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|. Introduction

The federal trademark law of the United States, the Lanham Act,? is now 60 years old.

!In Rex R. Perschbacher and Debra Lyn Bassett, The End of Law, 84 B.U.L. Rev. 1
(2004), the authors claim that the increased privatization of the legal process through ADR or
other settlement mechanisms leaves law privately, not publicly judged. Designating judicial
opinions as “not for publication”, etc., further hinders society’s ability to view the workings of
the judicial system. Therefore, it is truly an anomaly when cases are fully litigated and reach a
published, precedent setting opinion. This seems to be perfectly parallel to the trademark law
setting in America today and thus | borrow from the authors’ catchy title.

Act of July 5, 1946, ch. 540, 60 Stat. 427 (1946) (codified as amended at 15 U.S.C. §§
1051-1141n (2006)).
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Commentators often describe it as “an extraordinary success.”® The most famous trademarks,
such as Coca Cola or Microsoft, are now valued at nearly $100 billion.* But what price have we
paid for this progress? On what do these commentators base these conclusions? Is the Lanham

Act truly an extraordinary success? Who benefits by this “success”?

*Robert C. Denicola, Some Thoughts on the Dynamics of Federal Trademark Legislation
and the Trademark Dilution Act of 1995, 59 LAW AND CONTEMPORARY PROBLEMS 75
(1996)(“Statutes are judged by how well they promote the goals or cure the mischiefs prompting
their enactment”). But see, Jerome Gilson and Anne Gilson LaLonde, The Lanham Act: Time
for a Face Lift?, 92 TMR 1013 (2002)(arguing that there should be a Trademark Review
Commission put in place to standardize and modernize trademark law and perhaps leading to a
single appellate body hearing all trademark appeals).

“Suhejla Hoti, Michael McAleer, and Daniel Slottje, Intellectual Property Litigation
Activity in the United States, 20 JOURNAL OF ECONOMIC SURVEYS 715 (2006).
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On January 29, 2007, the New York Times ran a front page article indicating that the
Levi Straus corporation was using trademark litigation to secure market share, even while the
Levis blue jeans continued to tumble in popularity.®> For people knowledgeable about trademark
law and practice, what makes this newspaper article noteworthy is not that Levi’s is engaged in
such conduct. What makes it significant is that this conduct is engaged in by all trademark
holders® has finally seen the light of day and is reported on the front page of the New York
Times. That is, virtually all trademark holders use trademark litigation to secure market share by

suing competitors and thereby increasing the competitor’s cost of market entrance or market

*Michael Barbaro and Julie Creswell, With Trademark in Its Pocket, Levi’s Turns to
Suing Its Rivals, NEw YORK TIMES, January 29, 2007, at Al.

®| use the term “holder” where others might use the word “owner.” As | have argued
elsewhere, , the trademark right only extends to the right to exclude others from using a
mark to the extent which the holder has used it and only for as long as the holder has used it,
there is actually nothing to “own” in the technical sense. A trademark holder does not “own” the
word. Therefore, Delta brand faucets and Delta brand airlines have co-existed for years. As
such, using the term owner raises connotations that are not appropriate in trademark
jurisprudence.
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continuation.’
This is not an exceptional thesis statement. However, documentation of this fact has

been sparse. This article attempts to document this trend.

" Abercrombie & Fitch Co. v. Hunting World, Inc., 537 F.2d 4 (2d Cir. 1976)(“A&F has
spent large sums of money in advertising and promoting products identified with its mark
‘Safari’ and in policing its right in the mark, including the successful conduct of trademark
infringement suits”).
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Of course, trademark holders must police their trademarks or suffer the fate of a court
subsequently finding that trademark holders acquiesced to infringing uses or that the mark now
lacks distinctiveness.® Therefore, when truly infringing® or dilutive'® conduct is detected, the

trademark holder really must act.* The trademark holder does not have to send cease and desist

8Wallpaper Mfrs., Ltd. V. Crown Wallcovering Corp. 680 F.2d 755 (CCAP 1982).

%Infringement is present when there is a likelihood of confusion between two marks. KP
Permanent Make-Up, Inc. v. Lasting Impression I, Inc., 543 U.S. 111, 120 (2004). The
traditional formulation of trademark infringement required there to be competition between the
parties, that is, “commerce that could be regulated by Congress”. See U.S. Cont. Art. I, sec. 8 cl.
3. This provision has long been thought to be the constitutional justification of trademarks after
the U.S. Supreme Court held that the Patent and Copyright Clause, Art. I, sec. 8, cl. 8, could not
be used to justify federal protection of trademarks. The Trademark Cases, 100 U.S. 82 (1879).
Recently, there seems to be some “mission shift” as some courts are not requiring there to be
competition before finding a likelihood of confusion. See, e.g., Anheuser-Busch, Inc. v.
Balducci Publ'ns, 28 F.3d 769, 774 (8th Cir. 1994) (“[C]onfusion . . . may exist in the absence of
direct competition.” Court finds likelihood of confusion between humor magazine's parody and
beer maker's trademarks). Originally and constitutionally, without competition there could be no
likelihood of confusion and therefore no infringement. That is, “one merchant shall not divert
customers from another by representing what he sells as emanating from the second.” See, Yale
Elec. Corp. v. Robertson, 26 F.2d 972, 973 (2d Cir. 1928). Under the Lanham Act, trademark
infringement is governed by 15 U.S.C. Sec. 1114 (2006), but this provision neither mentions
“likelihood of confusion” nor defines it in any way.

%Trademark dilution occurs when the use of a trademark by another “lessen[s] the
capacity of a famous mark to identify and distinguish good or services, regardless of
[competition or likelihood of confusion]”. 15 U.S.C. Sec. 1127 (2006). See also, Moseley v. V
Secret Catalogue, 537 U.S. 418, 433 (2003).

“This article concentrates on Article 111 court proceedings, however, a similar argument
can be made about trademark oppositions and cancellations before the PTO, an administrative
body. For example, there were over 6,500 oppositions filed in calendar year 2006.
Performance and Accountability Report: Fiscal Year 2006, table 23,
http://www.uspto.gov/web/offices/com/annual/. However, over 95% of these will result in
settlement or dismissal prior to a final disposition. OPPOSITION PROCEEDINGS BEFORE
THE PATENT & TRADEMARK OFFICE TRADEMARK TRIAL AND APPEAL BOARD
Roberta S. Bren SC68 ALI-ABA 1830PPOSITION PROCEEDINGS BEFORE THE PATENT
AND TRADEMARK OFFICE TRADEMARK TRIAL AND APPEAL BOARD EXHIBITS
Roberta S. Bren SC68 ALI-ABA 375.
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letters to all infringers nor sue every infringer. The trademark holder need only to be
reasonable.'? If long periods of infringing use are not objected to, the trademark holder may
experience difficulty in subsequently enforcing that mark.™® Therefore, policing the mark is a
necessary part of trademark maintenance.**

The normal course of conduct is the trademark holder sends a cease and desist letter to an
offending user of a mark and objects to that usage.'® If ignored or the other party responds that
it will not cease use, an infringement or dilution law suit may result. This is the normal, rational

course of conduct in trademark litigation.

2 Accurate Merchandising, Inc. v. American Pacific, 186 U.S.P.Q. (BNA) 197 (1975).
This statute places an affirmative duty upon a licensor of a registered trademark, such as TELE-
TENDER to take reasonable measures to detect and prevent misleading uses of his trademark by
his licensees or suffer cancellation of his federal registration. 15 U.S.C. § 1064 provides that a
trademark registration may be cancelled because the trademark has been “abandoned.’™)

B\wallpaper Mfrs., Ltd. V. Crown Wallcovering Corp. 680 F.2d 755 (CCAP 1982)
“Hermes Int'l v. Lederer de Paris Fifth Avenue, Inc., 219 F.3d 104, 110 (2d Cir. 2000).

5Ty Inc. v. Softbelly’s, Inc., 353 F.3d 528, 531 (7™ Cir. 2003)(For example, “Ty polices
the use of ‘Beanie(s)’ vigorously by filing lawsuits, sending cease and desist letters, and
opposing trademark applications for the word or its cognates”).
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What is exceptional is that some trademark holders are using this course of conduct to
expand their trademark rights, not just to object to truly objectionable uses. That is, some
trademark holders send thousands of cease and desist letters to the point that there are now
“sample” cease and desist letters available on the Web.'® These cease and desist letters are
followed by hundreds of trademark infringement filings.'” These cases are not necessarily
prosecuted to a conclusion on their merits. In fact, if prosecuted to a trial on their merits, the
trademark holder/plaintiff would likely lose because they are not always meritorious claims.*®
This conduct is referred to as “strike suits.” *° These are law suits and, in the trademark context,
cease and desist letters that have a different objective than to merely stop the use or conduct of
the would-be defendant (hereinafter “strike suit conduct”). Their objective is to raise market
entrance or continuation costs to the competitor.

One result of this conduct is that a small fraction of all law suits filed actually reach a

only 1.3% of federal trademark cases reached a trial on the merits last year.”> Although much is

18See, e.g., http://www.keytlaw.com/urls/c&d.htm.

YMicrosoft filed 235 trademark infringement law suits in the years 2001-2005. Michael
Barbaro and Julie Creswell, With Trademark in Its Pocket, Levi’s Turns to Suing Its Rivals, NEw
YORK TIMES, January 29, 2007, at Al.

18 Even when not an apparent strike suit because the plaintiff does seek to litigate the
case to a final decision on the merits, the trademark holder only prevails about half of the time.

