in a mark.

d. Defendant’s Prior Use: what happens when a geographically remote defendant used a mark prior to registration of the plaintiff’s mark?  In such a case, the defendant would not have had constructive notice of the plaintiff’s use and therefore could be a geographically remote user.  Lanham Act § 33 provides a defense to an infringement suit where “the infringing party innocently adopted the mark before the registrant registered and has been in continuous use of the mark since.”  

(1) Burger King of Florida v. Hoots is a case involving a good faith geographically remote user under the Lanham Act.  In that case, the plaintiff opened its first Burger King restaurant in 1953 in Florida, but did not obtain federal registration until 1961.  In the interim (1957), the defendant adopted the Burger King mark in good faith in IL.  The court held that the plaintiff could not prohibit the defendant’s use in the geographic area where the defendant had exploited the mark in good faith (w/o constructive notice).  This means that the defendant enjoys an enclave where he can use the mark w/o fear of infringement.  However, the defendant may not use the mark outside the enclave.

e. Effect of State Regulation on Federal Rights: in Burger King, the defendant argued that its state registration in 1959 entitled it to exclusive rights in the entire state.  The court rejected this argument under a Supremacy Clause theory that requires federal law be superior to state law.  Thus, there was no significance of the state law registration in this case.

(1) So why register under state law?

(a) superior rights to other non-federal registrants;

(b) puts other firms on notice of registrant’s use.

(2) Why didn’t Hoots register his mark federally?

(a) Section 2(d) prevented the registration because Burger King was a prior user; and

(b) Hoots did not use his mark in interstate commerce.

f. Concurrent Registration: Lanham Act § 2(d) provides for the concurrent registration of the same mark used by geographically remote users if (1) there would be no likelihood of confusion; and (2) both registrants “have become entitled to use such marks as a result of their concurrent lawful use prior to” the earliest filing of an application for registration.  The concurrent registration can be made only to the extent that there will be no resulting confusion.  

(1) Likelihood of Confusion: An example of a case of an application for concurrent registration was denied due to a likelihood of confusion is Weiner King Inc v. Wiener King Corp.  In that case, the two parties both claimed the right to register their WEINER KING mark to refer to hot dog restaurants.  The plaintiff (WKNJ) actually had used the mark first in New Jersey.  Soon after, the defendant (WKNC) began to use the mark in North Carolina.  At that point both parties were geographically remote good faith users.  At some point WKNC both learned of WKNJ’s existence and obtained federal registration.  WKNJ later applied for concurrent nationwide registration of the mark.  The court rejected nationwide concurrent registration because that would have caused confusion (since WKNC had opened 100 stores nationwide after registration).  The court did allow WKNJ to continue to operate in its NJ enclave exclusively.

(a) Good Faith: in Weiner King, the court held that the mere fact that WKNC was aware of WKNJ did not mean that the defendant had operated in bad faith.  Why was there bad faith in Dawn Donuts, where the defendant never actually knew of the plaintiff, but in this case there was no bad faith, despite the defendant’s knowledge?  On answer could be that Dawn Donuts had federally registered while WKNJ had not.

(2) Policy of Concurrent Registration:

(a) incentive to register;

(b) consumer interests: protect the significance of the trademark in the minds of consumers;

(c) protect good faith users.

4. Summary of Geographically Remote User Cases:

	Case:
	Dawn Donut
	Burger King
	Weiner King

	Order of Use
	(1) A uses

(2) A registers

(3) B uses
	(1) A uses

(2) B uses

(3) A registers
	(1) A uses

(2) B uses

(3) B registers

	Outcome of the Case
	B is a bad faith junior user due to constructive notice via registration.  B therefore has no rights and will be forced to cease use if likelihood of confusion.
	A gets nationwide rights, except in B’s enclave, where B was a good faith junior user.


	A and B entitled to concurrent registration as long as no likelihood of confusion b/c both were good faith users.


IV. Unfair Competition 

A. Business Ideas

1. Generally:  an idea is the ultimate intangible.  Often, people will get ideas they think will lead to economic advantage, but that they can not exploit by themselves.  Thus, these people turn to idea submission, where they submit the idea to a company they think can exploit the idea.  The question is, when should a person be paid for an idea?

a. Common Cases: there are a few ways that these cases commonly arise:

(1) The Entertainment Industry;

(2) Marketing ideas;

(3) Product improvement ideas.

b. Theories for recovery after submission

(1) contract theory: the idea submitter and the recipient company have a contract that the company will pay for the idea if they use it;

(2) unjust enrichment theory: the recipient company should not be able to gain a profit of the submitter’s work;

(3) property theory: the submitter owns the idea and therefore it is a trespass to his property for the recipient company to use it with out paying.

c. Today everyone accepts the notion that submitters must be compensated for ideas.  Generally, the contract theory is the one that is relied upon to reach this result.  Rule: the idea submitter is entitled to recover damages for the defendant’s appropriation of the idea when that idea is (1) original (not novel); (2) useful; (3) concrete; and (4) disclosed under circumstances which, reasonably construed, clearly indicate that compensation is contemplated if the idea is accepted and used. 

2. Concreteness: in order to collect for an idea, it must have been concrete, meaning not so general that it was worthless without the work of others.  Concreteness was addressed in Hamilton National Bank v. Belt, where the plaintiff had submitted an idea for a radio program staged like a high school program, with students performing “assignments.”  The defendant, who listened to the idea and eventually developed it on its own, argued that this idea was not sufficiently concrete to be entitled to payment.  The court disagreed, noting that the court held that the idea was sufficiently concrete because, although the plaintiff did not provide scripts, he did come up with the format of school performances and articulated the way the program was to proceed.  If the plaintiff had only thought of broadcasting of school talent, the court noted, the idea would have been too general.  On the other hand, if the defendant came up with a full script, it definitely would have been concrete.   But a full script wasn’t necessary.

