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Abstract 

The doctrine of exhaustion and the concept of parallel imports have long been subjects of contention in 

intellectual property law, with varying approaches adopted across jurisdictions. The Trade-Related 

Aspects of Intellectual Property Rights (TRIPS) Agreement provides member states with the flexibility to 

define the scope of exhaustion, leading to divergent national and regional policies. In the United States, a 

national exhaustion regime prevails, emphasizing the territoriality principle, thereby limiting parallel 

imports unless authorized by the intellectual property holder. Courts have consistently upheld this stance, 

allowing restrictions based on material differences that could mislead consumers and harm trademark 

owners. Conversely, the European Union embraces a policy of regional exhaustion, permitting the free 

movement of goods within the European Economic Area (EEA) while restricting imports from outside its 

borders. The European Court of Justice has played a pivotal role in shaping the doctrine, balancing the 

need for market integration with the rights of patent and trademark holders. Despite the flexibility offered 

by TRIPS, the global regulatory landscape remains fragmented. A harmonized international framework 

is needed to prevent conflicts and ensure that parallel imports are not unjustly perceived as an u 

 

“Intellectual property, more than ever, is a line drawn around information, which asserts 

that despite having been set loose in the world - and having, inevitably, been created out of 

an individual's relationship with the world - that information retains some connection with 

its author that allows that person some control over how it is replicated and used.”1 

 

`Nick Harkaway 

 

I. Introduction 

 

In the realm of intellectual property rights, it is imperative to delve into the intricacies of the 

international facets surrounding the Doctrine of Exhaustion and the nuanced concept of Parallel 

Imports. These aspects manifest themselves distinctly on a global stage, influencing the extent 

                                                           
1  Nick Harkaway, The Blind Giant: Being Human In A Digital World 131 (John Murray, London, 2012). 
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of assertion of control by the rights holders over their creations, and concurrently, how parallel 

imports can navigate the complex legal landscapes of various jurisdictions. A comprehensive 

exploration of these phenomena necessitates a deep understanding of the nuanced legal 

approaches to exhaustion doctrine and the complex web of parallel import considerations at the 

international front. Trade-Related Aspects of Intellectual Property Rights (TRIPS) Agreement 

finds a mention of principle of exhaustion thereby providing a flexibility to the member states 

in determining the scope and extent ‘exhaustion’. In this chapter, the researcher would be 

discussing how provisions of TRIPS Agreement deal with the concepts of parallel imports and 

doctrine of exhaustion and the way they are dealt under the US law and the EU law. 

 

II.  Parallel Importation, Exhaustion and Trips Agreement 

 

By virtue of the Trade-Related Aspects of Intellectual Property Rights (TRIPS) Agreement, 

Member States can flexibly determine the scope and extent of exhaustion they intend to follow. 

Every patentee under Article 28 of TRIPS has been entitled to have the absolute right of making, 

selling, offering for sale, using or importing the impugned patented product or process. 

However, a small caveat has been added to the exclusive right to import by footnote (6) to Article 

28 which clarifies that the right of importation of goods is subject to Article 6. 

Article 6 in this context provides that exhaustion of rights related to intellectual property shall 

not be addressed by anything in the TRIPS Agreement. Article 5(d) of the Doha Declaration 

further clarifies the meaning of Article 6 by providing that each member has the liberty to make 

their own system for exhaustion of intellectual property rights without interference as an effect 

of TRIPS. 
The member countries under TRIPS are, therefore, clearly permitted to limit the exclusive right 

to import granted to them under Article 28 to such an extent that the said limitation in some 

way relates to the concept of ‘exhaustion’.2 Before discussing more on these provisions, it is 

important to discuss the situation that existed before TRIPS. 

 

i.  Situation pre-TRIPS: Before the negotiation of TRIPS Agreement took place, governments 

of different countries adopted various policies and regulations for exhaustion of intellectual 

property.3 The Supreme Court of United States interpreted domestic law to establish a 

“common control”4 when addressing the theory of exhaustion in trademark cases, the Court had 

never specifically addressed the issue of parallel importation in the area of patents.5 Contrary 

thereto, there have been certain important decisions in favour of international exhaustion of 

patents by Court of Appeals.6 Recognizing that if trademark holders were able to impede free 

movement of goods, the goal of European market integration would be preserved, the European 

Court of Justice (ECJ) pioneered the question of exhaustion and at an early stage invoked 

                                                           
2  Shamnad Basheer et.al., “‘Exhausting’ Patent Rights in India: Parallel Imports and TRIPS Compliance”, 13 Journal of Intellectual Property 

Rights 486 (2008). 
3  Adams v. Burke U.S. (17 Wall) 453 (1873).  
4  Kmart v. Cartier, 486 U.S. 281 (1988). 
5  Boesch v. Graff 133 U.S. 697 (1890). 
6  Curtiss Aeroplane & Motor Corp. v. United Aircraft Engineering Corp., 266 F. 71 (2d Cir. 1920).  
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principles of competition law to preclude such action. Subsequently, however, European Court 

of Justice (ECJ) fashioned an “intra-Community exhaustion doctrine” to frame its jurisprudence 

on the subject. Other countries and regions also considered different regimes of exhaustion for 

protection of intellectual property rights. Countries of Latin America seemed majorly in favour 

international exhaustion, while Switzerland and Japan, respectively, had substantial 

jurisprudence on the issue. 7 Dr. Cottier, Member of the Swiss negotiating team at the GATT 

Uruguay Round from 1986-1993, opined that from a trade-related perspective, neither national 

nor international exhaustion are fully adequate; and from customer’s perspective, regional or 

national exhaustion are not acceptable. Cheaper parallel imports may be prohibited, if it permits 

significant market segmentation and differential pricing strategies.  However, from the rights 

holder’s perspective, international exhaustion is insufficient.8 

 

ii. Introduction of TRIPS: After arrival of TRIPS, the Doha Declaration read with TRIPS 

Agreement permit each Member to frame their own exhaustion regime freely without any 

challenge.9 Article 6 of the TRIPS Agreement indicates that any desire to restrict Member state 

flexibility to regulate the issue of right exhaustion for all forms of intellectual property rights is 

not intended. This renders Article 6 highly pertinent for Member states as they integrate the 

concept of right exhaustion into their national legislation, irrespective of its scope on a national, 

regional, or global level.10 Article 6 holds significance as it aids in interpreting the range and 

magnitude of exclusive rights conferred under different sections of the TRIPS Agreement. 

Lawmakers of various WTO members could be reluctant to enact exhaustion provisions at the 

national or international level for the want Article 6. The provision grants flexibility to the 

Member countries to determine the scope and the extent of exhaustion by specifying that no 

complaint would be heard in this regard.11 

 

iii. Exhaustion under realm of the TRIPS Agreement: As seen, the focal point of parallel 

imports wrangle has been the TRIPS Agreement even before its inception in 1993. However, 

what TRIPS exactly provides in this respect is that subject to Articles 3 and 4, nothing in TRIPS 

shall be used for addressing exhaustion of rights associated with intellectual property. The 

provision is “neutral” since it does not impose any exhaustion regime (regardless of it being 

national, international or regional), and leaves it to the countries to adopt a regime that is most 

suitable as per their needs. It further clarifies that, regardless of the regime chosen, an immunity 

from legal actions is guaranteed before WTO courts. In other words, basically, Article 6 amounts 

to an ‘agreement to disagree’.12 

                                                           
7  Frederick M. Abbott, “First Report (Final) to the Committee on International Trade Law of the International Law Association on the Subject 

of Parallel Importation”, 1(4) Journal of International Economic Law 607 (1998). 
8  Thomas Cottier, “The Value and Effects of Protecting Intellectual Property Rights within the World Trade Organization”, 13 Association 