1%See Behlen v. Merrill Lynch, 311 Fd. 3d 1087, 1091 n.1 (11" Cir. 2002)(“A strike suit
is defined as ‘[a] suit . . . often based on no valid claim, brought either for nuisance value or as
leverage to obtain a favorable or inflated settlement.” quoting Black's Law Dictionary 1448
(Bryan A. Garner ed., 7th ed. 1999).

“http://www.uscourts.gov/judbus2006/appendices/c4.pdf; infra Graph N.
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said about litigious Americans,?* the ratio of trademark cases that reach a trial on the merits
continues to go down,? all the while the total number of cases filed continues to go up.? Of
course, there may be several causes for the shrinking percentage of cases that make it to a trial
on the merits (like money, time, etc.), one cause of this small percentage seems to be the
prevalence of strike suit conduct.

This strike suit conduct is also prevalent in the registration stage. In this case, a
trademark holder objects to the registration of a mark. The objection is based on the idea that the
trademark holder has to plow a wide path through commerce in the United States. The wider
this path is, the better it is for the existing trademark holder—better in the sense that the more

third parties acquiesce to its use, the stronger the mark becomes.

*1See sources cited in Rex R. Perschbacher and Debra Lyn Bassett, The End of Law, 84
B.U.L. REV. 1 nl. (2004).

?2See infra Graph N.

*3See infra Graph L.
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As the trademark holder plows this wide swath through American commerce, through
strike suit conduct in litigation before Article 111 style courts, cease and desist letters, or
objecting to the registration of marks,* the trademark holder’s mark becomes that much more

distinctive and strong.”®

**This is the practice of filing petitions to cancel registered marks or to oppose the
registration of trademark applications. These proceedings are not Article 111 style court
proceedings but rather administrative proceedings before the Trademark Trial and Appeal Board
(TTAB). See TTAB MANUAL OF PROCEDURE,
http://www.uspto.gov/web/offices/dcom/ttab/tbmp/index.html.

2 Abercrombie & Fitch v. Hunting World, Inc., 537 F.2d 4 (2d Cir. 1976).
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As this conduct occurs, gradually, but assuredly, the actual scope of protection of the
trademark broadens. As the trademark scope broadens, the mark becomes more distinctive. As
it becomes more distinctive, the more likely it is that a skilled litigant will be able to argue that it
has become famous. Once famous, it becomes subject to protection from dilution.?*® Once a
mark is protected from dilution, it has reached the zenith of its power to exclude others,
regardless of whether the goods on or in connection with which the marks are used are in
competition. That is, once the mark becomes famous and eligible for dilution protection,
competition no longer is relevant.?’

I call this strike suit conduct, be it in the cease and desist stage, litigation stage, or
registration stage, trademark extortion.

The effects of trademark extortion are as follows:

1) The scope of the trademark grows through this extortion rather than through use;

%615 U.S.C. Sec. 1125( ¢ )(1)(A)(2006)(“For purposes of paragraph (1), a mark is famous
if it is widely recognized by the general consuming public of the United States as a designation
of source of the goods or services of the mark's owner. In determining whether a mark possesses
the requisite degree of recognition, the court may consider all relevant factors, including the
following:

(i) The duration, extent, and geographic reach of advertising and publicity of the mark, whether
advertised or publicized by the owner or third parties.

(if) The amount, volume, and geographic extent of sales of goods or services offered under the
mark.

(iii) The extent of actual recognition of the mark.

(iv) Whether the mark was registered under the Act of March 3, 1881, or the Act of February 20,
1905, or on the principal register”).

2115 U.S.C. Section 1227(2006)(“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”™).
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2)

3)

4)

5)

Competition is made more expensive and therefore there is less of it as parties avoid
conflict with an existing market player;

Once the scope of the trademark becomes wide enough, the holder of the trademark can
call its mark “famous” and take advantage of all that the Federal Trademark Dilution Act
has to offer;

Parties use trademark extortion as a tactic for reasons beyond just winning in court. As a
result, trademark rights are not based on use, as the Constitution and the Lanham Act
demand, but, instead, based on trademark extortion;

The entire idea of the FTDA was to protect famous marks from dilutive conduct, yet to
the extent trademark holders are creating their fame through trademark extortion rather
than through use, the FTDA is not served. lronically, the FTDA actually encourages
trademark extortion because it places such a premium on making a mark famous.
Therefore, to make its mark famous, trademark holders will do anything in this process,

including trademark extortion.

I1. The Problem

The essence of the problem is, for example, Company A has an existing market share in

the orange juice market. Companies A, B and C comprise the vast majority of the market share

for orange juice. What happens when Company D attempts to enter the market for orange juice

(or expands an existing nominal share)? Of course, it is not in Company A’s interests to see,

encourage or tolerate Company D’s existence in the market place for orange juice. As the

number of competitors grows in any give market, here orange juice, the corresponding price that
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the remaining parties, here including Company A, can charge goes down.

This is a basic theory, of course, of capitalistic competition.”® The corresponding notion
also is true: when one company possesses 100% or near 100% of the market share, the more
monopoly rents they can charge to have access to their goods or services.?

Therefore, Company A has a rather serious, institutional objective to not sit idle while
Company D enters the market for orange juice or expands its existing market share.

Company A can do several things in regards to Company D’s market entry. It can
attempt to exclude Company D from the market by raising its market entrance costs to some
prohibitively high point. Company A can also make its mark more distinctive and therefore
drive down the relative search costs between Company A’s orange juice and Company D’s
orange juice. That is, growing the relative distinctiveness is also a logical competitive strategy

for Company A.

%®Richard A. Posner, Economic Analysis of Law (2d ed. 1977).

®Nicholas A. Widnell, COMMENT: The Crystal B al of Innovation Market Analysis in
Merger Review: An Appropriate Means fo Predicting the Future?, 4 GEO. MASON L. REV. 369,
373-74 (1996).
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On the other hand, Company A might sue Company D for frivolous or non-frivolous
trademark infringement. A perfect example is Levi’s conduct. As Levi’s attempts to wrestle
back market share by opening free-standing designer jean stores, along the lines of the
competitors that drove down Levi’s market share such as Abercrombie or American Eagle,

Levi’s is, as documented by the New York Times, engage in trademark extortion.*

I1. The Rise of the Lanham Act
To say that the Lanham Act rose out of the ashes of World War 1l would not

overdramatize reality; however, the context of the Lanham Act far pre-dated World War 11.

% Michael Barbaro and Julie Creswell, With Trademark in Its Pocket, Levi’s Turns to
Suing Its Rivals, NEw YORK TIMES, January 29, 2007, at Al.

*'For an excellent and readable history of the notion of trademark protection in the

United States, see Keith M. Stolte, A Response to Jerome Gilson’s Call for an Overhaul of the
Lanham Act, 94 TRADEMARK REPORTER 1335 (2004).
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One of the earliest trademarks was G. WASHINGTON, registered by George
Washington in 1772 for use on flour.®* At that time, the man who would become the first
president was a mere farmer and businessman.

The first United States trademark legislation was proposed by a private citizen, Samuel
Breck, in 1791. Mr. Breck was a manufacturer of sailcloth in Boston and proposed that his
group of proprietors be given the “exclusive privilege of using the particular marks they have

adopted for designation of sail-cloth of their manufactory.”*

$2Beverly W. Pattishall, Two Hundred Years of American Trademark Law, 68
TRADEMARK REP. 121 (1977).

% Journal of the House, p. 464 (1791).
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The House of Representatives voted to refer the matter to the Secretary of State, Thomas
Jefferson.3* To this day, Jefferson’s contribution to trademark and patent law is memorialized
by the fact that one of the five principle buildings that makes up the Patent and Trademark Office
is named after Jefferson.® Jefferson correctly saw that any such legislation must be grounded in
the Commerce Clause of the Constitution.®® Jefferson perceived that exclusive rights to use a
trademark had potentially significant economic effects, that a trademark registration system
would be useful in streamlining and equalizing access to those rights, and that trademark
infringers should be punished.®” Although the 2nd Congress of the United States defeated

Jefferson's proposed trademark law,* Jefferson's insights on the subject proved instrumental

$Edward Rogers, Goob WILL, TRADE-MARKS AND UNFAIR TRADING 47-48 (1919);
Beverly W. Pattishall, The Constitutional Foundations of American Trademark Law, 78
TRADEMARK REP. 456, 459 (1988) (citing to Am. State Papers 48).

%Justin Hughes, Copyright and Incomplete Historiographies, 79 S. CAL. L. REv. 993,
1033 (2006). Jefferson has even been called the “Father of American Trademark.”
http://www.lib.utexas.edu/engin/trademark/timeline/tj/tj.ntml. See also, Beverly W. Pattishall,
Two Hundred Years of American Trademark Law, 68 TRADEMARK REP. 121, 122 (1977).

%Thomas Jefferson, Report on the policy of securing particular marks to Manufacurers,
by law, in 3 WRITINGS OF THOMAS JEFFERSON 156-57 (Andrew A. Lipscomb ed.,
1905)(Jefferson limited any trademark law to “commerce with foreign nations, and among the
several States, and with the Indian tribes,” tracking the Commerce Clause verbatim). See also
Keith M. Stolte, A Response to Jerome Gilson’s Call for an Overhaul of the Lanham Act, 94
TRADEMARK REPORTER 1335, 1340 (2004).