3. Novelty: an idea submitter also can not get paid unless his idea is novel.  In order to be novel, an idea must be non-obvious.  Non-novel ideas are in the public domain and therefore can not be protected.  The issue of novelty came up in Murray v. National Broadcasting Co., where the defendant argued that the defendant, NBC, had stolen his idea for a non-stereotypical sitcom staring a black family, when it began airing the Cosby Show.  NBC responded that even if the Cosby Show was the plaintiff’s, the idea lack novelty and therefore did not deserve payment.  The plaintiff responded that the idea had to be novel for the very reason that it was non-stereotypical and had never been done before (the Cosby Show was the first portrayal of a strong black family, the plaintiff argued).  The court ruled for NBC, holding that just because an idea has never been executed before, doesn’t mean that it was never thought of (the idea of integration is not novel merely because integration itself is).  The court explained that the plaintiff’s idea was not novel because it merely represented an adaptation of an existing formula with known ingredients.  

a. Lessons Learned in Murray: How to Refute Novelty:

(1) show that someone else has already come up with the same idea;

(2) show that the idea was an obvious combination of commonplace ideas (combination of non-novel ideas – even such a combination can result in novelty if the combination itself was non-novel).

b. The state of California does not require an idea be novel in order to get protection.

4. Independent Development: a recipient company will not be required to pay for a submitted idea, even if the company eventually used the idea, so long as the company’s use was the result of independent development.

a. Ways to show independent development:

(1) documents and testimony of employees and advertising agency;

(2) Practice of keeping submitted ideas separate.  The was seen in Downey v. General Foods Corp, where the plaintiff submitted an idea for a Jell-O ad campaign involving the phrase “Wiggle.”  Jell-O later came out with an ad campaign directed at kids calling the Jell-O “Mr. Wiggle.”  Jell-O’s practice of segregating ideas allowed them to prove to the court that the idea for Mr. Wiggle had been developed independently from the plaintiff’s submission.  (The Court also held that the submission was non-novel because the defendant had already used the phrase “Wiggle” in prior ad campaigns.)  Way to circumvent segregation: set up a meeting and present the idea directly.  

B. Misappropriation

1. Generally: Misappropriation occurs where a plaintiff creates an intangible and offers it to users.  A defendant gains access to the intangible and uses it for his own commercial purposes.  Misappropriation differs from idea submission in that there is no one on one contact.

2. International News Service v. Associated Press: this is the first and most important misappropriation case. It was decided by the Supreme Court sitting in diversity jurisdiction prior to the Eire decision and thus relies on federal common law and no longer has precedental value.  Nonetheless, it remains the leading case expressing a theory of misappropriation.  The case involved the news gathering practices of two wire services – INS and AP – during World War I.  AP was the largest wire service, and had many reporters stationed in Europe who would use wires in England to send news back to the US.  INS was a smaller service, but still had reporters in Europe.  However, since INS had been critical of the British, England refused to let the service use English wires.  This meant that INS was unable to get its subscribers news of the war.  In order to handle this problem, INS started getting AP stories just after they were published and rewriting them and then sending them to INS newspaper in the west who had not yet published.  Often, the result was that INS newspapers in the west would receive the stories before the AP papers.  AP got upset about this practice and brought suit.  But under what legal theory could it stop INS?

a. Theories Supporting AP’s position: there were several legal theories that seemed relevant to AP’s position, but which were not directly on point:

(1) Copyright Law: copyright law was the main protection for published material.  The problem was that it covered only the form of expression, not the underlying ideas or facts.  Thus, since INS was rewriting the stories, it could not be held liable under copyright law.

(2) Theft of Trade Secrets: AP was unable to rely on this legal theory because the intangibles “stolen” by INS were not secrets.  In fact, AP itself was making the stories public.

(3) Trademark: AP might have also thought about proceeding under a theory of false designation of origin, but this approach would have been quickly rejected.  The problem was that INS was not stealing the plaintiff’s name or trying to make people believe the stories came from AP when INS had actually written them.  Rather, INS was stealing AP’s product and not giving credit.

(4) Generic Unfair Competition: AP was forced to proceed on a generic theory of unfair competition.

b. Defendant’s Argument:

(1) The news is in the public domain and anyone should have the right to communicate it once it is made public.  Court: this is true with respect to AP’s readers and the general public, but INS is a competitor who should not be allowed to use AP’s hard work to turn a profit.

c. Court: AP created a valuable intangible, which INS misappropriated and used for its own profit.  This will act to kill the incentive of AP to continue to collect the news because its members will leave for INS’s cheaper service (made cheaper because it doesn’t have to hire reporters).  AP will then have to charge more, which will lead to more newspapers switching to INS, until AP eventually goes bankrupt or abandons the collection of news.  

d. Brandies Dissent: the default position in our society is free copiability and things are only removed from that realm with legislation from Congress.  The reason for this is because effective competition requires copying.

3. Rule of INS: there are four factors that can be used as guideposts to determine whether INS misappropriation may be appropriate:

a. plaintiff created a valuable intangible;

b. this intangible is the plaintiff’s stock in trade (If the intangible was something that was only created once, like an idea for a restaurant, it should be freely copiable because that would be the only way to engender competition.  If the idea was really excellent, it could be protected under patent law.  In class example: lay-down restaurant – eat while lying down.  If someone came up with this idea and it became a hit, only patent law should protect it.  Otherwise, the only way to compete in the lay-down restaurant market would be to copy the idea);

c. the defendant takes the idea without the plaintiff’s permission and uses it to his own economic advantage;

d. the defendant’s misappropriate causes harm to the plaintiff or destroys the incentive to create further intangibles (direct competitor? See below).