Littéraire et Artistique Internationale 22 (1994). 
9  The     Doha     Declaration     on     the     TRIPS     Agreement     and     Public     Health,   available     at, 

http://www.who.int/medicines/areas/policy/doha_declaration/en/index.html   (Visited on July 20, 2024). 
10  Carlos M. Correa, Trade Related Aspects of Intellectual Property Rights: A Commentary on the TRIPS Agreement 182 (Oxford University Press, 

Oxford, 2007).  
11  Rajnish K. Rai, “Does India needs to harmonize the law of patent exhaustion and parallel imports?” 19 Information and Communications 

Technology Law 115 (2010). 
12  Frederick Abbott, et. al., The International Intellectual Property System- Commentary and Materials 1797 (Kluwer Law International, The Hague, 

London, Boston, 1999). 
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In this regard, Doha Declaration on the TRIPS Agreement and Public Health, under Paragraph 

5(d) provides that the outcome of the provisions of TRIPS relating to exhaustion of intellectual 

property rights, is to let each member free, without challenge, to form its own regime of 

exhaustion. 
During the formulation of TRIPS Agreement, no compromise or consensus was arrived at 

amongst the member nations in respect of the principle of exhaustion and so eventually the 

final Agreement left the said issue unresolved. However, this issue per se has not been ignored 

under TRIPS but the Member countries are given the liberty to decide for themselves as to what 

principle of exhaustion they would want to follow.13 A perusal of Article 6 makes is explicit that 

the issue of exhaustion of intellectual property was considered, however, no consensus or 

compromise could be arrived at and therefore, each member country was left to have its own 

laws for regulating the exhaustion of intellectual property. 

The consequence of Article 6 is revealed in the text of Article 28 of TRIPS which specifies the 

minimum rights which are to be conferred on holders of intellectual property in Member states. 

The traditional rights against unauthorized third parties preventing them to make, to use, to 

offer for sale or to sell goods under intellectual property protection includes an expressly 

granted right to prevent unauthorized import of such goods. By virtue of Article 6, since each 

Member has been left free to decide on the principle both national and international exhaustion, 

they are also left to decide on its own accord whether or not to recognize exhaustion of the right 

of importation.  

 

a. Studies of Parallel Imports under TRIPS: TRIPS rather than determining the issue of 

exhaustion of rights pertaining to intellectual property merely acknowledges that the 

issue shall not be considered for dispute settlement. In fact, in 1995, shortly after the 

TRIPS Agreement was concluded, the International Trade Law Committee (ITLC) of 

the International Law Association (ILA) got together for discussing the issues relating to 

the implementation of the TRIPS Agreement and a study to understand the job of 

parallel imports in the trading system internationally was also started. The schedule of 

ITLC for presenting its recommendations seemed to be set on the premise that a further 

amendment to the TRIPS Agreement was likely to happen in the year 2000, whereby 

possibly Article 6 would have been deleted. Apparently concerned by the possibility that 

removal of Article 6 would permit the national laws of member states opposing parallel 

imports to regulate trade sanctions against nations having laws permitting parallel 

imports, a direct examination of the merits of an affirmative policy favoring 

international exhaustion was undertaken as against the presently passive position of 

permitting parallel importation as a part of national policy. ITLC in its deliberations, 

appeared to have reached a conclusion that an affirmative policy that favors parallel 

imports should be adopted as a part of international trade policy. Committee on 

International Trade Law of the International Law Association in their Report on 

Parallel Importation came out with the said conclusion. The report was authored by an 

                                                           
13  Frederick M. Abbott, “Parallel Importation: Economic and social welfare dimensions” International Institute for Sustainable Development (2007) 

available at https://www.iisd.org/system/files/publications/parallel_importation.pdf (Visited on 16 June, 2024). 
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ITLC Rapporteur Professor Frederick M. Abbot, and was released for comment in April 

1997. 

 

b. The Abbott Report: Three precepts formed the foundation for the purpose of analyzing 

the Report: (1) the basic principles of the WTO (2) underlying policies of intellectual 

property right protections and (3) the economics of parallel importation.14 The basic 

principle of the WTO was simply stated as prohibition of tariff and all other barriers to 

the movement of goods and services within and across Member boundaries. So 

prohibition in respect to parallel importation clearly becomes a non-tariff barrier to 

international trade. There could be room for extensive debate regarding how 

appropriate such statements are, without qualification, as the underlying precept of the 

WTO. The discussion on parallel import, thus, could be undertaken while focusing on 

the remaining two principles.15  

For the second cornerstone of the Report, it was proposed that the regarding the 

underlying ideologies of intellectual property rights, return of a reward to the owner in 

copyrights and patents while an additional protection in trademarks could help solve 

the issue. So far as patents are concerned, the purpose of the giving exclusivity is to 

promote innovation by granting a monetary reward to the inventor or owner. Similar 

is the case for copyright though directed to economic and moral support of the artists. 

For trademarks, an identification of origin, alongwith protection of consumers as well 
as the accumulation and preservation of goodwill, serves as an incentive for these 
rights. Such understanding formed the basis on which the Report was drawn underlying 

that once a reward is given to the intellectual property right owner, by way of profit or 

royalty, the bargain with all granting authorities is satisfied with no further obligation 

remaining. The Report’s treatment towards intellectual property rights, for example, 

patents, does not consider expressly certain fundamental and unique attributes of such 

proprietary right. Though the Report has noted that as a basic principle, the patent rights 

are inherently territorial, there is no closer scrutiny, however, of the nature of such 

rights as they would exist worldwide for any given product. Even for the same basic 

development which happens in patents worldwide, there could be differences in scope, 

numbers or types of patents granted from Member to Member. In the environment in 

which the businesses exists today, such rights might be subject to complex international 

ownership or licensing arrangements which provide for a distribution of the reward as 

per the expectation of the patentee or owner(s). The expectation of a reward that has 

been distributed appropriately among several markets might be reasonable while 

seeking a return on research and development investment based on international 

marketing. It is apparent that there exist significant differences in the policy and 

planning which underlie the marketing of products protected under intellectual 

property and unprotected or “common” products.16 

                                                           
14  Supra note 8. 
15  Ibid. 
16  Id at 615. 
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As regards the final point of the Report, the economics of parallel importation have been 

considered while viewing it in basic manner as a matter of balance between consumer’s 

interest and producer’s interest. Certain important criteria for consumers are given 

priority such as price, quality, variety and service/product support, as well as the 

ultimate efficiency and effectiveness in providing goods and services world-wide to 

satisfy the demand. The seller’s interest in a profit, as per the Report, should be satisfied 

by the first sale solely.17 The economic consideration that was finally offered to justify 

an exhaustion of the intellectual property rights, even if at the price of the profitability 

of a market which had been established and is serviced by the producer, was that such 

policy would result in a desirable redistribution of wealth.Perceiving the issue of 

exhaustion as an extension of a regional or domestic issue to an international scale, the 

Report as regards patents notes that vertical territorial restraints would be permitted 

under existing national anti-trust laws. However, first sale doctrine provides an 

important policing function that causes the right of intellectual property to be exhausted 

on the receipt of compensation by the producer. So, while concluding, the Report 

mentions that the same principle that is embraced by both individual countries (like 

USA) and the regional groups (like the European Union) should be applied on the 

international scale. The Report, in this regard, however, minimizes several critical 

differences between the single and homogenous market which exists in individual 

nations and even economically united regions, as well as the complex multi-faceted 

markets which are present in the developed, developing and underdeveloped Members 

of the WTO. A regional group like the EU also has undisputed characteristics which 

clearly distinguish organization from the WTO while justifying their current 

policy regarding parallel imports in and out of the EU.  In contrast to this, WTO does 

not possess any unifying characteristics or goals which would justify an affirmative 

parallel import policy, as well as existence of defined regulatory and structural goals, a 

commitment to free movement of capital and people, an express industrial policy for 

research and development, a defined competition policy, a monetary union, and 

common political goals.18 Though the Report raises some interesting arguments, further 

analysis, research and development from a legal view-point (such as the achievement of 

a world-wide patent) would be necessary prior to an affirmative parallel imports policy 

even being ripe for debate. Also, the adverse effect of parallel imports on both developed 

as well as developing Member states cannot be simply brushed aside. Corporate Bodies 

in developed countries will certainly have their existing complex production and 

distribution arrangements damaged extensively, and their flexibility to create such 

arrangements as well as ensure that an expected return is obtained impaired severely. 