$"Thomas Jefferson, Report on the policy of securing particular marks to Manufacurers,
by law, in 3 WRITINGS OF THOMAS JEFFERSON 156-57 (Andrew A. Lipscomb ed.,
1905)(trademark protection would “contribute to fidelity in the execution of manufacturing” and
“rendering it penal in others to put the same mark to any other wares”).

*Beverly W. Pattishall, The Constitutional Foundations of American Trademark Law, 78
TRADEMARK REP. 456, 460 (1988); Edward Rogers, Goob WILL, TRADE-MARKS AND UNFAIR
TRADING 48 (1919)(“It is evident that there was not a sufficient demand at the time of Jefferson's
report or for seventy-nine years afterwards for a law to put into effect his recommendations and
it was not until 1905 that they were fully carried out.”). New York was the first state to enact a
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much later in the 1946 Act.

trademark law ostensibly to prevent fraud in the use of false stamps and labels, but did not do so
until 1845. 1d
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In 1870, the actual first trademark legislation was passed into law in the United States.*

The Act of 1870, loosely speaking, granted rights upon registration, not upon use*° and claimed
the Patent and Copyright Clause of the Constitution** to be the basis of the legislation. This
clause gives Congress the authority “to promote the Progress of Science and useful Arts, by
securing for limited Times to Authors and Inventors the exclusive Right to their respective

Writings and Discoveries”.** In 1879, the Supreme Court struck this Act down as

%Beverly W. Pattishall, The Constitutional Foundations of American Trademark Law, 78
TRADEMARK REP. 456, 459 (1988).

“Trademark Act, ch. 230, 16 Stat. 198 (1870).
*Us Cont., Art. I, sec. 8, cl. 8.

“2Us Cont., Art. I, sec. 8, cl. 8.
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unconstitutional.** The Supreme Court held that trademarks were not “writings” as envisioned
in Article 1, Section 8, Clause 8 of the United States Constitution and therefore, if federal

trademark protection was to be constitutional, it must find its grounding elsewhere.*

*The Trademark Cases, 100 U.S. 82 (1879). Most relevantly for the subsequent Act of
1881, the Supreme Court expressly stated that its holding did not effect Congress’s ability to
regulation international commerce. Id. at 99 ("In what we have here said we wish to be
understood as leaving untouched the whole question of the treaty-making power over trade-
marks, and of the duty of Congress to pass any laws necessary to carry treaties into effect."”).

*The Trademark Cases, 100 U.S. 82, 93 (1879). Reading the legislative history of the
Lanham Act, one clearly gets the sense that the drafters were searching for Constitutional
legitimacy. Hearings on H.R. 9041 Before the House Comm. on Patents, Subcomm. on Trade-
Marks, 75th Cong., at 24 (1938)(“[A]nyone examining the history of the Federal Government
can observe that, as a matter of fact, from the earliest beginnings of the United States and the
Colonies preceding it, there has been a continual transfer of rights from the individual States to
the Federal Government.”).
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In 1905 a new trademark law was enacted.* Although this law was characterized by one
of the most influential trademark commentators of the day as a "slovenly piece of legislation,
characterized by awkward phraseology, bad grammar and involved sentences [whose] draftsman
had a talent for obscurity amounting to genius,"“® it lasted until 1947 when the Lanham Act took
effect.

In 1938, the first draft of what became known as the Lanham Act was submitted to
Congress and discussed at length.*” It, of course, failed to pass.

On June 17,1939, H.R. 6618, another version of what became known as the Lanham Act,

passed the House and the Senate on June 22, 1940. After passage in the Senate, a motion to

*Although there had been several piece-meal attempts at trademark statutes, the 1905
Act was considered the first systematic trademark jurisprudence after the 1870 Act. See
Trademark Act, 19 Stat. 141 (1876); Trademark Act, ch. 138, 21 Stat. 502 (1881)(applying only
to international commerce).

“®Edward S. Rogers, The Expensive Futility of the United States Trade-Mark Statute, 12
MICH. L. REV. 660, 665 (1914). Rogers, probably not coincidentally, was the author of a
trademark bill submitted to Congress in 1924 to supplant the Act of 1905. It, however, did not
pass. See, Beverly W. Pattishall, The Constitutional Foundations of American Trademark Law,
78 TRADEMARK REP. 456, 462 (1988). For a more favorable review of the 1905 Act, see
Robert P. Merges, One Hundred Years of Solicitude: Intellectual Property Law 1900-2000, 88
CALIF. L. REV. 2187, 2210 (2000)(“The 1905 Trademark Act - also premised on the Commerce
Clause - finally remedied the situation, bringing clarity and uniformity to trademark law in
accordance with the needs of the burgeoning consumer-products industries”).

*"Hearings on H.R. 9041 Before the House Comm. on Patents, Subcomm. on Trade-
Marks, 75th Cong. 1-199 (1938). This was the initial hearing that took place on March 15", 16"
17" and 18" of 1938. Representative Lahnam Chaired this Committee. It consisted of a fact
finding mission where the House Committee acted as jurors getting to the truth of what became
the Lanham Act. Of course, the presenters were all well-known trademark attorneys and
corporate representatives who testified that, from their perspective and their clients perspectives,
this national trademark law was needed. Only trademark holders or their representatives
testified.
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reconsider was entered and agreed upon.*® The bill was, therefore, returned to the calendar and
not acted upon again during that session of Congress.*

In 1941 during the 77" Congress, H.R. 5461 and S. 895 were submitted to each
respective House of Congress.”® Once again, after one version passed the House it was

subsequently referred by to Subcommittee and action was deferred on December 15, 1942.%

%83, Rep. No. 79-133, at 6 (1946), reprinted in 1946 U.S.C.S. 1274.
S Rep. No. 79-133, at 6 (1946).
*03 Rep. No. 79-133, at 6 (1946).

>!S. Rep. No. 79-133, at 7 (1946).
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During the 78" Congress, H.R. 82 was submitted to Congress and ultimately passed by
the House on June 28, 1943.°2 That bill was referred to the Committee on Patents but action was
deferred on December 14, 1944 and no further action was taken before the close of that
Congressional session.>

Finally, during the 79" Congress in 1946, the Lanham Act was passed, signed into law

and codified.> It took effect on July 5, 1947.>

°23, Rep. No. 79-133, at 7 (1946).
>33, Rep. No. 79-133, at 7 (1946).
>*60 Stat 443 (1946)(codified at 15 U.S.C.A. § 1051-1141n).

**The first case to cite the Lanham Act was Anheuser-Busch, Inc. V. Du Bois Brewing
Co, 73 F. Supp. 338 (W.D. Penn. 1947) on September 9, 1947. The first case to actually rely on
the Lanham Act was California Fruit Growers Exchange v. Sunkist Baking Co., 166 F.2d 971
(7" Cir. 1947) on December 23, 1947 reversing a finding of infringement of the word SUN-
KIST as no confusion as to source was found as required under the Lanham Act. Needless to
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say, this case was originally filed before the effective date of the Lanham Act. The court in this
case does not give the date of the case from which this appeal was brought but does also cite the
Act of 1905 for the proposition that allowing the plaintiff to monopolize the word “sun-kist” on
food products would be giving them too much. The first actual reported district court case
relying on the exclusively on the Lanham Act for jurisdiction is Colonial Radio Corp. v.

Colonial Television Corp., 78 F. Supp. 546 (S.D.N.Y. 1948) on June 8, 1948, almost exactly 11
months after the effective date of the Lanham Act. Furthermore, this case was successful in
enjoining the defendant from using COLONIAL on televisions while the plaintiff had used it on
or in connection with radios. In the first two years of the Lanham Act’s existence, there are eight
reported substantive cases citing the Lanham Act as controlling.
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Once passed, the Lanham Act was considered a very significant accomplishment. If it

were so important,®® why did it take eight years of specific legislative attempts,>’ some 40 years

of existence under the “slovenly piece of legislation*®

and almost 70 years after the Trademark
Cases struck down the Act of 1870 to provide a comprehensive federal trademark statute?

The most well-known answer to this question is the idea that the American economy
underwent a very important transformation, culminating in the end of World War 11.

By 1946, all of that changed. Technological advances in transportation and

communication, innovations in manufacturing, the development of sophisticated

advertising and marketing schemes and a huge increase in consumer products, brand
names and competition in general virtually compelled substantial statutory revision of the

*°E|ke Elizabeth Werner, Comment: Are We Trading Our Lanham Act Away? An
Evaluation of Conflicting Provisions Between the NAFTA and North American Trademark Law,
2 Sw. J.L. & TRADE AM. 227 (1995)(“Trademarks ‘encourage competition, promote economic
growth and can raise the standard of living of an entire nation’”)" quoting S. Rep. No. 515, 100th
Cong., 2d Sess. 5 (1988).

> Actually, it was only 8 years after the statute was first submitted in 1938, but for more
than 10 years it was studied, analyzed by a standing committee of the ABA. Hearings on H.R.
9041 Before the House Comm. on Patents, Subcomm. on Trade-Marks, 75th Cong., at 11 (1938).