4. Direct Competition Requirement: in United States Golf Association v. St. Andrews Systems the court held that there was no misappropriation when the defendant began creating computer programs to help golfers calculate their handicaps using the USGA’s formula.  USGA argued that the use of its formula by the defendants amount to misappropriation.  The court disagreed, finding that the lack of direct competition between the parties in the plaintiff’s primary market meant that there was no harm to the plaintiff.  The court explained that incentive to develop such formulas would only be destroyed where the defendant was directly in competition with the plaintiff and misappropriated the formula for the same purpose as the plaintiff developed it.  Otherwise, the plaintiff’s incentive for developing the formula would remain the same.  Thus, in order for there to be misappropriation, there must be direct competition between the parties (at least in jurisdictions following this USGA decision.  Sometime after this suit, the USGA brought an identical suit in California against a different defendant and won under a misappropriation theory.)

a. Schechter pointed out that USGA’s incentive for developing the formula may have been to get licensing fees from people such as the defendant, and in such a situation, the USGA’s incentive would have been destroyed by St. Andrews’ free riding.  

5. Restatement § 38 rejected the general misappropriation theory of INS.  It states that appropriation of another’s intangible trade values is subject to liability only under a theory of trade secrets or right of publicity, or under some other statute (breach of contract, copyright).  Many others argue that INS should be limited to its facts.  These people say that the case should stand for a requirement of “lead time advantage” (a sag in time during which an inventor can recoup his investment) before copying is allowed.

6. Bottom Line: the misappropriation doctrine is a fragile basket to place one’s eggs in.  It is a last resort if there is no other legal theory under which to operate.

C. Right of Publicity

1. Generally: the right of publicity provides protection for celebrities so that they can prevent the unauthorized use of their persona.  The persona or performance marketed by a celebrity is an intangible value.  People buy posters of Mark McGwire in order to evoke thoughts of excellence.   The right of publicity allows McGwire to bring a suit if someone uses his persona without his permission.

2. Justifications for Protecting the Right of Publicity (See Cardtoons v. Major League Baseball Players Association):

a. Economic Justifications

(1) incentive to create;

(2) efficient allocation of resources (makes the right valuable if only one person can have it – otherwise would use it and it would be worthless);

(3) consumer deception.

b. Non-economic Justifications

(1) celebrities earn the benefit through their cultivation of image and talent;

(2) prevent unjust enrichment;

(3) prevent emotional injuries.

3. Origins of the Right: there is some dispute between the different jurisdictions as to the origins of the right of publicity.  Some jurisdictions consider it a part of the misappropriation doctrine, while other call it part of the general right of privacy.

a. Misappropriation: this theory holds that a defendant has misappropriated the intangible value that a celebrity has worked hard to develop.  If the right of publicity is considered part of the doctrine of misappropriation, it has gained much more widespread acceptance than misappropriation generally.

b. Privacy: other jurisdictions have held that the right of publicity falls within the general category of the right of privacy.  

(1) According to Hirsch v. S.C. Johnson, there are four types of privacy torts:

(a) Intrusion: which is essentially spying;

(b) Disclosure: which involves revealing truthful, but confidential information;

(c) False Light: which involves the dissemination of information that mischaracterizes a person (like defamation, but about emotion rather than economics – it is possible to have false light without defamation);

(d) Appropriation Privacy: which provides that the unauthorized use of a name or likeness for a commercial purpose is like theft.  This is different from the other branches of privacy because it protects a person’s economic, rather than mental and emotional interests.

(2) In the Hirsch case, the court held that the plaintiff, “Crazy Legs” Hirsch, had a property interest in his name that allowed him to keep S.C. Johnson from naming its shaving cream “Crazy Legs.”  

c. Statute: increasingly, the right of publicity is a statutory right.  This was seen in the Hirsch case, but too late for the plaintiff, when Wisconsin passed a statute that prohibited “the use, for advertising purposes of trade, of the name portrait or picture of any living person, without having first obtained written consent of the person.”  Although such statutes exist in most states, there is not yet a federal right to privacy.

(1) Another example of a state statute protecting the right to publicity was found in Midler v. Ford Motor Co.  In that case, Bette Midler sued Ford, alleging a violation of her right of publicity based on Ford’s use of a copycat singer in a car commercial.  California Civil Code § 3344 provided damages to any person injured by another who uses the person’s “name, voice, signature, photograph, or likeness, in any manner.”  

4. Restatement § 46: Appropriation of the Commercial Value of a Person’s Identity: The Right of Publicity: “One who appropriates the commercial value of a person’s name, likeness, or other indicia of identity for purposes of trade is subject to liability for the relief appropriate…”  Restatement § 47, however, notes that the right of publicity does not extend to First Amendment uses such as “news reporting, commentary, entertainment, works of fiction or nonfiction, or advertising that is incidental to such uses

5. Scope of the Right: as was seen in Hirsch, the right of publicity encompasses the use of not only one’s name, but also nicknames given to that person (the court’s example was that if the name Samuel Clemens was entitled to protection, surely too was Mark Twain).  What about things other than name or likeness?

a. Voice: in Midler v. Ford Motor Co., Bette Midler sued Ford for using a sound-alike in a car commercial to sing one of the Divine Miss M’s old songs.  The court first held that Midler was not entitled to relief under the state right of publicity statute, since the commercial did not use her “name, voice, signature, photograph or likeness.”  The voice used, the court pointed out, was that of another signer.  The court did find, however, that Midler had a cause of action under CA common law, which under Motschenbacher v. R.J. Renyolds, recognized an injury from the appropriation of the attributes of one’s identity.  The court noted that the voice is one of the most palpable ways of identifying someone.  “When a distinctive voice of a professional singer is widely known and is deliberately imitated in order to sell a product, the sellers have appropriated what is not theirs and have committed a tort.”

(1) Schechter made the argument that this case was really about likelihood of confusion.  He gave the hypo of a tall, thin black woman appearing in a car commercial, singing Midler’s song in an uncanny Midler impression, and asked whether the court would have come out the same way under those circumstances.  It can’t be the voice alone that the court was concerned with.