This could lead to an erosion of profit as well as a reduction in the capital available for 

essential investment on research and development. In respect of developing nations, 

there are strong chances that prices would be raised domestically because of increased 

                                                           
17  Id at 612. 
18  Id at 618. 
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international competition, and additionally the sales of critical products could be 

terminated as well. The possibility of reduction in capital investment can not be ignored. 

 

c. Resultant Article 6: A compromise amongst nations supporting international 

exhaustion regime and parallel imports (generally developing and least developed 

nations) and nations supporting national exhaustion regimes (generally developed 

nations) on the other hand. However, some rich countries like Australia and New 

Zealand, which are net importers of products under intellectual property rights 

protection also supported an international exhaustion regime during the negotiations 

of Uruguay Round.19 While on the other hand, most developing as well as least 

developed countries consider parallel imports as a tool to promote competition in 

foreign markets that prevents possible anti-competitive behaviours of intellectual 

property rights holders, and also as a good opportunity for economic growth.20 

Resultantly, international exhaustion regime is preferred by some of these countries 

have adopted.  

 

III. Position in USA 

 

Around mid-80’s, parallel imports started gaining recognition in USA, when such imports 

resulted in trade worth 2-3% of whole imports in USA21. The neutral wording of Article 6 was 

adopted by United States allowing it to put pressure on as well as induce other countries for 

adopting methods to forbid or limit parallel imports. Such an act was permissible because TRIPS 

had set minimum standards of protection, leaving it onto the countries to freely adopt a method 

best suited for implementing the said protection.22 This prompted countries like United States 

to enter into bilateral and regional contracts with other Members with an intent to obtain 

stronger intellectual rights protection. Bilateral free trade agreements were signed between 

United States and Morocco and Australia in the year 2004, respectively, for limiting parallel 

trade. Such accords, in particular, prevent parallel importation of products under patent 

protection, at least in situations when the holder of patent includes a territorial limitation by 

contract or other means with respect to how the products would be distributed.23 The US-

Singapore agreement entered into in the year 2003, contained a provision whereby parallel 

import of pharmaceutical products was limited, which gave a cause of action to drug companies 

against parallel importers that engaged in purchasing drugs from anyone they knew had been 

contractually prevented from selling to them. Such agreements formally comply with Article 

1(1) of TRIPS that leaves members of WTO free to introduce stronger IPR protection. However, 

negotiating and concluding such agreements containing provisions as mentioned above, is not 

                                                           
19  C. Fink, et.al (eds.), Intellectual Property and Development – Lessons from Recent Economic Research 173 (World Bank and Oxford University Press, 

Washington, DC, 2005). 
20  Surinder Kaur Verma, “Exhaustion of intellectual property rights and free trade: Article 6 of the TRIPS agreement” 29(5) International Review 

of Intellectual Property and Competition Law 534 (1998). 
21  Supra note 22. 
22  Article 1(1) TRIPS Agreement 
23  E. Bonadio, “Parallel Imports in a Global Market: Should a Generalised International Exhaustion be the Next Step?” 33(3) European 

Intellectual Property Review 153 (2011). 
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consistent with the Doha Declaration’s multilateral spirit, that permits countries to freely choose 

an exhaustion regime most suitable to their own needs in the best possible manner (without any 

pressure from other countries).24 And generally, such a bilateral approach adopted by countries 

whereby they agree to be a segment of a multilateral context (the WTO) is considered as 

violating the international law obligations.25  
The existing legislations and the court decisions (as discussed subsequently in the chapter) 

demonstrate that position in United States is that parallel imports are not allowed and 

exhaustion is limited to nationwide boundaries. Through its courts, the United States, has long 

held that it would not recognize intellectual property right exhaustion outside its boundaries.  

 

i. Consideration under US Patent Law 

 

The patent law in United States on parallel imports dates back to 1890. In Boesch v. Graff26 a 

case where whether an American patent holder of lamp burners, the plaintiff, could be 

permitted to prevent the import of the said product from Germany by the defendants who had 

acquired the said product from a seller who was entitled to transact under a German prior user 

law, was in issue.27 It was opined by the Court that an invention on getting a patent in the United 

States and in a foreign country, product containing the invention cannot be permitted to be 

imported without the patent holder’s consent, regardless of the product having been purchased 

from an authorized seller in a country outside. The Court, thus, declined to permit exhaustion 

of patent rights since exhaustion was limited by nationwide boundaries.28 

 

However, if a patent holder in USA sold a product under patent protection in a foreign country 

under circumstances which indicate absence of restrictions on resale, express or implied, the 

patent holder cannot prevent the person who buys the product from importing that product in 

the United States, either for use or resale.29 Such a situation, could however be avoided by the 

holder by including a provision in the sales contract which prohibits importation back into 

USA.30 Such a practice is also known as the modified international exhaustion. Until the year 

2001, a rule establishing modified international exhaustion was being followed in the United 

States31, accordingly, only subject to express contractual restrictions being entered into by the 

patent holder enforceable against the importer, parallel imports of products were allowed. It 

was recognized consistently that upholding of the exclusive right of the holder of the patent up 

to the point of first sale would provide adequate financial incentive to the patent holder to obtain 

the benefits of his creative invention. 

 

                                                           
24  UNCTAD-ICTSD, Resource Book on TRIPS and Development 92 (Cambridge University Press, New York, 2005) available at 

https://unctad.org/system/files/official-document/ictsd2005d1_en.pdf (Visited on May 31, 2024). 
25 M. Ricolfi, “Interface between Intellectual Property and International Trade: Agreement on Trade Related Aspects of Intellectual Property 

Rights” available at https://www.ipmall.info/sites/default/files/hosted_resources/Teaching_IP/Marco_ Ricolfi_2001. pdf (Visited on June 
12, 2024). 

26  133 S. Ct. 697 (1890). 
27  Arghya Sengupta, “Parallel Imports in the Pharmaceutical Sector: Must India be More Liberal?” 12 Journal of Intellectual Property Rights 401 

(2007). 
28  Boesch v. Graff 133 S. Ct. 697 (1890). 
29  Holiday v. Matheson, 24 F 185 (S.D.N.Y. 1885). 
30  Coastland Corp. v. County of Currituck, 734 F.2d 175 (4th Cir. 1984). 
31  Janice M. Mueller, An Introduction to Patent Law 364 (Aspen Publishers, New York, 2003).  
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In Curtiss Aeroplane and Motor Corp v. United Aircraft Engineering Corp32, a suit for patent 

infringement, the plaintiff company was holding American and Canadian patents which related 

to certain kinds of aeroplanes that were licensed by the company to the British government for 

use during the World War-I. After termination of the war, the planes were sold by the British 

government to the defendant who imported the said planes to the United States for resale.33 

Challenging legality of the re-sale, it was questioned as to the point of time the intellectual 

property holder’s rights would be exhausted. The Court opined that the moment the patent 

holder has sold the patented product, the same becomes freed from the patents contained 

therein. So, when the plaintiff sold the said planes to the British Government, the latter as the 

buyer obtained absolute rights to handle said planes in whichever way it desired. Since the 

defendant’s rights accrued from the same and also since the said rights were without any 

restrictions as to alienability, it could not be prevented by the plaintiff from importing the said 

planes to the US for resale. The underlying logic behind the decision is that a sale of product 

under protection by the patent holder, out of his own desire, while choosing not to impose any 

restrictive condition, gives the buyer an absolute title to the product. Hence, the holder cannot 

prohibit future parallel imports of the goods since it was within his power to prohibit the same 

ab initio when it was being sold for the first time, and he voluntarily did not exercise this right. 

