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FOREWORD

We live in a world of nameless inventors and faceless manufacturers. As consum-
ers, we take it for granted that we can find in the stores of shopping centers the
articles that meet our needs and serve our esthetical preferences, regardless of
where they come from. Probably, they are manufactured in China, even though
they display trademarks with a European or US taste, and their design may have
been conceived anywhere else on the planet. If we decide not to purchase a certain
article because we do not want to pay its price or its quality does not satisfy us,
what we generally do is simply to postpone the purchase: we invariably assume
that tomorrow that article will come with a lower price or with an improved
quality — or both.

Who manufactures? Who invents? Who distributes? That does not matter.
There are many other elements that help us take our decisions of consumption
without the need for personally knowing the inventor and the manufacturer. Our
personal decisions of purchasing goods are based on impersonal information that
reaches us through the media. Behind that information lays a notion of intellectual
property that is strikingly different from that one that developed through the
bilateral and multilateral treaties of the 19th century, which, directly or indirectly,
still preside over the legal framework that gives intellectual property its regime.
Today’s intellectual property — the intellectual property that merchants and con-
sumers resort to in their relations — corresponds to a globalized world of nameless
inventors and faceless manufacturers.

The TRIPS Agreement has given a bold step in the direction of a globalized
intellectual property: it has once and for all delinked trademarks from the sources
of goods. It has also confirmed that the protection of inventions conforms to the
immediate interests of investors, and only remotely cares about the rights of
inventors — when it does, actually. However, some elements of the old intellectual
property have remained, and they necessarily generate tensions with the new rules.
Here and there, in the TRIPS Agreement, we find vestiges of old traditions and
approaches that no longer correspond to a globalized market. On the other hand,
not all articles of consumption are globalized, nor have all WTO Members acceded
to the global market. Tariffs still break national markets apart. Different social and
cultural values still stand in the way of fully harmonized economic standards.
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The TRIPS Regime of Trademarks and Designs

As a commentary of the TRIPS Agreement, this book tends to look at the trees
and thus ignore the coherent picture of the vast forest. However, here and there,
protection of trademarks and designs gives way to conflicts and contradictions that
are nothing else than the expressions of the tension between harmonized, global-
ized standards of intellectual property and the basic and familiar rules that used to
dictate our behavior as citizens and consumers in our neighborhood. More often
than not, trade negotiators are led by different concerns: they want to extract trade
concessions from partners. The more they extract the better. After all, we should
not forget, in spite of the essentially moral values that have forged intellectual
property for ages, the WTO, as well as the organization that preceded it, the
GATT, can be described as a worldwide chamber of commerce.

Trademark law is not subject to the same tensions as patent law — after all,
technology evolution may increase our exposure to brands and advertising, but it
does not change the essence of their function. To give an extreme example, there is
no conceptual difference between the use of a shop sign hanging over the window
of a medieval artisan and the ¢-address of a major multinational conglomerate’s
website: both show consumers where they should go in order to do business with
the shop owner. The major change in trademark law from the Middle Ages was
reflected by the TRIPS Agreement, when, as said above, it delinked them from the
notion of source. This is a change that occurred as a matter of course when con-
sumers lost the possibility (and the interest) of knowing who was manufacturing
the goods they were buying because of the increase of the distances and the
complication of the distribution networks that resulted from globalization.

In the area of designs, changes have even been less radical: the shapes of goods,
functional or not, have solicited consumers to prefer certain products because of
their esthetical appeal since the Classical Antiquity, when artisans would decorate
oil lamps with artistic designs. Today, conspicuous consumption persuades us to
prefer goods that are ornamented with motives that are allusive to wealth and
success. Consumption is linked to desire and envy. The TRIPS Agreement has
also responded to this, when it paid special attention to the fleeting interests of the
fashion industry.