(2) The Motschenbacher case was one where a cigarette company had used the plaintiff’s race car in an advertisement.  The picture had originally included the plaintiff, but he was blacked out so only the car was visible.  The court found that the plaintiff’s absence from the picture did not prevent recovery, since the car was closely identified with the plaintiff.  The defendant’s use of the car without the plaintiff’s permission was termed to be tantamount to using the attributes of the plaintiff’s identity, and therefore implicated the right of publicity.

b. Alter Egos: should the right of publicity extend to the persona of an actor as a character he once played.  This question was presented in Lugosi v. Universal Pictures, where the family of Bela Lugosi sued Universal for placing Dracula on merchandise.  The family claimed that this infringed Lugosi’s right of publicity.  The issue before the court was whether “Lugosi-as-Dracula” could be protected within the right of publicity.  The court did not reach the issue, however, because it found that the right of publicity did not extend beyond the celebrity’s death (the right was not descendible).  Schechter, however, pointed out that it was hard to tell where Dracula began and Lugosi ended.

(1) Other Alter Egos: it may seem to be an easier case to make to extend right of publicity protect to other alter ego cases.  Two examples would be Paul Reubens (Pee-Wee Herman) and Groucho Marx.  The alter egos of these actors were their creations and seem as though they should be protected.  But what about cases where the right seems to be asserted by the actor more to protect a character than the actor himself.  A recent case involves Norm (George Wendt) and Cliff (John Ratzenberger) from Cheers, who brought suit against a licensed Cheers look-alike bar that had placed statutes at the bar resembling the two actors, wearing the same clothes as they wore in the TV series.  Should Norm and Cliff win?

(2) Descendibility: in Lugosi, the court held that the right of publicity is not descendible.  However, in most jurisdictions the right of publicity will survive a celebrity’s death.  The question is how long will it last.  The general range is anywhere between 10-50 years.  

(3) Continuum of Right of Publicity Protection: Alternatives

(a) no right of publicity;

(b) right of publicity exists, but it only protects name, likeness, voice (not characters);

(c) right of publicity protects everything mentioned above, plus alter egos (but not characters);

(d) right of publicity protects everything above, and all characters.

c. Objects Related to the Plaintiff:  what if the defendant uses objects related to the plaintiff, but does not use the image of the plaintiff.  White v. Samsung was such a case, where Vanna White sued Samsung for an ad with a robot wearing a blonde wig and turning letters on a Wheel of Fortune-type board.  The court held in that case that the defendant had appropriated attributes of the plaintiff’s identify in order to recall her image in the public’s mind.  The court found that this violated White’s right to publicity.  In a strong contrary opinion, Judge Kozinski argued that the only thing that made people think of White was the game board, and this was a character, not White’s own persona, and therefore could not be protected.  

6. Policy of Right of Publicity: generally, it is said that the right of publicity is necessary as an incentive to encourage people to be successful in their crafts.  If this is the true motivation of the right, who should be protected?

a. Athletes (Hirsch);

b. Actors/Actresses (Lugosi);

c. Singers (Midler);

d. Celebrities (White)

e. Politicians (should not be protected because they need no incentive);

f. Pope?  (what if the proceeds were to go to the church?);

g. Infamous people (would society really want serial killers to have an incentive?);

h. Martin Luther King Jr. (in N.D. Ga he has been found to have a right of publicity).

D. Federal Displacement of State Prosecution of Intellectual Property

1. Preemption Generally

a. Preemption: How do you resolve a conflict between federal and state law?  Federal law wins under the Supremacy Clause and state law is preempted.  There are two types of preemption.

(1) “Occupy-the-Field” Preemption: occurs when Congress passes a statutory scheme that indicates (expressly or implicitly) that it is the only authority in a particular field.  All state law is then preempted, regardless of whether it is complementary or contrary to the federal scheme;

(2) “Conflict” Preemption: occurs where Congress passes a statutory scheme that allows (either explicitly or implicitly) for complementary state statutes.  In this situation, state laws would be preempted only when there is a conflict with the federal scheme.

b. Preemption is usually claimed by defendants in state law suits in order to avoid liability under the plaintiff’s state law theory.  Preemption is only an issue when there is a state and federal statute.  Conflicts between two federal laws are not governed by a preemption analysis.

c. Potential Preemption Problems in Unfair Competition Law

	Federal Laws
	Constitution
	Patent Statutes
	Copyright Statutes
	Lanham Act






Conflict With

	State Statutes
	Trademark (trade identity)
	Misappropriation
	Special or Specific Laws

	
	tm in words
	tm shape or trade dress
	generic (INS)
	rt of publicity
	trade secrets
	


2. Preemption of State Trade Dress Protection by Federal Patent Law

a. Patents: the federal law protects inventions when they meet a certain list of requirements.  What happens if an invention is for some reason unpatentable under federal law?  Can the inventor nonetheless receive protection under state law?

(1) Ways that an invention would be lacking a patent

(a) patent declared judicially invalid;

(b) patent has expired;

(c) patent application never filed

(d) patent application denied

· not novel

· not nonobvious

b. Sears-Compco Doctrine: these two decisions were handed down the same day by the Supreme Court and are always referred to together.  

(1) Sears, Roebuck v. Stiffel Co: the issue in this case was whether a non-patented pole lamp design could receive state trade dress protection so that the plaintiff could prevent others from making the lamp.  Stiffel was the first to manufacture the wildly popular lamp, but its patent was held judicially invalid.  As an alternative to get Sears from knocking-off the lamp, Stiffel asserted that its lamp was protectable under state trade dress law.  The plaintiff alleged that: (1) its design had acquired secondary meaning; (2) it was nonfunctional; and (3) there was a likelihood of confusion created by Sears’ product.  Although the trial court accepted Stiffel’s argument, the Supreme Court disagreed that state trade dress law could protect unpatentable products.  Justice Black noted that Congress did not intend to protect unpatented devices and that all devices could be placed into two categories: (1) patented (and thereby regulated by the patent statutes); and (2) unpatented (and thereby open to free public use).  The Court reasoned that a state could not come along after a patent had expired and extend infinite protection to a device and thus a state should also not be able to give patent protection to a device that was found lacking in novelty, even if this protection takes the form of trade dress law.