*8Edward S. Rogers, The Expensive Futility of the United States Trade-Mark Statute, 12
MICH. L. REV. 660, 665 (1914).
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laws protecting trademarks and free competition.>®

*Keith M. Stolte, A Response to Jerome Gilson’s Call for an Overhaul of the Lanham
Act, 94 TMR 1335, 1349 (2004).
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Of course, the technical answer is that the Lanham Act is a statute which codifies the
common law.®® As a codification, clearly it takes time for the common law to develop, one
adjudication at a time.®! In addition, we presume when we say it was a codification of common
law that there was one, consistent body of trademark law that the Lanham Act codified. In fact,
the common law under the 1905 Act was diverse.®” Therefore, the Lanham Act was not so much
of a codification as a selection of which common law it would codify. To be sure, this process
took time and was not free of controversy.®

The Lanham Act is also seen as a great expansion of trademark rights.** Where the

®Robert C. Denicola, Some Thoughts on the Dynamics of Federal Trademark Legislation
and the Trademark Dilution Act of 1995, 59 LAW AND CONTEMPORARY PROBLEMS 75, 79 (1996).
[ Find legislative history on this.]

1 Edward S. Rogers, Introduction in D. Rober, THE NEw TRADE-MARK MANUAL, at ix
(1947)(“The Lanham Act is the latest development in the long, slow, and sometimes dicouraging
process of the effort to protect trade-marks. . . ). See also H.R. Report No. 79-2322, at 7524
(Statement of Mr. Laham: “[T]he legislative history of this act is long and extensive”).

%2Sjgmund Timberg, Trade-Marks, Monopoly , and the Restraint of Competition, 14 LAw
& CONTEMP. PROB. 323, 347 (1949)(The Lanham Act “is inspired by divergent philosophical
theories of trade-mark protection which were not effectively reconciled”). See also, Daniel
McClure, Trademarks and Unfair Competition: A Critical History of Legal Thought, 69
TRADEMARK REPORTER 305,334 (1979)(*Despite its pretension oto bringing orderliness to
trademark law by restating and modernizing the law, in many ways the Lanham Act did not
sovle the key controversies in trademark an d unfair competition, leaving the courts in much the
same position as before”). See also H.R. Report No. 79-2322, at 7524 (Statement of Mr. Laham:
“[The Lanham Act] reenacts much prior legislation and creates new rights. . . ).

®3Daniel McClure, Trademarks and Unfair Competition: A Critical History of Legal
Thought, 69 TRADEMARK REPORTER 305,334 (1979).

®The original Bill was considered to pre-empt the State law of trademarks. Hearings on
H.R. 9041 Before the House Comm. on Patents, Subcomm. on Trade-Marks, 75th Cong., at 14
(1938).
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common law of trademarks required state-by-state investment by the trademark holder,® the
Lanham Act now conferred nationwide protection upon a simple trademark registration
application form. Previously, trademark holders had to file independent registrations with each
State. Corporations even engaged in “self help”. That is, something called the “Thomson
Register”®® became a popular form of “registration”. Because there was no significant federal
registration system in place, corporations claimed rights and made those rights known to the
world by having their trademark appear on the Thomson Register. Although no enforcement, of
course, was possible, it was a popular form of self help and deterence. In 1938, over 75,000

trademarks were registered on the Thomson Register.®’

®Hearings on H.R. 9041 Before the House Comm. on Patents, Subcomm. on Trade-
Marks, 75th Cong. at 12 (1938).

66

®"Hearings on H.R. 9041 Before the House Comm. on Patents, Subcomm. on Trade-
Marks, 75th Cong., at 22 (1938).
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This is seen by some as an inappropriate statutory gift to corporations.

Another explanation for why took so much time to come to a conclusion of the Lanham
Act was the need to find constitutional grounding for the Act. In 1879, the Supreme Court held
that using the Patent and Copyright Clause as justification was inappropriate. Where, then,

would constitutional justification be found?

%8See Steven Carter, The Trouble with Trademarks, 99 YALE L. J. 759, 775-76
(1990)(*“the Lanham Act ultimately marked a rather dramatic departure from the common law.
The breadth of common law protection varied roughly with investment, so that rights extended to
all of the geographic areas, but only those areas, in which the holder had actually used the mark
to identify its goods or into which the firm would naturally expand. Elsewhere, anyone was free
to use the mark. The legislative history may suggest that the Lanham Act is to operate under
similar restrictions, prohibiting only “diversion of trade through misrepresentation,” but that is
not how the statute reads. Under the literal terms of the Act, the protection of a registered mark
goes beyond mere misrepresentation, because it is not limited to the particular geographic
regions in which the registrant does business. On the contrary, registration serves as constructive
notice everywhere in the country of the registrant's claim of ownership, and unless that claim
can be overcome, the substantive rights conferred by registration are nationwide in scope.”).
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Of course, the Commerce Clause of the Constitution® is, today, the ultimate justification
for the Lanham Act,”® but getting there seems to have been a challenging road. In the three
terms during the years of 1933-36, the Supreme Court struck down 11 of 13 cases dealing with
New Deal legislation, much of it for violating the Commerce Clause.”* However, from
December of 1936 to May of 1937, the Supreme Court upheld all eight cases regarding New
Deal legislation that it confronted, all based on a newly revitalized Commerce Clause power. "
Whether this was because of Roosevelt’s failed plan to “pack” the court’ or a simple conversion
of judges to his New Deal scheme based on his popularity™ is irrelevant here. What is relevant
is the fact that the Commerce Clause became the basis for much federal legislation that otherwise
may be been deemed improbable. That is, this new view of the Commerce Clause made a
significant federal trademark regulation regime possible in the eyes of the Courts and Congress.

An even better explanation of why it took so long for the United States to adopt a

9U.S. Const. Art. I, sec. 8, cl. 3.

In Steele v. Bulova Watch Co., the Supreme Court held that “commerce” under the
Lanham Act includes the extends to the limits of Congress' Commerce Clause powers. See also
Planned Parenthood Fed'n of Am., Inc. v. Bucci, No. 97-0629, 1997 U.S. Dist. LEXIS 3338, at
10-11 (S.D.N.Y. Mar. 19, 1997) (explaining that "it is well settled that the scope of "in
commerce' as a jurisdictional predicate of the Lanham Act is broad and has a sweeping reach™)
(citing Steele v. Bulova Watch Co., 344 U.S. 280, 283 (1952)).

"ISee Michael Comiskey, Can a President Pack—or Draft-the Supreme Court? FDR and
the Court in the Great Depression and World War 11, 57 ALB. L. REv. 1043, 1046 (1994).

"2See Michael Comiskey, Can a President Pack—or Draft-the Supreme Court? FDR and
the Court in the Great Depression and World War 11, 57 ALB. L. Rev. 1043, 1047 (1994).

"*Known as the “switch in time that saved nine.”
"See Michael Comiskey, Can a President Pack—or Draft-the Supreme Court? FDR and

the Court in the Great Depression and World War 11, 57 ALB. L. Rev. 1043, 1046-47 (1994).
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modern, nationwide system of trademark protection, however, can be found in the development
of the United States’ economy’® and the size of the United States government during and

immediately after World War 11.7

"Deborah A. Ballam, The Evolution of the Government-Business Relationship in the
United States: Colonial Times to Present, AMERICAN BUSINESS LAW JOURNAL 553, 632
(1994); Leon H. Keyserling, New Deal Symposium: The New Deal and its Current Significance
In Re National Economic and Social Policy, 59 Wash. L. Rev. 795, 283-84 (1984).

"®Hugh Rockoff, World War II and the Growth of the U.S. Federal Government, in 11
JAPAN AND THE WORLD ECONOMY 245-262 (1999)(finding that the overall number of employees
of federal agencies increased dramatically during the war, that many war-related emergency
agencies were ultimately terminated soon after the war, that no ratcheting of the number of
federal government agencies occurred because of the war, but a huge ratcheting of ideas about
the importance of a large federal government to the national economy was realized).xxx
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That is, it took World War 11 to make Americans realize that it was far better off as a
single, 50 member’’ State than separate, individual entities.”® The argument made then was that
because goods traveled in one national marketplace, a unified system of trademark laws was
necessary to avoid inefficiencies that would be passed on to consumers as manufacturers tried to
compete in 50 different jurisdictions under 50 separate trademark laws™

In fact, the Supreme Court has recognized this as follows:

Congress enacted the Lanham Act in 1946 in order to provide national protection for
trademarks used in interstate and foreign commerce. Previous federal legislation, such as
the Federal Trademark Act of 1905, reflected the view that protection of trademarks was
a matter of state concern and that the right to a mark depended solely on the common
law. Consequently, rights to trademarks were uncertain and subject to variation in
different parts of the country. Because trademarks desirably promote competition and the
maintenance of product quality, Congress determined that "a sound public policy requires
that tra{%emarks should receive nationally the greatest protection that can be given

them."

" Of course, in 1947there were only 48 states.

®Every state except for Texas, for example, recognizes the federal government as the
sole provider of naval security. See, www.texasnavy.com. See also Alex Dienst, The Navy of
the Republic of Texas Il1, 13 Sw. HIsT. Q. 1, 29-38 (1909); J. Hill, The Texas Navy 133 (1968).

793, Rep. No. 79-1333, at 5 (1946), reprinted in 1946 U.S.C.C.A.N. 1274, 1276-77

®park ‘N Fly, Inc. v. Dollar Park And Fly, Inc., 469 U.S. 189, 193 (1985).
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World War 11, of course, had a profound effect on the United States as a country.®
During World War 11, the United States government expanded greatly. It became engaged in
everything from local road production to ease the flow of people, materiel and completed war

munitions® to a variety of “instant industries.”®

81Bartholomew H. Sparrow, FRoM THE OUTSIDE IN: WORLD WAR Il AND THE AMERICAN
STATE 269 (1996)(“The war transformed the bureaucracies of the federal government; it
reconfigured the pattern of government-society relations; and it altered the means of public
administration wtih respect to social welfare material procurement by the Navy Department.”).