The reader should not be worried with these introductory lines: this book is
really a commentary, not a philosophical essay. However, these notes of perplex-
ity, rather than of discomfort, result from the intensive reading and thinking about
the TRIPS Agreement to which I have been exposed in these last years, as a result
both of my work, as an international civil servant in the Secretariat of the World
Intellectual Property Organization (WIPO), and as a researcher. Increasingly
1 have been acquiring the impression that real-life intellectual property is growing
beyond the rigid boundaries imposed by treaties and these are condemned to
become anachronistic very rapidly. It seems to me that the response by the mul-
tilateral system in the last years has been invariably wrong or shortsighted,
dictated by short-term trade or financial interests. However, that is part of the
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Foreword

trial-and-error exercise that serves as the mechanism and the compass for the
evolution of law in general. A serious and deep re-thinking of the multilateral
intellectual property system is perhaps in order, but this is not the place to do it.
This book is a commentary, as noted, and therefore it looks at a number of provi-
sions of the TRIPS Agreement, their operation, their interpretation and their imple-
mentation. As a matter of course, these are my views only, and do not necessarily
reflect (actually, I am aware that frequently they contradict) the views of WIPO
Member States.

I am deeply indebted to a friend and colleague, Lauro Locks, of the WTO
Secretary. His frequent questions and criticisms have helped me to clarify obscure
passages and correct mistakes. A good deal of the improvements of this second
edition are owed to his analytical thinking. Of course, all the mistakes remain
exclusively mine.

As a minor, but relevant, editorial note, it should be emphasized that
throughout this book the words *‘trademark” and ‘‘mark’” are interchangeable.
When, for some reason, it is necessary to distinguish between marks for goods
(trademarks, stricto sensu) and marks for services (service marks), that distinction
is clarified. The word ‘‘brand”’ is also used but rarely with the same meaning of
mark or of trademark. Indeed, a brand is a mark plus its goodwill. Even if, as the
Supreme Court of New York put it in an opinion of 1876, there is not such a thing
as a trademark in gross, for the purposes of law it is often indifferent that the
distinctive sign is associated with the goodwill it represents. It is true that real life
trademarks are more than trademarks — they are brands. However, this book is
about the law, and law is not the same as real life. The Paris Conventions deals with
trademarks, not brands. And so does the TRIPS Agreement.
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IN.1.

INTRODUCTORY NOTE

THE LEGAL STRUCTURE AND THE ECONOMIC
NATURE OF INTELLECTUAL PROPERTY

The protection and enforcement of intellectual property rights promote competi-
tion. This assertion may sound strange to some readers, yet pro-competitiveness
lies in the core of all branches of intellectual property. Indeed, it is commonly
accepted that it is in the nature of intellectual property rights to convey monopoly
power. Ownership of intellectual property, therefore, would generate market
power per se. It is also very frequently said that intellectual property is a necessary
evil to the extent that society has not yet found an alternative mechanism that
promotes the creation and economic circulation of intangible assets without gen-
erating such market power. Generally, monopoly power is associated with patents,
but it is not rare to see that same association with other branches of intellectual
property, such as copyright and trademarks. Actually, that is a basic misconcep-
tion, which cannot be attributed to laypersons exclusively. A number of well-
known economists and law professors, who would naturally be supposed to
have a more sophisticated understanding of intellectual property, have expressed
the same wrong view.' It does not come as a surprise, then, that policy makers,

' See, e.g., Joseph E. Stiglitz and Andrew Charlton, Fair Trade Jor Al — How Trade Can
Promote Development (Oxford Univ. Press, 2005, New York):

“Intellectual property provides innovators with temporary monopoly power. Monop-
oly power always results in an economic inefficiency. There is accordingly a high cost
of granting even temporarily monopoly power, but the benefit is that by doing so,
greater motivation is provided for inventive activity.”

Id. at 141. See also Lawrence Anthony Sullivan, Handbook of the Law of Antitrust (West
Publ., 1977, St. Paul):

“Let there be no pretense that the patent system is not in potential collision with
antitrust. It clearly is. Suppose a firm accumulates enough patents to control a market
[...1.”
Id. at 505. Prof. Sullivan’s supposition overlooks a basic enquiry: how many firms are able to
accumulate enough patents to control a market? A very few, only. The answer is that those
firms are less than the number of firms that accumulate enough real estate to control the
market of apartments and houses in a city, because technology, unlike land, is not naturally
scarce. Would Prof. Sullivan suggest that property rights in real estate are in potential
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influenced by those scholars, as well as by social pressure, fail to use intellectual
property in a correct manner, thus missing the opportunity to benefit from the
advantages provided by such a legal tool. Indeed, intellectual property is a legal
tool with an intrinsic economic dimension, and that is perhaps the factor that
generates much confusion: economists write about intellectual property without
understanding its essentially legal nature; and lawyers write about intellectual
property without mastering a few basic notions of microeconomics. And the fact
is that policy makers in both developed and developing countries have approached
intellectual property without a clear vision of either of its two dimensions.