From the point of balancing competing interests as well, the Court opined that such a conclusion 

was justified since the patent holder’s financial interests was protected by way of the monopoly 

he had over the products till there were sold for the first time which itself would be dependent 

upon a decision by him; also at the same time, trouble to the public by way of limited supply 

was prevented by not preventing parallel imports following the first sale having been executed.34 

The concept of exhaustion having been triggered through the sale of a patented product for the 

first time is premised on the belief that the patent holder through the sale has received adequate 

reward for his creative investments.35 Thus, what is crucial is to make sure that the first sale was 

authorized by the patent holder. 

 

The nuance, as discussed, in the law relating to exhaustion was delved into by the Supreme 

Court of US in the landmark case of Boesch v. Graff36 wherein the Court opined that parallel 

imports could be prevented when the imports were in accordance with a prior user law, because 

the rights of the defendants emanated from the sale of the patented product made by the 

German seller who did not act under the authority of the US patent holder. So, the rights that 

were transferred to the defendant could not be extended to permit importing into the USA a 

product that was patented independently. Thus, the rationale of the decision is based on the fact 

that foreign sales by third parties, of products that are patented, with no relation to the patent 

holder cannot trigger exhaustion of his rights because such an opinion would be financially 

                                                           
32  266 F 271 (2d Cir 1920). 
33  Supra note 30. 
34  Keeler v. Standard Folding Bed, 157 US 659 (1895)  
35  Margreth Barrett, “A Fond farewell to parallel imports of patented goods: The United States and the rule of international exhaustion”, 24(12) 

European Intellectual Property Review (2002) 572. 
36  Supra note 29. 
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detrimental to the patent holder as well as insufficient in compensating the patent holder for 

the expenses he incurred in creating the product itself.37 

This modified international exhaustion approach, which was prevalent on the subject for over 

a century was overturned surprisingly by the Court of Appeals of the Federal Circuit in the case 

of Jazz Photo Corp v. International Trade Commission38 that embodies the law in USA on the 

point. Plaintiffs, in this case, held patents in regard to a disposable camera that was not designed 

for reuse after its exposure of its film. However, certain Chinese refurbishers reused the shells 

of the camera which were later purchased by the defendants who supplied the films as well as 

imported these cameras into the markets in US.39 The issue in the case was whether by 

refurbishing cameras that were patented in the USA and thereafter importing them from China, 

did the defendants infringe the rights of the plaintiff held by virtue of its patents. The Court 

opined that such parallel importation constituted infringement. It is pertinent to note that the 

Court on its own raised the issue of territoriality of exhaustion as well as proceeded to 

summarily reverse a catena of precedents that were accumulated over the past century.40 Under 

laws in US, patent rights of a patent holder could not be exhausted by sales of a foreign 

provenance. The first sale necessarily had to be in US, for such exhaustion to occur. Thus, an 

import pursuant to a foreign sale of a patented product would still be capable of constituting an 

infringement under US patent laws. The only authority cited by the Court in support of its 

reasoning was Boesch v. Graff.41 However, as mentioned, the case is not considered an authority 

for the proposition that as opposed to international, exhaustion must be territorial. On the 

contrary, it represents a decision which is fact specific, stating only that for the first sale to result 

in exhaustion of the patent holder’s rights, the same ought to be authorized by the patent holder 

himself. This decision does not plainly translate into an inference that doctrine of exhaustion 

exempts all foreign sales. 

 

So, a sudden and unexpected volte face was performed by judiciary in US to territorial 

exhaustion, by restricting the scope of parallel importation severely. The forum chosen by the 

Court for effecting such change was hardly pertinent as the matter of territoriality of exhaustion 

was not even in issue in the matter of Jazz Photo42. Also, the reasons provided by the Court for 

the moving away from international exhaustion were not satisfactory. Several hostile precedents 

were ignored and the ones that were relied upon too were distorted to construe inferences that 

did not flow naturally out of the decisions. So following a policy of territorial exhaustion in 

principle indicates a retrograde step in the development of jurisprudence of intellectual 

property in the context of world trade.43 In a world that is increasingly unifying and where 

norms of protectionism are considered adversative, such decision supporting the cause of 

territorial exhaustion sticks out like a sore thumb as well as inhospitable with the global trend of 

free movement of products transcending geographical frontiers of nation states.44  

                                                           
37  Ibid.  
38  264 F 3d 1094 (Fed Cir 2001).  
39  122 S Ct 2644 (2002).  
40  Supra note 30.  
41  Supra note 29. 
42  Supra note 41. 
43  Supra note 38. 
44  Supra note 30. 
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ii. Consideration under US Trademark Law 
Much importance is given to territoriality of trademark under the trademark law in US. The 

trademark law in US propagates that the proper function of a trademark is not necessarily 

identification of the origin of a product, although it may do so, however, it is instead to denote 

the domestic goodwill of a domestic trademark holder for the purpose of letting the consumers 

rely on an expectation of consistency of the reputation earned by the holder for the trademark, 

and the holder of the trademark may believe that his reputation and goodwill will not be injured 

by use of the trademark by others in domestic commerce.45 According to the US law, the 

ultimate concern for prohibition or regulation of parallel imports is analyzing factually if the 

customers of US have likelihood of confusion as to the origin of products from foreign 

manufacturers or exclusive importers of US. If the parallel imported products are recognized 

by the customers as exactly the products manufactured by a foreign manufacturer, imports will 

then not be blocked. But, if there is any confusion for the customer or the customer feels that 

the imported products have originated from the trademark owner in US, then it would block 

such parallel imports.46 The regulatory mechanism adopted by US to legally regulate parallel 

imports is discussed hereunder: 

 

Importation of goods bearing a trademark owned a US citizen and registered in the US Patents 

and Trademarks Office, is absolutely prohibited by Tariffs Act §526. There is no requirement 

of likelihood of confusion amongst the customers for such a ban on importation. However, 

Tariff Act cannot restrict imports of grey goods if there is an existing parent-subsidiary 

relationship between US distributor and foreign manufacturer.47 However further, if an 

exclusive distributor happens to be the owner of a registered trademark in the US, independent 

of a foreign manufacturer, and has a separate goodwill in the product, then he would be entitled 

according to §526 to prevent imports of even genuine products that are obtained from the same 

foreign manufacturer.48 The Tariffs Act, in its application, seems to be limited as it provides 

protection to those trademark holders who are citizens of US and form an entity different from 

a foreign manufacturer (i.e. under no parent-subsidiary relationship with the original 

manufacturer). As long as the products copy or simulate a trademark registered in the US, §42 

of the Lanham Act provides that trademark owners would be allowed to prevent parallel imports 

of products, thereby overcoming the limitation. The provision highlights the principle of 

territoriality which is prevalent in the US, along with providing that as long as the customers are 

aware that the grey products are actually products that have not originated from the US 

manufacturer and are rather imported, parallel imports are permitted. Importation of genuine 

products is not barred but importation is barred only if the products simulate or copy a 

trademark.49 

                                                           
45  Osawa & Co v. B&H Photo 589 F.Supp 1163. 
46  Sneha Jain, “Parallel Imports and Trademark Law”, 14 Journal of Intellectual Property Rights 14 (2009). 
47  Yamaha Corporation of America v. ABC International Traders 703 F.Supp. 1398. 
48  Premier Dental Production Company v. Darby Dental Supply Company 794 F.2d 850. 
49  Olympus Corporation v. United States 792 F.2d 315. 
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What actions would amount to copying or simulation is a matter that courts have to decide 

based on the peculiar facts of the case. In the case of Lever Brothers Co v. United States of 

America50,  the Court stipulated that foreign products that bear a trademark identical to a valid 

trademark of US but which is physically different, would be barred under § 42 regardless of the 

genuine character of the trademark abroad or affiliation between the producing entities.51 In 

situations where trademarks which are though identical but have acquired different meanings 

in different countries, there is a likelihood of confusion to be created (in the absence of any 

specially differentiating feature) by the person who imports the foreign version to sell it under 

the trademark and such a likelihood of confusion is sought to be avoided through the Lanham 

Act. 