8Bruce Seely, BUILDING THE AMERICAN HIGHWAY SYSTEM: ENGINEERS AS POLICY
MAKERS 178 (1987)(One of the first highway projects under the plan called Toll Roads and Free
Roads, a federally sponsored systematic mapping of road construction that influenced road
building for a decade across the United States, was to builds roads large enough to ferry 50,000
people a day to and from the Pentagon in 1941). For an interesting and brief review of how the
war effort contributed to the development of a national highway system, see
http://www.globalsecurity.org/military/facility/ndhs.htm

8Gerald D. Nash, THE AMERICAN WEST TRANSFORMED 19 (1985)(The United States
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With a new sensitivity to a national economy made possible by such things as the roads
the United States federal government constructed during World War 11 to ferry war materiel but
that was now being used by independent corporations to ferry food stuffs and other consumer
goods, it became imperative that the United States adopt a federal trademark regime that would
match the newly found national marketplace® that was made possible by the development that

was created because of World War I1.

government invested huge sums of capital in the Westerns states during World War 11 to
transform it into a livable, modern state).

#Deborah A. Ballam, The Evolution of the Government-Business Relationship in the
United States: Colonial Times to Present, American Business Law Journal 553, 631
(1994).

#Kermit Hall, THE MAGIC MIRROR: LAW IN AMERICAN HISTORY 297(1989).
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World War Il is said to have had three significant legacies on the government-business
relationship. First, starting with Franklin D. Roosevelt, the office of the President was
recognized the power to control, reorganize as he saw fit, and enliven a large and growing
federal bureaucracy.®® Second, the politics of pluralism prevailed in the post-war era, seeing the
rise of consumer, environmental and civil rights movements.®” Third, it established thoroughly
and inextricably in the minds of Americans that the Federal Government was responsible for
individual well-being.®® Each of these legacies bears directly upon the development of a federal
trademark statute.

First, the Lanham Act was to be overseen by a centralized, federal bureaucracy. The
Lanham Act gives control of the trademark registration system to a federal agency (PTO) that
cold be ultimately controlled by the President. This gave the President the ability to set overall
policy, control the PTO’s budget and manipulate, but also be responsible for, its operations.

Second, pluralism helped establish that one, unified system of trademark protection was
needed. The United States could no longer tolerate a piece-meal approach to trademark law that
the 1905 Act represented.

Third, and most significantly, one point that permeated discussion of the proposed statute

®Deborah A. Ballam, The Evolution of the Government-Business Relationship in the

United States: Colonial Times to Present, AMERICAN BUSINESS LAW JOURNAL 553, 629
(1994).

¥ Deborah A. Ballam, The Evolution of the Government-Business Relationship in the
United States: Colonial Times to Present, AMERICAN BUSINESS LAW JOURNAL 553, 629
(1994).

®Deborah A. Ballam, The Evolution of the Government-Business Relationship in the
United States: Colonial Times to Present, AMERICAN BUSINESS LAW JOURNAL 553, 629
(1994).
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that became the Lanham Act was that it would protect the consumer from confusion. That is, the
Federal Government was charged with the well-being of the individual citizen in the form of a
trademark statute.
During the immediate post war era, general tort law also underwent a significant change.

In the period commencing immediately after World War 11, "tort law went through dramatic
changes ... the emphasis in tort law shifted from the nineteenth century concern with fault and
blameworthiness to the contemporary stress on compensation for injured persons.” As
trademark infringement is a type of tort (although largely a business tort),*

XXX

Another factor that has influenced the rate of litigation of trademark cases has been the
un-even enforcement of antitrust laws. In the 1970s, the U.S. government was very aggressive in
enforcing antitrust laws against trademark holders who attempted to assert their rights.*® Today,
based largely on the Chicago school of law and economics,” we now believe that protecting
trademarks actually promotes competition.” As competition increases, the price paid for a good

or service goes down and the American capitalistic model is satisfied.

89

%Daniel M. McClure, Trademarks and Competition: The Recent History, 59 LAW AND
CONTEMPORARY PROBLEMS 13 (1996).

lWwilliam M. Landes & Richard A. Posner, The Economics of Trademark Law, 78
TRADEMARK REPORTER 267, 270 (1986); Richard A. Posner, The Chicago School of Economic
Analysis, 127 U. PA. L. REv. 925 (1979).

%2Daniel M. McClure, Trademarks and Competition: The Recent History, 59 LAW AND
CONTEMPORARY PROBLEMS 13 (1996).

IMaye 34 0o 67



I11. Predation

Naturally, trademark holders are rent-seekers.” A rent-seeker is an entity that spends its
scarce resources to capture artificially inflated prices for their goods or services.”* Trademark
holders are natural rent-seekers because they benefit by any increased price for a good or service
above the marginal cost of making that good or service. Predation facilitates rent-seeking
conduct.

Predation consists of the process of excluding competitors by a variety of means. The
means used could be reducing the cost paid by a purchaser to less than it cost the firm to make
the good, or dumping.” Thereby, the market share of the firm increases as the number of
competitors decrease if they are not able to match the downward price pressure placed on the

good or service by the predator firm. Predation can also be accomplished by suing, or

®Mark Crain and Asghar Zardkooki, X-inefficiency and Nonpecuniary Rewards in a
Rent-Seeking Society: A Neglected Issue in the Property Rights Theory of the Firm, 70 The
American Economic Review (1980)(Where potential monopolies (regulated or
otherwise) are available to privately owned firms, resources devoted to appropriating these
property rights are simply a form of "investing™ or bidding to acquire the monopoly rights. This
bidding behavior would be affected, of course, by the expected payoff to the holders if such
rights are obtained. One consequence of rent seeking is that holders have incentives to
redistribute wealth to reward those individuals with political power to grant monopoly status);
Shabtai Donnenfeld and Shlomo Weber, Limit Qualities and Entry Deterrence, 26 The RAND
Journal of Economics (1995)(managers in oligopolistic manufacturing and services
industries attribute to product location and product proliferation as entry-deterring strategies).

%D.G. Hartle, The Theory of Rent Seeking, 16 The Canadian Journal of Economics 539-
554 (1983); Kai A. Konrad and Harris Schlesinger, Risk Aversion in Rent-Seeking and Rent-
Augmenting Games, 445 The Economic Journal (1997); Tollison 1982.

%42 U.S.C.A. 1395cc-dd (West Supp. 1992)(federal "anti-dumping” law). See generally,
Klaus Stegemann, Anti-Dumping Policy and the Consumer, 19 J. WORLD TRADE 466 (1990)
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threatening to sue, or suing others, or creating a reputation or impression in the minds of market
entrants that the predator will sue for, among other things, trademark infringement. Such non-

price predatory conduct raises competitor costs and deters entry.*

%Steven C. Salop and David T. Scheffman, Raising Rivals’ Costs, 73 THE AMERICAN
EcoNomic REVIEW 267-271 (1983); Michael Waldman, Noncooperative Entry Deterrence,
Uncertainty, and the Free Rider Problem, 54 THE REVIEW OF ECONOMIC STUDIES
(1987)(For certain types of entry deterring investments the introduction of uncertainty causes the

oligopoly to underinvest in entry deterrence).
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Predation is a rational, wealth maximizing strategy, not because there is profit in
predation but because there is profit in the threat of predation. That is, the fear or perceived
threat of predation acts as a deterrent to market entry by third parties.”” The less competition,
the more successful a firm will be a rent-seeking.

Raising a rivals’ costs is another way a firm might engage in rent-seeking conduct. As
rivals costs increase, the firm gains by not spending to match those increased costs.

In fact, sometimes raising rivals’ costs has advantages over predatory pricing.% If,
for example, the firm is competing with high cost firms rather than low cost firms, it can
remain profitable even if the rival does not exit the market. *°

Also, if attempting to raise rivals’ costs, it is not necessary to sacrifice profits in

"paul Milgrom and John Roberts, Predation, Reputation, and Entry Deterrence,, Journal
of Economic Theory 27 (1982).

%3teven C. Salop and David T. Scheffman, Raising Rivals’ Costs, 73 THE AMERICAN
EcoNomIc REVIEW 267-271 (1983). See also, Steven C. Salop and David T. Scheffman, Cost-
Raising Strategies, 36 THE JOURNAL OF INDUSTRIAL ECONOMICS, 19-34 (1987).

%Steven C. Salop and David T. Scheffman, Raising Rivals’ Costs, 73 THE AMERICAN
EcoNnoMiIC REVIEW 267-271 (1983).
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the short term for “speculative and indeterminate profits in the long run. As cost

rising strategies do not require the sacrifice of profits in the short run, the predator has

an incentive to carry out its threats.*®*

199gteven C. Salop and David T. Scheffman, Raising Rivals’ Costs, 73 THE AMERICAN
EcoNomIC REVIEW 267-271 (1983).

19steven C. Salop and David T. Scheffman, Raising Rivals’ Costs, 73 THE AMERICAN
EcoNomIC REVIEW 267-271 (1983).
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Cost raising strategies also do not require that the predator have deeper pockets
or superior access to financial reserves in the form of bank loans or stock offerings. *°?

Unlike predatory pricing, cost-increasing strategies can often be made
irreversible.!® These strategies are beyond the scope of this piece but they might
including the intent to use system of trademark registration*®* practice which deters
entrance by allowing the predator to register its intent to use a trademark, thereby
excluding competing uses, for up to three years.'® Would be competitors’ costs are

increased because of the ITU system because they think they have to find an

1%5teven C. Salop and David T. Scheffman, Raising Rivals’ Costs, 73 THE AMERICAN
EcoNomIC REVIEW 267-271 (1983).