(a) Result: Illinois can not give rights to unpatented products – state law is preempted.

(b) Rationale: Congress’s intention in passing the patent laws was two-fold: (1) provide incentive for people to invent good things; and (2) to encourage people to patent their inventions and therefore disclose to the public how it was done.  In order to achieve these goals, Congress gives inventors of patented devices a limited monopoly.  If the state were able to give the same advantages to people who (1) don’t invent such good things (b/c don’t meet the qualifications for a patent) and (2) don’t disclose their process to the public – then the incentive to invent and patent devices would be destroyed.  The federal scheme strikes a balance between providing incentives to inventors and the public interest in having products freely available.

(c) Broad Interpretation of Sears: read at its broadest, the Sears decision means complete preemption for all state regulation of intellectual property law.  This is because of Black’s two categories of things – patented and unpatented.  Under the Court’s theory, all those things deserving of protection are already covered by the patent law.  Thus, the states can not protect anything that is not already protected by federal statute, and there would be no need to protect those rights already protected by the federal scheme.  There is no analytical reason that this same logic wouldn’t apply to copyright and trademark law as well.  There are two types of things: those already protected (copyrighted, covered by the Lanham) and those not eligible for protection.

(2) Compco v. Day-Brite Lighting: this case was basically the same as the Sears case.  The Court noted that unpatentable items can not be protected, regardless of secondary meaning.  The public is free to copy such devices (in this case florescent lighting).

c. Narrowing Sears-Compco: in Bonito Boats v. Thunder Craft Boats the Supreme Court narrowed the Sears-Compco Doctrine so that states could still pass some regulations dealing with intellectual property, so long as the regulations are consistent with federal law.  This case involved a state anti-reverse engineering law that prohibited the direct molding of boat hulls in order to copy them.  The plaintiff had invested a lot of time and money in developing a new boat hull, which the defendant then took and copied with virtually no investment.  Florida had passed a statute to prevent this very kind of activity because it destroyed incentive for parties like the plaintiff to develop new boat hull designs.  The Court, however, found that the Florida law conflicted with the federal scheme of patent protection.  Basically, the Court said that Congress decided not to protect designs such as the plaintiffs, Florida didn’t like that decision, and therefore passed the statute.  The Court noted that the FL statute itself reduced incentive to develop novel products because manufacturers could get protection regardless.  Court: if your design is so good, go get a patent.

(1) After this decision Congress passed a statute to protect hull design (the statute had originally been written to protect all industrial designs, but had been narrowed to cover only boat hulls).

(2) Q: Could a boat manufacturer contract on a sale by sale basis that the purchasers of his boat would not use a direct molding process to copy the design of the boat?

d. Q: What Saves State Trade Dress Law?  Schechter posed the question, but did not give an answer.

3. Constitutional Limits on State Unfair Trade Causes of Action

a. Generally: a First Amendment claim may be raised in a suit for the use of another’s trademark, right of publicity or other intangible objects.

(1) Likely Defendants to raise a First Amendment Defense:

(a) News Media

(b) Commentators

· serious political, artistic commentators;

· parodists

b. Right of Publicity: what happens where either a news organization or another person defends a right of publicity claim on First Amendment grounds?  How much protection does the First Amendment provide people in using the persona of another?

(1) Incentive Destruction: in Zacchini v. Scripps-Howards Broadcasting Co., the plaintiff brought a state law right of publicity claim against a news station that broadcast his entire human cannonball performance on the evening news.  The defendant raised a First Amendment defense, but the Supreme Court rejected it, finding that the First Amendment ends where incentive destruction begins.  The Court seemed to use a balancing test, considering on one hand the desirability of providing incentives to people like Zacchini to develop their personas, and on the other the newsworthiness of  a story and the necessity of allowing reporters to inform the public.  On these facts, Zacchini’s interests were stronger than those of the defendant.

(a) In Cardtoons v. Major League Baseball Players Association: the court held that the incentive of baseball players to perform well would not be destroyed by allowing the defendant to use their likenesses in parodies on baseball cards.  The court reasoned that the economic advantage embodied in a player’s right of publicity is ancillary to the player’s actual income.

c. Commercial vs. Non-Commercial Speech: a court is more likely to respect a First Amendment defense when the speech is non-commercial, meaning that it is not used to sell something else.  Two examples of this were L.L. Bean v. Drake Publishers and Cardtoons.  In L.L. Bean, the defendant was a porn magazine that published a parody of the L.L. Bean catalog.  The plaintiff brought an anti-dilution suit based on tarnishment, but the court rejected its claim, holding that the constitution does not permit the application of anti-dilution statutes to prevent the unauthorized use of a trademark in a non-commercial setting, such as in an artistic or editorial context.  In Cardtoons, the court held that the use of parodies of baseball players on baseball cards was not commercial use and therefore more likely to be protected because it was a social commentary on public figures.  The Court is more likely to protect speech where it is used to sell itself, rather than advertise another product – compare Cardtoons to White v. Samsung.  