 

So the provision in this regard apparently appears to be aiming at deceit and consumer 

confusion. Affiliation, a limitation under the Tariff Act, amongst the producers neither serve as 

a constructive consent to the importation nor in any manner reduce the probability of 

consumer confusion.52 The Appellate Court, in appeal, upholding the decision of the District 

Court recognized the exception of affiliation53 being inconsistent with §42 of Lanham Act that 

cannot be enforced as against foreign products that bear trademark identical to valid trademark 

in US though which are physically and materially different, as nothing in provision’s 

administrative practice or legislative history supports such exception, and because physically 

different foreign products cannot be ‘genuine.’54 Hence, interpretations given to §42 in this case 

carved out an exception to the ‘affiliate exception’ for barring import of grey market products, 

with the test being that there were material and physical differences between the authorized 

products and the parallely imported products. A natural corollary that follows is that as long as 

the imported products are genuine, that is, they are identical or similar to the products which 

are authorized for importation by the trademark holder in US, parallel imports will be allowed. 

However, if the products are different, they will not be regarded as genuine and so importation 

would be liable to be barred. If one wants to claim protection under this rule laid down in the 

case, he would have to make an application to the Customs Authority alongwith a note of 

summary regarding the material and physical differences between the grey products and the 

products authorized by the trademark owner in US for importation or sale. If the entry of grey 

market products is prohibited by virtue of grant to the protection sought, such entry may still 

be permitted on assurance of the importer to properly label the products as per the Customs 

Regulations along with a notice.55 The product or its packaging must carry the said labelling 

which needs to be conspicuous as well as legible. It should stay on the product till first sale to a 

retail customer in the US.56  Hence, a parallel importer has only the following remedies available 

in case a suit for infringement if filed against him or if the grey market products are detained: 

                                                           
50  877 F.2d 101 (D.C. Cir. 1989). 
51  Supra note 50. 
52  Lever Brothers Co v. United States of America 877 F.2d 101 (D.C. Cir. 1989). 
53  Customs Regulation §133. 
54  Supra note 56. 
55  Customs Regulations 133.23(b) 
56  Ibid. 
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prove either that the products are not materially and physically different from the products 

authorized by the trademark owner in US; or that he has followed rules for proper labelling to 

ensure that customers would not get confused as regards the origin or source of the products.  

a.  Material Differences Test: This test helps in determining whether there is a likelihood 

of injury that can be caused by the allegedly infringing products to the goodwill built in 

the trademarked products by the trademark holder.57 When the alleged infringer and 

the trademark holder use identical marks for their products but the products are 

materially different, there is a likelihood of confusion amongst the consumers regarding 

the nature and quality of the trademarked products.58 If the products of the alleged 

infringer do not share the characteristics of the products of the trademark holder, the 

perceptions of the consumers is likely to be affected regarding the desirability of the 

products of the trademark holder.59 Sales of products of the alleged infringer would 

injure the trademark owner by tarnishing the ‘commercial magnetism’ of the 

trademark.60 When such circumstances exist, the products of the alleged infringer are 

considered as ‘non-genuine’ and their sale would constitute infringement. On the 

contrary, if the differences between the products are proved to be so minimal that 

consumers while purchasing the alleged infringer’s products “get precisely what they 

believed that they were purchasing”, the perceptions of the consumers of products that 

are trademarked are not likely to be affected by sales of the alleged infringer. 

 

There is a possibility that the consumers could be unaware of the precise avenues 

travelled by the given product on its way to the shelf of a supermarket, however, 

presence of an authentic trademark on the product of the alleged infringer serves as an 

accurate indicator of its quality and nature. So in the case of Iberia Foods Corp v. 

Romeo61, parallel importation of products was allowed because the plaintiff could not 

established any material differences. But in case where difference existed between the 

products that were imported parallely, prohibiting such imports, injunction was 

granted. On existence of significant differences between Italian made PERUGINA 

chocolate and the parallelly imported Venezuelan made PERUGINA chocolate, the 

Court opined that when a product which caters to the indigenous conditions of a foreign 

country while domestically competing against a product which is different physically 

but bears the same name, the potential for consumer confusion is extremely high. If 

there exists any difference in product of the trademark owner of US and the grey 

products of the alleged infringer so much so that consumers would be likely to consider 

it relevant when they would purchase a product, this aids in creating a presumption of 

consumer confusion which is sufficient to support a claim under the Lanham Act. 

Hence, the threshold of materiality needs to be kept so low that it is enough to take into 

account the potentially confusing differences that is, differences which are not enough 

                                                           
57  Weil Ceramics & Glass Inc v. Dash, 878 F.29 659 (3d. Cir. 1989). 
58  Societe Des Produits Nestle SA v. Casa Helvetia Inc, 982 F.2d 633 (1st Cir. 1992). 
59  Martin’s Herend Imports Inc et al. v. Diamond and Gem Trading Usa Co et al. 112 F.3d. 1296 (5th Cir. 1997). 
60  Mishawaka Rubber & Woolen Mfg Co v. S S Kresge Co. 316 U.S. 203 (1942). 
61  150 F.3d 298 (3d. Cir. 1998). 
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blatant for the average customer to think obviously that the origin of the product is 

different from his expectations. Such a presumption can be overcome if the defendant 

offers a proof that the differences are not of such kind that on average, consumers 

purchasing the product are to likely consider them. 

b. Quality Control Measures: In the Iberia case62, it was further argued that there existed 

material differences between the product sold by the defendant and the product sold by 

the plaintiff (Iberia) since Iberia conducted an inspection for ‘quality control’ of every 

shipment that had the impugned products on receipt from Caribe. It was contended by 

the plaintiff that the rejection of substandard goods has resulted in the raised the quality 

of the product (Mistolin) sold by the plaintiff thereby making it materially different 

from defendant’s uninspected product (Mistolin). Placing reliance on the case of Casa 

Helvetia63, the Court opined that on arrangement of the trademark owner to have its 

trademark placed on a product that has been manufactured by some other company, 

the rigorous quality control by the owner and inspection procedure once the products 

are received from the manufacturer are generally regarded as the criteria of checking 

material difference between products offered by the owner of the trademark and the 

products offered by the other company without stamp of approval of the trademark 

owner.  