1935teven C. Salop and David T. Scheffman, Raising Rivals’ Costs, 73 THE AMERICAN
EcoNomIC REVIEW 267-271 (1983).

10415 U.S.C. Section 1051(b). | am indebted to Kurt Strovink (William Mitchell ‘07) for
this line of thought. See also David J. Franklyn, Owning Words in Cyberspace: The Accidental
Trademark Regime, 2001 Wis. L. Rev. 1251 (“Thus, we have seen more expansive approaches
to trade address protection which is illustrated by: a more generous application of the "likelihood
of confusion” test; a proliferation of intent-to-use trademark applications; more robust anti-
dilution protection; and judicial softening of the assignment in gross prohibition”).

10515 U.S.C. Section 1051(d).
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alternative trademark if the same or even similar mark is registered by the predator for
the same or similar goods.

In fact, perhaps the most significant cost increasing, permanent strategy that
greatly benefits the predator is the federal Trademark Dilution Act of 1996.2°° Under the
dilution provision of the Lanham Act, the costs of even non-competitors is increased an
indeterminate amount as they first have to incur the cost of knowing that the dilution
statute exists and provides predators with dilution rights and then they must incur the

cost of avoiding dilutive conduct. As it is not precisely clear what counts as dilutive

107 108

conduct,™" the non-competitor must also incur the cost of this unpredictability.

Regardless of cost increasing strategies or market exit strategies, the result for
the predator is that its rent seeking goals are achieved.

Of course, another and more obvious way a firm can seek rent it to make its
trademark more distinctive. A more distinctive trademark will earn the firm quicker and
less expensive rents as it will not have to invest in advertising aimed a product
differentiation.

Rational buyer behavior when confronted by less than perfect information about

product differentiation or product quality gives great advantages to the initial market

entrant or the first entrant to capture consumer confidence through use of its trademark.

10615 U.S.C. Section 1125( ¢ ).

107

1%The lack of predictability, in many different areas of the law, are thought to increase
transaction costs and, thus, the price paid by the consumer. See, e.g., John Elofson,The Dilemma
of Changed Circumstances in Contract Law: An Economic Analysis of the Foreseeability and
Superior Risk Bearer Tests, 30 CoLuM. J.L. & Soc. PRoOBS. 1, 26 (1996).
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When consumers become convinced that the one product or service in a class of
goods or services performs satisfactorily, that product bearing a specific trademark
becomes the standard against which all other entrants must compete. The new market

entrant, therefore, must incur the cost of informing the public that its produce or service

is equal to or better than the standard.*®®

1%9Rjchard Schmalensee, Product Differentiation Advantages of Pioneering Brands, 72
The American Economic Review (1982)(By granting pioneering brands the exclusive
use of their trademarks forever, society grants something like a patent with infinite life.

Like the patent grant, the potential monopoly position of pioneering brands trades off
static efficiency against the incentive to innovate).
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In fact, multi-national suppliers of goods and services seem to be quite
successful at predation. The following graph shows that in 20 popular products, the
number one seller has remained the number one seller for over 50 years. In only two
instances did the number one seller loose its status as the number one seller and, in
each case, only dropped to the number two seller. This seems to be further evidence
of predation. In normal markets, one would not expect the number one seller of a good

or service to remain the number one seller of that good our service for over 50 years.

110

[add graph]

I11. Methodology
The methodology | used in conducting this study was, to say the least, challenging. 1
merely searched the Westlaw database using the search string as follows:

"sy(trademark) & da(aft X/XX/XX & bef X/X/XXXX)". | overreached with dates and subject

10 schmalensee, Entry Deterrence in the Ready to Eat Cereal Industry, 9 THE

BELL JOURNAL OF Economics _ (1978)(arguing that the established Ready-to-Eat
cereal manufacturers flooded the market with new cereals making market entry by
others undesirable. As such, Schimalensee recommends a mandatory, royalty free
licensing remedy to allow others to manufacture and sell cereal under the most popular
brands.)
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matter to be certain | would catch all cases. Therefore, from July of 1946 through December 31
of 2005, | found 7,414 reported cases. The Lanham Act took effect on July 5, 1947.

I employed nine research assistants who briefed each case. | then went through these
briefed cases, one-by-one. The first pass through was to delete from the database cases which
were obviously not substantive Lanham Act cases. All procedural cases or other cases that were
actually not substantive Lanham Act cases were deleted. The result of this was that
approximately 3,500 cases remained.

Next, | conducted a very close read of the brief of the cases and where it was not
blatantly obvious that the case was a substantive trademark case, | read the case itself to verify it
the case was a dispositive opinion of a Lanham Act infringement or dilution or cybersquatting
case. The result was that 3,048 cases that dealt dispositively with a Lanham Act infringement,
dilution or cybersquatting claims remained.

Finally, | ordered the cases alphabetically using Excel spreadsheet to detect and delete
duplicate opinions. | saved the last opinion reported in time that resolved a trademark claim.
Therefore, the final result is that the database of all reported Lanham Act cases that dealt
dispositively with a trademark claim was 2,659 cases between July 5, 1947 and December 31,
2005.

Of course, a few of the cases of this group were successful or unsuccessful
counterclaims. Therefore, the total reflects the number of cases that included a final disposition
on a trademark claim, not the number of times a plaintiff sued and won or loss for trademark
infringement. By “trademark claim”, | mean either infringement under Section 1114,

infringement or unfair competition under Sections 43(a) or 43(b), dilution under Section 43( c),
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and cybersquatting under Section 43(d).

As the Federal Trademark Dilution Act only dates from 1996 and the Anticybersquatting

Consumer Protection Act dates from 2002, the number of these cases were limited.

I then went through these 3,048 cases and deleted prior history so that no case should be

represented more than one time and that | count the last, final opinion available for any given

case.

Of course, some cases reversed and remanded. If there was no opinion after the remand,

I counted the reversal (for example of the injunction) but then if the result of the remand was

unreported, it is not counted in my database. Again, this study was only of reported decisions.

1)

2)
3)
4)
5)
6)

7)

Each case was then coded answering the following questions:

Was the basis for the law suit under the Lanham Act infringement under Section 1114,
unfair competition under Section 43(a), dilution under Section 43( ¢ ) or dilution under
Section 43(d)?

Did the claimant prevail in obtaining an injunction under the Lanham Act?

Was the injunction applied for denied?

Were damages in any amount awarded at trial?

What were the final amount of damages awarded?

Were attorneys fees awarded and, if so, what was that amount?

Was it a bench or jury trial?

In so doing, several interesting things became obstacles. First, it became apparent that

there is an indeterminate number of trademark cases that arise under the Lanham Act that go

unreported. Of course, because they are unreported, it is impossible to know how many cases
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there are. | could find no clerk of court who keeps this data. | could find no source for this
information. At best, the Administrative Office of US Courts does maintain statistics regarding
the disposition of all federal suits filed in the United States by year. However, this data is so
vague and conclusory that it is of no real help in answering the questions posed above.

That all being said, the available data, as reported below, does not indicate that the
number of unreported cases is that large. On the other hand, anecdotally, it was quite frustrating
to read appellate court cases where there was no reported district court opinion or where there
was a remand but no reported decision on remand. For example, the number of reported
decisions in 2005 was 71. The number of cases that reach a trial on the merits, according to US
Courts data was 54. Of course, this discrepancy is caused by the way | count cases and the way
US Courts counts cases. Included in my study would be all dispositive results terminating a
trademark claim. That means that my study counts final dispositions that do not reach trial.
Because the difference between the number of reported terminations of cases (my database) and
the number of cases that reach a trial on the merits (US Courts’ data) is not significant, we might
conclude that the number of unreported decisions is also not significant.

That being said, this study is only about reported cases and the number of unreported
cases is truly indeterminate.

Another obstacle was that many of the appellate court decisions were appeals from
unreported district court opinions. Therefore, although the representations regarding the
holding, etc. of the district court’s opinion is presumed to be accurate, the reported appellate
court opinion is often times is not specific regarding the amount of attorneys fees, the amount of

damages or other details needed to answer the questions posed above.
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Therefore, question No. 4 from above, were damages in any amount awarded at trial,
became too problematic and erratic to include in the final analysis.

Also, in years prior to about 1952, it was very difficult to determine the basis of the
trademark infringement law suit. Although one might intuit that the case might have been
appropriate for the Lanham Act, often times the relevant courts provided no jurisdictional
statement at all. Therefore, unless the court specifically mentions the Lanham Act, it’s Public
Law number, or its citation within the United States Code, it is not included in this study.

Finally, regarding the seventh question above, whether the case was a bench or jury trial,
I have discarded that question because the results became meaningless. Although there are a
very few number of reported cases that are appeals from a jury verdict, these numbers were
exceedingly small. Further, most jury verdicts go unreported. Therefore, making any
conclusions based on the few appealed jury verdicts was not meaningful. Furthermore, there
was reliable data from US Courts on how many cases reached a trial by jury. Of course, again,
US Courts does not report on the result, who prevailed, what specific claim under the Lanham
Act was made, what damages were awarded or what attorneys’ fees were granted.

All monetary figures reported below are adjusted for inflation using the Consumer Price
Index. Although I recognize that there are multiple ways one might adjust for inflation, the CPI
seems to be the most well accepted. Because 2005 was the last year for which accurate data was
available, I chose 2005 as my benchmark year. Therefore, all numerical values are adjusted to
the US dollar in the year 2005.