d. Property Rights vs. First Amendment Rights: many plaintiff’s have tried to overcome a First Amendment defense by arguing that their property rights outweigh the defendant's First Amendment rights.  This argument is based on the Supreme Court’s decision in Lloyd Corp. v. Tanner, where the Court held that a private shopping center could prevent the distribution of handbills on its premises because the shopping center’s property rights outweighed the trespasser’s First Amendment Rights.  The argument was raised with respect to trademark property rights in L.L. Bean, but to no avail.  The court in that case held that the Lloyd standard did not apply in the trademark context because trademark involve expression itself, while in Lloyd the question was a time, place and manner restriction.  To allow trademark property rights to trump First Amendment rights would effectively prohibit expression itself, since the only way a speaker could express an idea about L.L. Bean, for example, would be to use L.L. Bean’s mark.  The Cardtoons decision echoed that of L.L. Bean, holding that Lloyd should not apply to intellectual property rights because that would be a restriction on the content of speech and a prohibition on expressing certain ideas involving trademarked products and companies.  Lloyd was based at least partially on the availability of other alternatives that would have allowed the speakers to express their ideas (the sidewalk in front of the mall, across the street, etc.), but no alternatives exist when the property right protected is intellectual property.

e. Summary of First Amendment Defense Cases

	First Amendment Defendants

	
	Cardtoons
	Drake Publishers
	Scripps-Howard
	Samsung

	Type of Speech
	Parody
	Parody
	News report
	Parody

	Successful
	Yes
	Yes
	No
	No

	Commercial
	No
	No
	No
	Yes

	Type of claim brought
	Right of publicity
	Anti-dilution
	Right of publicity
	Right of publicity

	Bottom Line
	Expressive, non-commercial speech protected if (’s publicity property interest is not stronger
	Trademark property right can not outweigh speaker’s interest in expression
	Incentive interest outweighed interest in disseminating news
	Commercial speech receives less protection


E. False Advertising

1. Generally: false advertising, like infringement of trademarks, has the potential to simultaneously effect consumers and competitors.  Consumers get products they didn’t expect, and competitors lose out on a sale they would have otherwise made.

a. State and Federal Protection: false advertising is dealt with both on the state and federal level.  Federal actions are usually taken pursuant to the Federal Trade Commission Act (FTCA).  State statutes are called “baby” FTCAs because of their resemblance to the federal act.  State statutes are also referred to as UDAP laws – Unfair, Deceptive Acts and Practices laws.  There are a lot of variations between the different UDAP laws, so it is necessary to look up the version in the state where a lawyer practices.

(1) Federal Level Enforcement

(a) private remedies given to competitors;

(b) public enforcement through the FTC;

(c) NO consumer remedy under federal law (the federal courts have interpreted all federal statutes as not granting standing to consumers).

(2) State Level Enforcement

(a) competitor remedies;

(b) public enforcement (generally by the state Attorney General);

(c) consumer remedies

2. Competitor False Advertising Claims Under Lanham Act § 43(a): Lanham Act § 43(a) provides for two separate causes of action that could be applied to false advertising – one is for “false designation of origin” and the other is for a “false description or representation, including words or symbols tending falsely to describe or represent” a product.

a. Analysis: a false advertising claim by a competitor must overcome two inquiries:

(1) Standing: how injured must a competitor be in order to bring a suit under the Lanham Act? (See Carter-Wallace, Alpo, below);

(2) Merits: what must a plaintiff do in order to prove that the ad was false? (See Coca-Cola, below).

b. History – the Sole Source Doctrine: before the Lanham Act, competitors would use the common law of unfair competition to bring claims arising out of a competitor’s false ads.  However, there was a theoretical obstacle that stood in the way of most such suits – the plaintiff was required to show an actual injury caused by the defendant’s conduct, which was hard to do in a complex, competitive market where there is no way to say for sure what consumers would have done in the absence of a false ad (could GM claim that a Ford false ad cost it sales?  What about the other car companies?).  Thus, the sole source doctrine developed as the only way for a plaintiff to retain standing.  Under this doctrine, a plaintiff would have to show that it was the only manufacturer of a product that had the attributes falsely advertised by the defendant.  The logic was that then the courts could be sure that the plaintiff lost the sale since consumers could only have bought the advertised product from the plaintiff.  The problem was that this covered very few situations.  If there was more than one manufacturer of the falsely advertised product, the sole source doctrine would not allow the suit.  Additionally, if a defendant advertised attributes that no product had, a competitor could not bring suit.  In 1988 Congress Amended the Lanham Act and made it unequivocal that it intended to do away with the sole source doctrine.  This was embodied in the language that a suit could be brought “by any person who believes that he is or is likely to be damaged by the use of any false description or representation.”

c. Standing: the first question that must be answered in a competitor action for false advertising is whether the competitor has standing to bring the suit.  This will depend on what kind of injury the competitor is required to show.  As mentioned above, the Lanham Act did away with the sole source doctrine, but the Act does not itself say what kind of damages a plaintiff must allege.  The courts have provided the answer, and it depends on whether the plaintiff is seeking injunctive or monetary relief.

(1) Injunctive Relief: in order to have standing in a suit of an injunction, a plaintiff need not prove actual damages.  Rather, he must show a reasonable belief that the false ad would be likely to cause him damage.  In Johnson & Johnson v. Carter-Wallace, the defendant had run ads claiming that NAIR with baby oil made its user’s skin soft and moisturized.  Johnson & Johnson, the maker of baby oil, was concerned about potential lost sales (as well as not believing Carter’s claim), so it brought a suit for an injunction.  The district court dismissed the claim, after finding that J&J couldn’t prove any actual damages caused by the defendant's ads.  The appellate court reversed, holding that a plaintiff seeking an injunction need not prove actual damages.  Rather, a plaintiff must prove that it had a reasonable belief that the false ad would be likely to cause damage.  The court found that J&J had met its burden by alleging (1) that the parties were competitors in the relevant market (thus there was a logical connection between any false ad by Carter and a lowering of J&J’s sales); (2) an actual decline in sales; (3) consumer testimony that showed people had stopped using baby oil after Nair’s claims; (4) consumer surveys showing likelihood of competitor injury.