 

Though subtle differences in quality could be created by the quality control measures 

which are difficult to measure, however, important to consumers, hence, the trademark 

owners are not required by the Courts to demonstrate that the actual quality of the 

uninspected products is measurably lower than the products which are inspected.64 But 

the test rather is to ascertain whether the procedures of quality control that have been 

established by the trademark holder are likely to highlight differences between the 

products so that consumer confusion as regards the source of the products could injure 

his goodwill.65 

 

Customer Confusion as to Source or Origin: A cosmetics company of France along with 

selling its US operations to plaintiff, Bourjois, assigned its trademark JAVA, to them. The 

plaintiff continued to buy in bulk some cosmetic products from the French 

manufacturer which were later being sold by them in US in boxes that prominently 

displayed that the plaintiff is the importer. The boxes that the plaintiff was using were 

considerably similar to the boxes that were being used by their French predecessor 

manufacturers. Genuine cosmetic products were purchased directly from the French 

manufacturer by the defendant, being a third party, in the boxes used by them which 

the defendant later imported into the US. This made defendant’s boxes similar to that 

of the plaintiffs.66 Since during the 1920s, Courts were not inclined to protect trademark 

                                                           
62  Iberia Foods Corp v. Romeo, 150 F.3d 298 (3d. Cir. 1998). 
63  Supra note 62. 
64  El Greco Leather Products Co. v. Shoe World Inc. 806 F.2d 392 (2d Cir. 1986). 
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owners of US from imports of genuine products obtained from some foreign 

manufacturer, hence the defendant was allowed to sell the impugned cosmetic product 

imported by it from the manufacturer in France. It was argued in appeal that the 

impugned trademark belonged to a French house which truly indicated the origin of 

the products. However, Supreme Court opined that as a result of such import, confusion 

amongst the consumers as to the origin of the goods, was likely to occur. The Court 

applied the principle of territoriality and observed that by public understanding, the 

impugned trademark indicated that the products were coming from the plaintiff even 

though the plaintiff did not make them. Also, the sellers cannot be permitted to convey 

their products free from restrictions to which they themselves are subject. The Court 

opined that because the products had been effectively assigned to the plaintiff and the 

French manufacturer did not have any right to vend the products in US, defendant or 

any other buyer from the French company did not get any greater right to use.67 This 

case has been considered as precedent and is applied by the Courts while deciding 

almost all cases of parallel imports. 

 

For a brief period of time, uncertainty reigned in the US legislative around 1983 when 

in the case of Bell & Howell: Mamiya Co v. Masel Supply Company,68 parallel imports 

of genuine cameras under a Japanese brand MAMIYA were allowed by the Court 

observing that little confusion would appear, if any, since it was not shown that the 

cameras which were parallely imported were inferior to the ones being sold by the 

plaintiff. Those parallel imports are barred under §42 of Lanham Act that involve 

products bearing a name or a mark that has been calculated for inducing the public into 

believing that a foreign product has been manufactured other than the actual country 

or locality, in some foreign country or locality. Therefore, making it mandatory to mark 

the imported products with ‘country of origin’, according to the labelling provisions of 

the Customs rules. The ruling in the case of Baldwin Bracelet Corp v. Federal Trade 

Commission69 also made this essential. In this case, the plaintiff was directed to cease 

and desist from selling the impugned products which were packaged in a way that the 

purchaser was precluded from noticing the marking of foreign origin. A suit under 

§43(a) of Lanham Act may result if there is a failure to mark grey products with the 

country of origin.70  

 

Supreme Court of US in the case of K-Mart Corp. v. Cartier Inc.71 opined that a customs 

regulation that permits importation of products that are foreign made where the 

trademark owner of US has authorized the use of the trademark, it would be in conflict 

with §526 of the Tariff Act, 1930 which as per its plain language prohibits importation 

of any product of foreign manufacture that bears a trademark owned by a corporation 

                                                           
67  Ibid. 
68  719 F.2d 42 (2d. Cir. 1983). 
69  325 F.2d 1012 (D.C. Cir. 1963). 
70  Bonsei Enterprises Co. v. Porteons Fastener Co. 441 F.Supp 162 (1977). 
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or a citizen of US; as well as domiciled in the US. It was concluded by the court that the 

imports which are permitted by regulations from companies under “common control” 

are consistent with §526 and hence allowed. However, since exhaustion limited to within 

US, the Court refused to recognize exhaustion of trademark rights. In the case of United 

States v. Eighty-Three Rolex Watches72, it was held by the Court that domestic 

trademark owners as well as foreign owned trademark owners are protected by §526, till 

the time the foreign owned trademark owner is not subject to the exception of “common 

control”.  

 

iii. Consideration under US Copyright Law 

 

The long going battle regarding legality of parallel imports under the copyright law in US was 

resolved by the decision in Kirtsaeng v. John Wiley & Sons, Inc.73. A split of authorities existed 

on the issue prior to the decision- the Second Circuit opined that international exhaustion did 

not apply to copies manufactured outside of US;74 on the contrary, the Ninth Circuit opined that 

international exhaustion did apply to copies manufactured outside of the US, however, only if 

they were first sold in the US,75 and it was opined by the Third Circuit that a limitation of the 

doctrine of first sale to only such copies that were made within the US did not fit within the 

scheme of the Copyright law.76 However, in Kirtsaeng77, where it came to the notice of the 

alleged infringer, a citizen of Thailand attending graduate school in the US, that a discrepancy 

of significant nature existed between the prices of textbooks in US and in Thailand. Taking 

advantage of the price difference, he asked his family and friends in Thailand to buy copies of 

the cheaper foreign versions and send them to him which he could then sell online, and later 

reimburse his family and friends for the purchase as well as shipping costs, and thereafter keep 

the remaining profit for himself. John Wiley & Sons (Asia) Pvt Ltd had made and first sold 

abroad, a number of books among the ones imported and sold by alleged infringer. Such foreign 

textbooks generally stated that the book could not be imported into US and could only be sold 

in a particular country.78 A suit was filed by Wiley for violation of its rights of importation as 

well as distribution, wherein it was argued by Kirtsaeng that first sale in Thailand exhausted such 

rights.  

 

While the trial court as well as the appellate court both found infringement, however, the 

decision was reversed by the Supreme Court making it clear that international exhaustion was 

recognized.79  
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In the case of Quality King v. L’anza Research International, Inc.80 the Supreme Court of US 

opined that a copyright owner of US who sold copyrighted products in Europe at low prices 

could not be permitted to prevent such goods from being reimported into US. Though the issue 

of international exhaustion was not addressed by the Court expressly, the Court affirmed 

implicitly the propriety of laws which treat exhaustion as a matter for national determination 

solely.81  

Though the Kirtsaeng case82 settled the split of authority under Copyright Law of US, however, 

a conflict between patent law and copyright law was caused as regards the treatment of 

international exhaustion.83 

 

IV. Consideration under European Union 

 

Regional exhaustion boundaries have been enacted in European Union and the policy followed 

by European Union is not substantially different from policy followed by US. The European 

Union’s policy of regional exhaustion is somewhat similar to the US policy of national 

exhaustion, since the member nations of the European Union are analogous to the individual 

states of US. Exhaustion is not recognized outside the region/states but within the region/states. 

Though each member nation of the European Union has its own intellectual property laws, 

however, the creation of the region of European Union has brought uniformity with it.  Hence, 

unlike United States, in European Union, the need to promote market integration has colored 

the issue of exhaustion and parallel imports and so it has ceased to remain a debate that is purely 

confined within the parameters of intellectual property law.84  There are varying conceptions of 

exhaustion as well as policy questions with respect to the permissibility of parallel imports in 

European Union. But it is far from a settled position. So, it would be premature to claim that the 

law relating to exhaustion in European Union has transcended the moniker of the ephemeral. 