This was, quite obviously, laborious. Including the time my research assistants spent on

compiling the database, | estimate that we spent approximately 3,000 hours over six months in
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hunting out sources for the data, compiling the data, reading and reporting on each case,

arranging the database in graphical form, etc. | merely point this out to attempt to show that a

substantial amount of time and effort went into compiling this database and that, therefore, |

have a high degree of confidence in the database’s accuracy and therefore the descriptive results

of this study. One might disagree with the analysis or the conclusions 1 arrive at, as expressed

below, but the descriptive value of the database is representative of the state of dispositive,

reported cases on the Lanham Act terminated by US courts between July 5, 1947 and December

31, 2005.

I11. Data

Table 1: Summary of Damage Awards

Total damages awarded
1947-2005: $257,822,928

Total number of cases: 2,659

Average damage award:
$96,962

Total damages awarded
1947-2005: $257,822,928

Total number of cases where
damages were awarded: 146

Average: $1,765,910

Total 1980-2005:
$250,161,132

Number of cases: 125

Average: $2,001,289

Less anomalous years, post
1979: $90,138,040

Number of cases: 122

Average: $738,836

Total damages awarded
1947-1979: $7,661,796

Number of cases: 21

Average: $364,847

Less anomalous years (86,
93, 98) $97,799,837

Number of cases: 2,656

Average: $36,822

Total number of cases: 2,659

Total number damages
found: 146

Likelihood any damages will
be found: 5.5%

Table 2: Number of Dilution Cases 1996-2005
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Year Total Number of Cases Exclusively Dilution
2005 9 1
2004 16 2
2003 14 0
2002 23 1
2001 19 4
2000 23 5
1999 32 1
1998 39 0
1997 24 2
1996 19 0
Total 218 13

Table 3: Number of ACPA Cases 2000-2005

Year Total Number of Cases Exclusively ACPA Case
2005 5 1
2004 5 3
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2003 7
2002 2
2001 3
2000 7
Total 29

[See Power Point slides for graphical data.]

V.

stands out: trademark litigation has recognized a precipitous drop since 2001. All indicators
demonstrate the free-fall plunge of trademark litigation. While the number of total incidents of
trademark claims of infringement peeked at 101 in 2001, by 2005, that number had dropped to
71 or a 40% decline in four years.* Regarding the total number of injunctions granted or
denied, that number peeked in 1998 at 129 and fell to just 25 by 2005 or an 81% decline in seven
years.™? The total amount of damages awarded annually also fell precipitously. The second
highest aggregate total annual damage award occurred in 1998 at almost $50 million. By 2005,

the aggregate of all damage awarded given to all litigants in America dropped to $136,513 or

!15ee supra Graph D.

125ee supra Graph H.

Analysis: the End of Trademark Law

All of the data shown above leads to multiple conclusions; however, one conclusion
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over a 99% decline.'®* The Administrative Office of the US Courts also reports a drop in
trademark cases that reach trial. After a high of 116 in 1981, by 2005 there were 49 cases that
reached a trial on the merits or a drop of 42% in 25 years.

To be sure, trademark litigation isn’t what it used to be.

Over the 60 year history of the Lanham Act, 1,334 cases or 51% of all cases found for the
claimant of infringement; 1305 cases or 49% found no infringement.*** Regarding injunctions,
there were 1,139 injunctions granted or 55% and 933 injunctions or 45% denied.'*> That is, over
the entire life of the Lanham Act, a litigant has only marginally better than 50% chance of
succeeding on the merits and only a 55% chance of obtaining an injunction when one is

demanded.

135ee supra Graph J.
145ee supra Graph B.

13gee supra Graph F.
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Only 5.5% of all cases found any damages at all.'*® The aggregate amount of damages
awarded to all claimants under the 60 year life of the Lanham Act, adjusted for inflation, is
$257,822,928.1" As there were 2,659 total cases, the average award of all cases is $96,962.
That is, in any given trademark litigation, the average damage award is nearly $100,000.

However, of those 2,659 total cases, only 146 actually found any damages at all. **°
Therefore, the average award of damages in cases where damages were actually awarded is

$1,765,910." That is, if a court actually awards damages, the average amount of those damages

is over $1.7 million.

185ee supra Table 1.

1l7|d
118|d
119|d

120|d
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There is a clear demarcation line at approximately 1980. In the decade that started in

121

1980 the incidents of trademark infringement,*?* the number of injunctions demanded*? and the

damage?® amounts went up drastically from prior years. From 1947 to 1979, inclusive, there

were only 21 cases that found damages.*®* From 1980 to 2005, inclusive, that number went to

125.*% Prior to 1980, the total amount of damages awarded to all claimants was $7,661,796.%

The average damage award in cases 1980-2005 where damages were awarded was
$2,001,289."" Fully 1,199 of the 2,659 total cases, or 45% of all cases, are dated 1990 or later.

During the decade that ended in 1979, there were 298 total cases.?® During the decade

129

that started in 1980, there were 639 cases or more than double the previous decade. Decade

to decade comparison of injunction data shows a constant increase in both the overall number of

d 130

cases where an injunction was demande and the number succeeding in obtaining that

1215ee supra Graph C.
1225ee supra Graph H.
1235ee supra Graph J.

1243ee supra Table 1.

125|d
126|d

127|d

1283ee supra Graph C.

129|d

1395ee supra Graph G.
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injunction®* and the number of cases that succeeded on the merits. %

However, although all indicators show a remarkable increase after about 1980, except for

133

an increase in cases initially filed after 2002 as reported by US Courts, ™ there is a remarkable

decrease after about 2000.%%*

131|d.
132566 supra Graph C.
1335ee supra Graph L.

1345ee supra notes 107-109 and accompanying text.
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Regarding the aggregate annual damages awarded, there were three anomalous years. In
the years 1986, 1993 1998, the total damages for just those three years was $160,023,092 or over
62% of all damages awarded over the 60 history of the Lanham Act.**® If the three anomalous
years are excluded, the average damage award over the entire history of the Lanham Act drops
from nearly $100,000 to just $36,822.*% However, if one excludes the anomalous years in cases
1980-2005 where damages were found, that average jumps to $738.836.%*’

Regarding attorney fees, once again, there is a very high and anomalous spike in 2000
and then a fall off to zero by 2005. That is, in 2000 there were almost $1.4 million dollars
awarded as attorneys’ fees. By 2005, that amount fell to zero. The anomalous years in damage
awards of 1986, 1993 and 1998 is not replicated in the amounts of attorneys’ fees awarded. That
fact seems to lead to the conclusion that large damage awards does not translate into large
attorneys’ fees awards.

The Federal Trademark Dilution Act took effect in 1996.1*® Therefore, there was only 10
years of data regarding dilution cases.’® In that 10 years, there was a total of 218 cases where

dilution was claimed.’*® Only 13 cases, or 6%, of those 218 dilution related cases exclusively

1353ee supra Graph J.

136See supra Table 1.

137|d

13815 U.S.C. Sec. 1125( c).

1395ee supra Table 2.

l40|d
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claimed dilution.*** That is, 94% of dilution cases claimed dilution and infringement or dilution

and cybersquatting.

141|d.
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Mirroring the overall trend, the number of dilution claims is shrinking. From a high year
of 39 cases in 1998, by 2005 that number dropped to 9.**? That is, in 2005, there were
approximately 1/4 the number of claims there were in 1998.

Of course, in the Victoria’s Secret case, 3

the United States Supreme Court made federal
trademark dilution much more difficult to establish, holding that the test for dilution was “actual
dilution”, not a merely likelihood of dilution.*** The result of that case has since been
overturned by an act of Congress,**®> however, the chilling effect on the number of dilution cases
is obvious. In 2003, the year of the Victoria’s Secret case, there were 14 dilution cases.™*

Although that number went up to 16 in 2004, it dropped to 9 in 2005.**" Although the data

indicates that there was already a downward trend in the number of dilution cases even before

142|d

“3Moseley v. V Secret Catalogue, 537 U.S. 418 (2001).
1537 U.S at :

185 Trademark Dilution Revision Act, Pub. L. No. 109-312, 120 Stat. 1730, codified at 15
U.S.C. 1125(c).

1%8gee supra Table 2.

147|d.
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the Victoria’s Secret Case, the drop off to only 9 cases of 70 reported trademark cases, or only
13%, indicates the trademark bar has become rather cautious about raising dilution.

After dilution claims peeked in 1998, there has been a general downward trend to the
number of dilution claims made. It will be interesting to see if the Trademark Dilution Revision
Act of 2006 has an affect on the number of dilution claims made, but the overall general trend
to dilution claims seems to be that they occur less often. It may have been pent up demand or the
novelty of the dilution cause of action that caused the larger numbers of dilution claims in the
late 1990's, but it appears that there has been a general downward trend in dilution cases for 8 of
the 10 years for which there is data.

Regarding exclusive dilution claims, the numbers are so small it is hard to make any
conclusions whatsoever. Only 13 cases in 10 years of effectiveness of the FTDA were cases
where only dilution was claimed. Obviously, that is just more than one a year, not a statistically
significant event.