(a) Presumption of Injury: J&J argued that were two firms are competitors in a relevant market, an injury should be presumed from a false ad.  The court rejected this position, opting rather to require the plaintiff to prove both likelihood of injury and causation.  

(2) Monetary Relief: The Johnson & Johnson case dealt only with the standing requirement in a suit for an injunction.  In a suit where the plaintiff is seeking monetary relief, the plaintiff must show actual damages in order to recover.  Alpo Pet Foods v. Ralston Purina shows the different measures of monetary relief possible.

(a) Profits: this type of monetary relief is a measure of the defendant’s unjust gain as a result of its false ad.  In Alpo, the DC had awarded the plaintiff damages that appeared to be based on the defendant’s profits from an ad that its Puppy Chow would reduce the risk of hip conditions in dogs. (The DC based the award on the amount that the defendant had spent of the ads, hypothesizing that the defendant would not have spent more than it intended to gain in profits.  This showed that the court was worried about the defendant’s profits and how to measure them.) The appellate court reversed the profits measure, noting that damages based on profits can only be awarded where there is bad faith on the part of the defendant.  Bad faith would have required a showing that the defendant was aware of its competitors and took actions specifically at the competitor’s expense.  Thus, an award of profits requires bad faith.  

(b) Actual Damages: this measure of monetary relief is based on the actual lost profits of the plaintiff, plus the cost of any corrective ads that the plaintiff had to run to educate the public about the defendant’s false claims.  The court in Alpo held that both parties would be entitled to actual damages if they could prove them.  The court listed the what actual damages could include:

· profits lost by the plaintiff on sales actually diverted to the false advertiser;

· profits lost by plaintiff on sales made at reduced prices demonstrated to be the result of the false ad;

· the costs of any completed advertising that actually and reasonably responds to the defendant’s offending ads; and

· quantifiable harm to the plaintiff’s good will, to the extent that completed corrective advertising has not repaired the harm.

d. Merits: after determining whether a plaintiff has standing to bring a suit, a court must decide the merits of a case.  In order to prevail on the merits, the plaintiff must prove (1) that the defendant made a false claim and (2) that the false claim was material (meaning the claim affects the purchasing decision of consumers). 

(1) Materiality: the burden on the plaintiff w/r/t the materiality of the falsehood will depend on whether the ad was explicitly or implicitly false (See Coca-Cola v. Tropicana).

(a) Explicitly False: when an advertisement is false on its face, a court will consider the falsehood material per se.

(b) Implicitly False: when an advertisement is false only implicitly, the plaintiff must prove materiality by pointing to consumer reaction to the ad.  

e. Preliminary Injunction: the court in Coca-Cola described the burden on the plaintiff in order to be entitled to a preliminary injunction.  The plaintiff must show:

(1) a reasonable belief that there is a likelihood of harm if the injunctive relief is not issued (the court said that this element would be satisfied where the plaintiff could show head-to-head competition with the defendant and market studies that show the ad to be false);

(2) a likelihood of success on the merits (false ad + materiality – satisfied here); OR

(3) a balancing of the equities shows the defendant would undergo less hardship if the preliminary injunction is granted, than the plaintiff if the injunction was denied.

f. Review of Standing in a Competitor False Advertising Claim:

	Relief Requested
	Plaintiff Must Show
	Case

	Injunction
	Reasonable belief that false claim is likely to cause injury
	Carter-Wallace

	Actual Damages
	Actual damages caused by the false claims
	Alpo

	Profits
	Actual damages caused by the false claims and bad faith on the part of the defendant
	Alpo


3. Unfair Practices Claims Under the Federal Trade Commission Act

a. Federal Trade Commission Act: passed in 1914, the most significant section of the act, as far as false claims, is §5 (codified in 15 U.S.C. §45(a)(1)).  This section is a grant of authority to the FTC to go after “unfair or deceptive practices.”  

(1) Unlawful Behavior under Act

(a) Unfair Methods of Competition – considered an antitrust provision;

(b) Unfair acts or practices;

(c) Deceptive Acts or practices

b. How the FTC works: the FTC is a five-member commission, appointed by the President.  One member of the commission is appointed as the chair.  There can be no more than three commissioners from the same party.  

(1) The FTC can proceed in two fashions:

(a) Administratively: the Commission will issue a complaint, which can only be authorized by a three-member vote.  This complaint is in the form of a letter to the respondent.  The recipient can either (1) agree to a consent order, whereby it will alter its practices, or (2) litigate the complaint before an Administrative Law Judge.  If the recipient chooses to litigate, it will be referred to as the “respondent.”  Opposing the responded will be and FTC attorney called the “complaint counsel.”  The initial decision of the ALJ can be appealed to the FTC for review.  If the respondent wins the appeal, the suit is over.  If, on the other hand, he loses the appeal, the respondent may bring the suit in the court system before the Circuit Court of Appeals in the jurisdiction where the respondent is located. 

(b) Judicially:  The FTC may also chose to bring a complaint directing in the district court system.

(2) The FTC also has rulemaking power, thereby allowing it to define what “unfair” and “deceptive” acts will be in various industries.  

(3) Finally, the FTC also is in charge of enforcing many other federal statutes of varying importance.

c. Unfairness: when the FTC first interpreted § 5 of the FTCA, it did not distinguish between “unfairness” and “deception,” treating the two as both meaning essentially deception.  In the 1960’s, however, the Commission decided that it wanted to force cigarette companies to place warning labels on cigarette packages.  The problem was, the lack of labels did not seem deceptive.  Thus, the FTC decided to separate the two standards, creating “unfairness” as a distinct type of practice under the FTCA.  (As it turned out, the FTC never got the chance to require warning labels on cigarettes, since Congress did so before the FTC could act.)

(1) Elements of Unfairness (originally set out in International Harvester and later codified in §5(n) of the FTCA): there must be a consumer injury that is:

(a) Substantial;

(b) Not outweighed by offsetting benefits (unmitigated);

(c) One that consumers could not reasonably avoid (unavoidability).