 

i. Considerations under the Patent Law 

 

An independent jurisprudence has been spawned by European Court of Justice in respect of 

exhaustion of rights and parallel imports intending to harmonize the interests of integrated 

common market and that of the patent holder in enabling him to receive a fair return from the 

patent held by him.85 In its effort, a compromise has been arrived at by the Court through which 

exhaustion of rights are deemed to occur at a community level though patent holder may 

continue to claim protection if he is able to show that he was under a legal obligation to market 

the products in a particular territory.86  

                                                           
80  1998 U.S. LEXIS 1606 
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The first case before the ECJ which became a landmark in this regard was Centrafarm v. Sterling 

Drug87 which provided the Court with an opportunity to define clearly the extent for which 

patent protection could be granted. The central issue in this case was whether the national patent 

law could be used in barring parallel imports without being foul of the principle of free 

movement of products. Using the principle of community exhaustion of rights the Court held 

that once the patent holder had consented to market the patented products anywhere in the 

common market then regardless of national patent rights that may exist, the product could be 

marketed and sold anywhere in the community. The decision was based on the rationale of the 

twin planks of patent holder’s consent and the need for free movement of products. If the patent 

holder allows products to be marketed consensually, he cannot be permitted to retract such 

representation thereby later seeking to take recourse to national laws for prevention of parallel 

imports. Permitting the patent holder to do so would be akin to partitioning national markets 

which would be abhorrence of the principle of free movement that underlies the entire 

existence of the European Union. However, the Court recognized that if principle of free 

movement as enshrined under Articles 28 and 29 was to be derogated on the grounds of 

protection of intellectual property; it could only be permitted to be done if it justifies to 

safeguard the rights constituting the specific subject matter of that intellectual property which 

is the prerogative of the intellectual property owner to reap the benefits of the first sale of the 

product. Hence, where the said prerogative had to be protected, not as a matter of principle, 

national laws could only prevent parallel imports. The Court in the present case did not regard 

that this exception clause was satisfied, however, the rights of the patent holder were considered 

exhausted once products were marketed anywhere in the community with his consent. 

 

In another case Merck & Co Inc v. Stephar BV88 the question was: in case pharmaceutical 

products are marketed in a country where there does not exist any patent protection for the 

same, would it lead to exhaustion of the rights of the intellectual property owner. The Court 

opined that derogation from the principle of free movement of goods while effectively 

preventing partitioning of national markets could be allowed only when such derogation is 

essential in protecting the subject matter of the intellectual property right. It was observed that 

the rationale of recognizing this right is to ensure that the inventor is rewarded for his creation 

while also incentivizing analogous future inventions. Thus, if the patent holder markets his 

invention consensually in any country within a community, the inference that can be drawn is 

that either he has received some reward for his invention or he has unilaterally waived his right 

for the same. Such is so because the decision to place a product for marketing in a community 

as well as the conditions under which the product is to be marketed are sovereign decisions of 

the patent holder. On such decision being made, the patent holder must also be deemed to be 

willingly have accepted the consequences of his action. He cannot, at a later time, take recourse 

to national law for prevention of import of products from another state where he himself had 

lawfully marketed the said products. Thus decision of the Court even in this case was based on 
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the issue of consent of the patent holder in marketing his products in member states where no 

patent protection existed. In the opinion of the Court, no material difference existed in the two 

cases: in one case where a genuine parallel patent existed and the other case where product was 

marketed in a country where patent protection did not exist; because as per the Court, in both 

the cases an independent conscious decision had been made by the patent holder. Because the 

nature of the decision was such, the Court opined that in both cases, the rationale for the grant 

of a patent that is, conferring of a reward on the patent holder through first sale had been 

satisfied. If the principle of exhaustion was deferred in any manner, it would lead to twisting of 

national markets thereby adversely affecting consumer’s access to products in different 

markets. As a consequence once the products are marketed with the consent of the patent holder 

anywhere within the community, his rights would be exhausted and parallel imports would be 

permitted regardless of the prejudice that may be caused to the patent holder. 

 

The law on the issue of parallel imports in pharmaceutical products in Europe was laid down by 

the case of Merck and Co. Inc. v. Primecrown Ltd.89 The issues in this case were whether an 

exception could be carved out to the principle of community exhaustion for cases where 

products (drugs) are manufactured in countries they could not be patented, as a result prevent 

parallel imports; as well as in the specific situations where patent holders are under an ethical 

or legal obligation to put certain products on the market, whether the protection granted to the 

patent can act as a shield to repel parallel import. It was opined by the Court that a patent holder 

who, with full knowledge that no patent protection was available in a country, had willingly 

placed his products on the market therein, had exhausted his rights to control any subsequent 

circulation of such products in the common market. It would be an irrelevant consideration as 

to which country was the drug marketed in because the cornerstone for determining the point 

at which the rights are said to be exhausted is the consent of the patent holder in marketing the 

product. However, in cases where the patent holder is under a genuine legal obligation to market 

products in a particular country, presumption as to such consent cannot be made and the patent 

protection would continue.90  Otherwise, in every other case, consensual marketing would 

presuppose that the rationale of deriving a benefit, in the form of reward, from the patent had 

been satisfied and so permitting a free circulation of products henceforth would not be an 

abhorrence for the underlying basis of providing intellectual property protection.91 

 

Hence, an inference can be drawn from the aforesaid decisions that in its endeavour to balance 

rewarding inventor’s creative efforts by providing appropriate returns by granting patent 

protection and the interests of market integration, the Courts in Europe have leaned towards 

the latter.  

 

ii. Considerations under the Copyright Law 
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The principle of exhaustion of copyright was applied for the first time by the Court in the case 

of Deutsche Grammophon Gesellschaft mbH v. Metro-SBGrossmarkte GmbH & Co92, a matter 

relating to copyright infringement. A company, the appellant, was manufacturing certain 

records under a German copyright which were being marketed through an authorized 

subsidiary in France. When an independent importer, the respondent, tried to resell the 

products in Germany after having purchased them in France, a suit was brought against him by 

the appellant, alleging that its right had not been exhausted because the records not were 

marketed in German territory but only abroad. The Court, applying the concept of community 

exhaustion, opined that as long as the first authorized sale was with the consent of the holder of 

the intellectual property, the place of such sale would be irrelevant for the purpose of 

preservation of his exclusive rights. If exhaustion was to be permitted nationally, it would then 

permit manufacturers to get the common market portioned by restricting interstate trade which 

would entirely be antithetical to the aims of the European Community Treaty. 

The Court sought to legally justify its decision on the basis of a conjoined reading of Articles 30 

and 36 of the European Community Treaty. Broadly, as per Article 30, all quantitative 

restrictions on imports, subject to the caveats contained under Article 36, are prohibited.93 An 

exception has been charted out by Article 36 which provides that a restriction which justifies 

itself on the grounds of protection of industrial property and intellectual property would be 

permitted provided that it would not result in any arbitrary discrimination between disguised 

trade restriction or competing products.94 Perusal of the decision makes it clear that Court’s 

conclusion was not based on an analysis of the extent of plausible extension of intellectual 

property rights but instead the effect of granting of such a right on the cause of integration of 

the common market.  

 

iii. Considerations under the Trademark Law 

 

Trademark holders in Europe sought protection, prior to the enactment of the Trademark 

Directive (TMD) 89/104, under Article 28 read with Article 30 of the Treaty of Rome that 

provided that no quantitative restrictions could be imposed by any state on imports except when 

the restrictions that protect commercial and industrial property. Reconciling and balancing the 

fundamental aim of having a single market with free movement of products in the Community 

was the essential purpose with which the Treaty was enacted in contrast to fundamental interest 

of protecting the commercial and industrial property rights.95 The decisions pronounced by the 

European Court of Justice under the said provisions of the Treaty served as a determining factor 

as to whether an exercise of intellectual property rights, that prohibited or restricted any sort of 

trade amongst Member States, was justified if that served a purpose of safeguarding rights that 
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constituted “essential function” or the “specific subject matter” of the intellectual property rights 

concerned.96  

 

To understand the law of European Union on parallel imports, one would have to see to it in 

two categories: 

(a) First Sale- outside the European Economic Area (EEA): Before TMD was enacted, it was 

uncertain as to whether principle of international exhaustion was advocated by Article 28 read 

with Article 30 of the Treaty to permit parallel imports of product placed in the market outside 

European Economic Area. The approach adopted by the Member States differed in practice, 

with some applying a rule of Community exhaustion while others applying the rule of 

international exhaustion.97 However, after the introduction of Article 7, the main argument now 

was whether the member states were free to adopt or reject the principle of international 

exhaustion, as both the TMD as well as the CTMR had not made any mention. The Explanatory 

Memorandum for the Directive98 discusses that the approach initially indicated clearly that the 

Commission’s intention was adoption of international exhaustion. However, the intention was 

soon changed. 