One statistical conclusion regarding dilution is clear. Trademark dilution cases happen
rather infrequently. 218 total dilution claims in the 10 year period of 1996-2005 is only 24% of
the total cases in the database for that time period.'*® As an injunction is the principal remedy
under the FTDA, it might be statistically significant that 34% of cases in the time period of

1996-2005 where an injunction was demanded raised dilution.™ Furthermore, the significance

1%83ee supra note 141.
1993ee supra Table 2.
01t is unclear from my database whether the reason for granting or denying the

injunction was a consideration of dilution or not.
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of dilution seems to be shrinking. Again, in 2005, only 9 of 70 total cases or 13% claimed
dilution.™

That is, rather few cases actually claim dilution. Although the controversial nature of
the theoretical justification of dilution in the United States has raised dilution to a position of
academic prominence, it is clearly not prominent in reality. With only one exclusive dilution
claim made per year and where only a quarter of all cases claimed dilution, it is a far less

significant cause of action than one might believe.

115ee supra Table 2.
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Even less significant is the ACPA. There is only six years of data available regarding
cases that claim the ACPA; however, this number, too, is quite small.*** There were only 29
cases from 2000-2005 that claim rights under the ACPA were violated and only 7 cases that
exclusively claimed rights under the ACPA.*™ Seven percent of all cases from 2000-2005
claimed rights under the ACPA. Unlike other claims under the Lanham Act, however, the rate of
claims under the ACPA seems constant. There have been five cases under the ACPA in both
2005 and 2004 and in 2003 there were seven.™

The statistics maintained by the Administrative Office of the US Courts paints a rather
similar picture. Although the total number of trademark cases initially filed is increasing after
reaching its peek in 1999 and then dropping until 2002,**®> some other data maintained by US
Courts is consistent with the findings reported here. Specifically, the number cases that reach

trial peeked in 1980 at 116, but has a clear downward trend to only 49 in 2005.%%

1525ee supra Table 3.

153|d

154|d

155gee supra Graph L.

1%85ee supra Graph N.
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Looking at the entire 60 history of the Lanham Act according to the US Courts, the total
number of cases that reach trial, ignoring the high peeks in 1980, 1981 and 1983, seems to be
rather constant.’> The average number of cases that made it to trial over the 60 history of the
Lanham Act is approximately 53 cases per year. With 49 cases in both 1965 and 2005, this
number has remained rather constant in the 60 year history of the Lanham Act.

Of course, as the number of cases initially filed as continually increased,™® and the

number of cases that reach trial has remained constant, **°

the average has, correspondingly,
decreased.™®® The high peeks of percentage of cases that made it to trial were in 1947 with 24%
and 1950 with 23% By 2005, that percentage had dropped to 1.3%

The trend in whether a cases is tried by a jury or a judge is also clear. Like all the rest of

the data, although the total number of cases that reach a trial on the merits continues to go down,

the number of cases tried to a jury remains relatively constant at about 1/3 after 1985.*** Prior to

157|d

1%83ee supra Graph L.

1%See supra Graph N.

160|d

161566 supra Graph M.

IMaye 60 0o 67



1985, a jury trial on a trademark matter was a relatively rare event.'®?

Another trend is quite clear. Although there are some down turns in the data that are not
accompanied by a general economic recession in the United States, each recession is clearly
followed by an immediate down turn in the data. Therefore, during and immediately after
recessionary times, the total number of reported cases, the total number of cases where an
injunction was demanded, and the total number of initial filings of a law suits goes down.
Naturally, there is a delay in the data because a trademark infringement case that reaches a trial
on the merits takes years.

The official years where the US economy was in a contraction mode or in a recession are

as appears in Table 4 below.

162|d
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Table 4: Recessionary Periods™®®

Recession start date Recession end date
November 1948 October 1949
July 1953 May 1954
August 1957 April 1958
April 1960 February 1961
December 1969 November 1970
November 1973 March 1975
January 1980 July 1980

July 1981 November 1982
July 1990 March 1991
March 2001 November 2001

In years immediately after the end of a recessionary period, all indicators increase except
in the post 2001 era. During only the post 2001 era, all indicators continue to decrease even
though the relative health of the economy improves. One would expect the indicators to increase

post recession as they did in all other nine recessionary periods during the life of the Lanham

183http:/www.nber.org/cycles/
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Act.

If a trademark holder files a trademark case today, they have a slightly better than 50%
chance of succeeding on the merits. They have a 55% chance of obtaining an injunction, if
demanded. They have a 5.5% chance of receiving any damages at all. On average, they will
obtain approximately $100,000 in damages. Looking at cases post 1980 where damages were
awarded, they will receive over $2 million in damages, when damages are awarded at all.

That is, nearly all cases end without damages being awarded, but when they are, there is
a rather significant windfall. However, in about 95% of the cases, there are no damages
awarded. The claimant succeeds only about half the time.

All indicators, the number of cases reaching a trial on the merits, the amount of damages
awarded, the total number of cases reported per year and the total number of cases where an
injunction is demanded are all decreasing. This decrease continues during relatively positive
economic times. As the economy has improved and there is a positive correlation between
economic health and the data regarding trademark activity, there should be positive movement in
the data.

That the data continues to decrease even during positive economic times post 2001, leads
to the conclusion that there is some other variables affecting the data that had not been there
during the other nine recessionary periods.

That other variable itself has many components. One component is the increase in
private dispute resolution methodologies. The rate of parties seeking help to resolve their

disputes through non-judicial means is increasing and, more importantly, having a specific effect
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on how many cases get thoroughly adjudicated.'®* This fact may be having a negative impact on
the data that was less prevalent during other recessionary periods.

Another component is a perception that trademark litigation is more expensive now than
during other post-recessionary periods. Anecdotally, one hears such stories and even read it in
the newspaper; however, it does not seem to be objectively true. Although this is actually not
true as the increase in attorney fees has not out-paced either inflation or the rise in the annual
GDP, this perception may have a chilling affect.

Another component may be the increased use of non-US causes of action to settle a
dispute. As TRIPs has taken effect, it may be that more US litigants are finding it more palpable
to file the litigation in a non-US jurisdiction, where in the past they may have stretched
jurisdictional issues to have the case heard in the United States.*®

Yet another component may be the nature of litigation in general and trademark litigation

more specifically. Some argue that whether trademark infringement is a question of law or fact

1%*Rex R. Perschbacher and Debra Lyn Bassett, The End of Law, 84 B.U.L. Rev. 1
(2004).

1%5Thanks to Professor Jay Erstling for this idea.
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may have an impact on trademark litigation.

Another component is trademark extortion. This is clearly shown in the data. As the
number of cases initially filed continues to go up, the percentage of cases that reach a trial on the
merits, the total number of cases reported, the total amount of damages and the total number of
cases where an injunction is demanded are all decreasing. Although the other components, to be
sure, may account for some of this, trademark extortion explains this anomalous data the best.

As trademark holders are encouraged to engage in predation through amendments to the
Lanham Act, with the addition of the FTDA and the ACPA, the numbers of cases initially filed
increase. However, the rest of the data continues to decrease.

If trademark holders were simply filing their law suits elsewhere, the total number of
cases initially filed would not be increasing. If trademark holders were had sticker shock, the
total number of cases would not be increasing. If trademark holders were simply choosing

alternative means to settle their disputes, the total number of cases would not be increasing.

1%6The Role of the Clearly Erroneous Standard of Federal Rule of Civil Procedure 52(a)
in Reviewing Trial Court Determinations of Likelihood or No Likelihood of Confusion, 74
TRADEMARK REPORTER 20 (1984)(arguing that the standard of review should be a question of
law based on factual determinations and that this would end the conflicting terminology in the
various courts.)
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Therefore, the only variable that explains this data is trademark extortion. Trademark
holders are encouraged to be predacious. They file suit with no intent to prosecute it to a
conclusion on the merits. Therefore, the number of cases initially filed increase, but the number
of cases that reach a trial on the merits remains constant. This predatory conduct is leading to
the end of trademark law, an end to the public resolution of conflict between trademark holders
and an end to the rational use of the Lanham Act as a vehicle to define trademark rights in
America. American antitrust laws should be specifically amended to make trademark extortion
illegal.*®’

Trademark predation, unless corrected, will also have the effect of allowing trademark

holders to expand their trademark rights to claim a mark is famous and therefore be appropriate

1%"Thomas Campbell, Predation and Competition in Anti-Trust: The Case of Non-
Fungible Goods, 87 Columbia Law Review 1625 (1987)(In markets consisting of differentiated
goods, predatory conduct by an established firm under certain circumstances can succeed in
driving a new entrant out of the market. A firm which changes its product's nonprice
characteristics to mimic an entrant can impose significantly greater losses on an equally efficient
entrant than it will suffer itself from the ensuing competition); Elizabeth Mensch and Alan
Freeman, Efficiency and Image: Advertising as an Antitrust Issue, 1990 Duke Law Journal 321
(1990)( If antitrust law is to play a responsible role in response to this competition, it
must, in the best of the realist tradition, develop a vocabulary for making difficult
normative judgments about the scope and mode of its deployment in particular market
settings).
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for a dilution cause of action. This fame will be gained not through use, as is required both by

the Constitution and the Lanham Act, but through trademark extortion.

V. Conclusion

Trademark extortion is real. The Lanham Act, through both the FTDA and the ACPA,
creates incentives for trademark holders to engage in extortion. This is established by the fact
that although all indicators of trademark litigation activity increased in post recessionary periods
in the past, after the most current recession, trademark litigation activity indicators are falling
precipitously. Damage awards, attorney fee awards, number of reported, dispositive decisions
all continue to decrease as the total number of cases initially filed continues to increase post
2001 recession.

This extortion allows or will allow trademark holders to expand trademark rights based

on extortion, not based on use.
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