(2) Substantial: a substantial injury could be either monetary (Orkin) or physical (International Harvester).  Additionally, an injury will be substantial if (1) it is a big injury to a small number of people; or (2) a small injury to a large number of people.   In International Harvester, the court found that the consumer injury resulting from the respondent’s defective tractors was substantial, although it affected only 11 people, since those people were so seriously injured.  In Orkin Extermination v. Federal Trade Commission, the court held that the consumer injury was substantial because more than 200,000 Orkin customers had their lifetime guarantee fees raised, and although not a lot individually, the increase in the aggregate was worth more than $7 million.

(3) Unmitigated: the unmitigated element involves a cost-benefit analysis.  In International Harvester, the Commission weighed the injury to consumers against the cost of giving notice, and determined that there were not offsetting benefits (or costs) sufficient enough to outweigh the serious injury to the consumers.  In Orkin, the defendant argued vigorously that the court should find the unilateral breach of 200,000 contracts was mitigated by the ability of Orkin to stay in business and serve all its other customers, who also had contracts.  The court rejected this argument.  Schechter explained that the decision was proper because Orkin customers could have simply gone to competitors and got the same deal as they got from Orkin (since Orkin wasn’t offering any special deal), so there was no offsetting benefit.

(4) Unavoidable: an unavoidable is one that consumers could not have reasonably avoided.  In International Harvester, the court found that the purchasers of the respondent’s tractors could not have avoided the serious injuries resulting from the fuel geysering because there was no warning.  In Orkin, the court held that the purchasers of the lifetime guarantee contracts could not have avoided the increased fees because the breach of the contract was unilateral on the part of Orkin and it was not clear whether other extermination companies offered such plans.

(5) Advice of Counsel Defense: in Orkin, the defendant also argued that it shouldn’t have been held liable because it relied on the advise of its counsel.  The court responded that the FTCA was meant to protect consumers, not to punish competitors, thus the defendant's lack of culpability was irrelevant.  Schechter pointed out that counsel probably did make a mistake in this case.  Rather than advising Orkin on ways to avoid its contractual obligations, both the lawyer and Orkin would have been better off if counsel’s advice was to honor the contracts in order to (1) avoid litigation costs; (2) do the right thing; (3) act lawfully; and (4) get good publicity.

(6) Unfairness and Advertising: Can an Ad ever be unfair?  Neither Orkin (breach of contract), nor International Harvester (failure to warn) involved unfair advertising, and there have been very few such cases brought.  It may just not be possible to have an unfair ad since the harm will rarely be either substantial or one that consumers could not avoid.

(a) Theoretical Possibilities for Unfair Ads:

· Subliminal Advertisements;

· Ads directed at children;

· Ads that show unsafe behavior.

(b) The unfairness doctrine is not a central tool for false ads, but it is useful when ordinary concepts don’t fit.

4. Deceptive Practices Claims Under the Federal Trade Commission Act

a. Generally:  the deception doctrine is the principle authority for the FTC.  

b. Historical Test: the historic test of deception is found in Charles of the Ritz Distributors v. FTC – an ad is deceptive if it has the capacity to deceive a wayfaring fool.   The problem with this test was there is basically no advertisement that could survive because it would deceive some idiot.  The standard lead to the application of the deception doctrine in many questionable cases.

(1) Limiting the Historical Test: because of the potentially absurd consequences of the historical rule of deception, the courts set out to limit its effect.

(a) Preposterous interpretations will not be attributed to advertisements: “an advertiser can not be charged with liability in respect of every conceivable misconception, however outlandish, to which its representations might be subject among the foolish or feeble-minded.”  (“Danish” pastry is not deceptive, even though some fool may think that it is made in Denmark.)

(b) Puffing Doctrine: allows certain plainly false claims so long as no one would take them seriously.  The Puffing doctrine will protect advertisers who use such superlatives or hyperbolic terms as “perfect,” “amazing,” “best,” “wonderful,” or “exceptional,” provided that the products are not so shoddy that the terms are wholly inaccurate.

(c) Prosecutorial Discretion: the FTC has also chosen not to pursue cases where the cost to consumers of the deceptive adds is low (where there is no, or insignificant harm to consumers).  Such a situation would exist where the deception involves only “search traits” (those that can be discovered by consumers prior to purchase) since the consumer will discover the deception prior to the purchase and thereby cause only insignificant harm.  Also, there would be insignificant harm where the deception involves only “experience traits” (those traits that can be experienced by consumers after purchase and use of a product) and the cost of the product is low.  For example, the Carter-Wallace case involved an allegedly false claim made about the effects of baby oil in Nair.  Schechter pointed out that consumers would quickly discover that Nair with baby oil dose not moisturize the skin and switch back to J&J products.  When costs to consumers are low, since the price of the product is low and the deception easily discovered, the FTC should not get involved.  The FTC should, however, be concerned when the deception involves “credence traits” (those that consumers can never verify) since consumers would keep believing the deceptive claims and purchasing the product.  Prosecutorial discretion is based on the ability of the market to correct itself.  Where deception is only of search and experience traits, consumers will simply stop buying the product and the deceptive advertiser will lose that business, plus any good will that he might have had.  

c. New Rule: in 1983 the FTC issued a new rule of deception: “the commission will find deception if there is a material representation, omission or practice that is likely to mislead the consumer acting reasonably in the circumstance, to the consumer’s detriment.”  

(1) Likely to Mislead: the likely to mislead language indicates that it is not necessary to find actual deception, just likely deception.

(2) Reasonable under the circumstances: means that misunderstandings must be reasonable in order for an ad to be deceptive.  This saves honest ads from being considered deceptive just because some fool misunderstands.  

(3) A “material misrepresentation or omission” means one that is important to consumers and hence likely to affect their choice of, or conduct regarding a product.
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