 

The Explanatory Memorandum published in 1984,99 to the amended proposal for the CTMR 

mentioned that because of the absence of reciprocity in nations outside the EEA was likely to 

result in discrimination against the industry within the EEA; the debate was closed and it was 

clarified that international exhaustion was not adopted by EEA. This was backed by the 

interpretation adopted by ECJ of Article 7(1) in the case of Silhouette International Schmied 

GmbH & Co KG v. Hartlauer Handelsgesellschaft GmbH100 wherein it was opined that the 

national rules which provided for exhaustion of trademark rights regarding products under a 

trademark put on the market by the owner of the trademark or with his consent outside the EEA 

were contrary to Article 7(1). However, the Commission still had hopes that international 

exhaustion may be introduced by bilateral or multilateral agreements, sometime in the future 

and that Article 7 was not absolute but qualified as exception in the form of the absence of 

consent of the trademark proprietor allowed him to prevent parallel imports. This exception 

was used by the parties advocating parallel imports in the case of Zino Davidoff v. A&G 

Imports101 to argue that products that were sold with the consent of the owner in Singapore 

where the distributor had undertaken in a contract that he would not sell outside his specific 

territory as well as would impose such obligations on buyers of the said products, clearly 

indicated an implied consent of the trademark owner to the importation of products in the EEA. 

It was laid down in this case if Article 7(1) of the Directive was to be construed properly, then the 

consent of the owner of the trademark for the purpose of marketing the products bearing that 
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trademark within the EEA, the products that had been previously placed by the trademark 

owner or with his consent on the market outside the EEA, the consent may be implied with an 

inference needed to be drawn from facts and circumstances that occur prior to, simultaneous 

with or subsequent to the placing of the products in the market outside the EEA. This is 

demonstrative of the fact that there has been renunciation, by the trademark owner, of his right 

to oppose the placement of the products on the market within the EEA.  

 

(b) First Sale- Within the European Economic Area (EEA): Before the exhaustion principle was 

explicitly codified, the leading cases in the year 1970s established a series of rules regarding 

exhaustion of rights within the European Union. One of the most important of such rules in 

respect of trademarks was that once the trademark owner or someone else with his consent, 

place those goods in the market of a Community which are protected under a trademark, it 

exhausts the proprietary rights of the owner throughout the Community thereby allowing the 

rules of free movement to prevail.102 The ECJ established the concept of regional exhaustion 

while interpreting the Treaty. As per Article 7, movement of genuine products is not restricted 

within the EEA. However, Article 7 is qualified and not absolute. When the products are 

marketed within the EEA, the rights of the trademark owner will not be exhausted in the 

following three instances: 

 

(i) Consent: Parallel imports can be prohibited and a trademark owner will not exhaust his rights 

if sale of products is made without his consent. In the case of Sebago,103 that happens to be 

leading case on this point, the ECJ opined that consent of the trademark owner for the marketing 

of products within EEA which are identical to the products for which exhaustion is claimed was 

not sufficient. It was required to be proved of there was consent of the trademark proprietor for 

the actual products in question. The consent has to be expressed positively and should 

unequivocally demonstrate that the owner of the trademark had renounced his intentions to 

enforce his exclusive rights.104 

 

(ii) Legitimate Reasons: Though, principle of regional exhaustion has been recognized under 

Article 7 of TMD 89/104, however, trademark owner has been granted a right to prohibit further 

commercialization of products if a ‘legitimate reason’ exists. One of such legitimate reasons 

could be change or impairment in the condition of products after having been put in the market. 

‘Legitimate reason’ may refer to ‘reason specifically provided for by law’. Even if products have 

been marketed with the consent of trademark owner, its parallel import can still be prohibited 

if such products contravene with the local regulations regarding ingredients-labelling because 

their prohibition would be ‘legitimate’ as commanded by law. In the case of Colgate-Palmolive 

v. Markwell Finance,105 where Colgate, manufactured in Brazil had different ingredients than 

the UK variant, parallel importation thereof was allowed to be prohibited. Similarly, in the case 
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of London Borough of Backney v. Cedar Trading Ltd.106, cans of Coca-Cola which were 

imported from the Netherlands and had the ingredients listed in the Dutch language, were not 

permitted to be sold in the UK. 

 

(iii) Goods Changed or Impaired after having been put on the market: This is one of the reasons 

mentioned under Article 7 itself explicitly. In a case107 decided under the national law of 

Germany, there terms ‘change or impairment’ were interpreted and the procedure of dying in 

garish colours, bleaching, as well as conversion of Levi’s jeans into shorts was considered as 

modification that was held to be affecting the Levi’s brand to such an adverse extent that defence 

of exhaustion was not permitted. Sometimes the parallel importer is required to relabel or 

rebrand the imported products with the trademark of the country in which they are imported 

in order to sell his such parallel imported product, especially in case where different marks are 

used in different countries. The question in such a case is whether such an act of 

rebranding/relabeling/repackaging would constitute a change or impairment thereby making it 

a legitimate reason for prohibiting parallel importation. However, this answer is dependent on 

facts of each case. Though repackaging/relabelling/rebranding would be considered essential to 

avoid customer confusion as to origin thereby upholding the purpose of the trademark, but the 

manner and form of such repackaging/relabelling/ rebranding would be the deciding factor. 

For instance, in a case where an adaptor, of which the origin was not clear, was included in the 

boxes of Sony PlayStations so that they could be connected to British television, the Court 

opined that it was a sufficient change to enable prohibiting the parallel importation.108 

 

V. Conclusion 

 

The question of whether parallel imports should be allowed on the theory of intellectual 

property exhaustion due to the first sale or commercial use of a product exploiting such rights 

is still up for debate. Though the common consensus is that developing countries support 

parallel imports while wealthy countries oppose them. Regarding the status of parallel imports 

in the USA, they may be allowed if the products are correctly branded in accordance with 

customs regulations. In the United States, the idea of material difference is adhered to, and the 

threshold for such differences has been kept very low in order to preclude nearly all parallel 

imports. Since the territoriality principle greatly dominates the trademark industry in the 

United States, parallel imports that damage the reputation of the trademark owner by confusing 

consumers about the origin of the goods are forbidden. 

 

However, the European Union has a policy of regional exhaustion, which allows for the 

importation of commodities that are sold in the European Economic Area in parallel. The 

trademark owners may nevertheless be able to stop the legitimate parallel import of goods that 
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are offered for sale outside of the European Economic Area. Several case statutes list strict 

requirements that importers must adhere to in order to shield themselves from legal liability, 

even while importing into EEA member states.  Parallel importation within the EU would 

likewise be forbidden in the event of valid justification. However, the specifics of the case and 

the mark in question would determine what would constitute a valid justification. Therefore, it 

is apparent that even while parallel importation is a problem on a global scale, the TRIPS 

agreement has left the exhaustion concern unresolved. TRIPS addresses the issue, but it also 

specifies that there is no resolution on the subject. As a result, each agreement member country 

is allowed to determine how their own national laws and courts will handle intellectual property 

exhaustion and parallel imports. 

But what's really required is a guarantee that enacting a national law that supports parallel 

imports won't be viewed as an unfair trade practice in and of itself, making it illegal under the 

laws of the relevant individual nations or regional group. 
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