The next pages will be dedicated to explain the pro-competitive role of intellectual
property. For that purpose, I will start by explaining the very basic notion of
intellectual property — something that might seem very obvious but, as I will show,
is very widely ignored or misunderstood even by those who have the functional
duty to know about it. I will also describe the components of intellectual property.
At that point, I will turn my attention to industrial property and very briefly
describe its economic nature. Once the legal structure and the economic nature
of intellectual property have been clarified, its intrinsically pro-competitive nature
will become a matter of course.

. THE LEGAL STRUCTURE OF INTELLECTUAL PROPERTY

(a) Intellectual property: the branch of law that protects
business differentiating intangible assets

Intellectual property is frequently defined as a legal branch that deals with the
protection of works of the human mind, which comprise literary works and other
artistic creations as well as inventions.? Generally, that is the notion of intellectual

collision with antitrust? Stiglitz” and Sullivan’s mistake is that they do not understand that
the monopoly power of patent owners does not arise from the fact they own patents (as a
barrier to entry, patents are a very weak one, because the research exception makes it easy for
competitors to enter the market of the patented product — if such specific and narrow market
exists), but from the fact they own unique technologies. Uniqueness does not arise from the
patent system, for patented technologies compete very often with other patented as well as
off-patent technologies. Uniqueness arises from the head-start, that is, the time advantage
that a pioneer has over his/her competitors. But it is in the very nature of the patent system to
permit (and indeed promote) competitors to “alter-invent™ or “invent around” the first
invention. This is not possible with real estate, for example. The mistake of Stiglitz and
Sullivan — as well as of those many who have the same view — is that they were not able to
grasp the essential nature of intellectual property rights as rights to exclude. They take such
exclusion for monopoly power.

See, e.g., the very first paragraph of the WIPO Intelleciual Property Handbook (WIPO,
Geneva, 2001):

“Intellectual property, very broadly, means the legal rights which result from intellec-
tual activity in the industrial, scientific, literary and artistic fields. Countries have laws
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property that springs to mind when one attempts to define it. However, one may
wonder: where is the inventiveness or the creativity of using the word “Ford” to
designate cars that are made in a factory owned by Mr. Ford? Or where is the
inventiveness or creativity of designating mineral water extracted from the French
Alps with the word “Evian,” a city that is located exactly near the French Alps?
Or where is the originality or ingenuity of typing a list of clients into a computer
hard drive and protect it with a password (say, the typist’s birthday)?

Of course, the use of the words Ford and Evian in that context has nothing to do
with creativity or inventiveness. Nor is there anything original or ingenious in
setting up a list of clients of a firm, and keeping it secret. The most important asset
of businesses — reputation, which is generally associated with a trade name — has
nothing to do with invention or authorship either. Nevertheless, all these assets are
protected by intellectual property, as much as literary creations and inventions.

The link between intellectual property and creativity, therefore, is a misleading
one, because it takes into account a very narrow dimension of intellectual property.
Actually, intellectual property goes much beyond creations of the human mind, be
they of a technical, literary, artistic or scientific nature.

On the other hand, it is also common to assert that the purpose of intellectual
property is the appropriation of business intangible assets. But intellectual prop-
erty does not comprise all intangible assets. For example, rights of credit (receiv-
ables) and other personal obligations or negotiable instruments are intangible
assets, and yet they are not covered by intellectual property.

to protect intellectual property for two main reasons. One is to give statutory expres-
sion to the moral and economic rights of creators in their creations and the rights of
public access to those creations. The second is to promote, as a deliberate act of
Government policy, creativity and the dissemination and application of its results and
to encourage fair trading which would contribute to economic and social
development.”

Id. at 3. See also Current and Emerging Intellectual Property Issues for Business — A Road-
map for Business and Policy Makers (8th ed., ICC, Paris, 2007):
“What is intellectual property?

“Intellectual property is a creation of the intellect which is owned by an individual or
an organization who can then choose to share it freely or to control its use in certain
ways.

[...]

“Why is intellectual property protected and who benefits?

“Through a system of intellectual property rights, it is possible not only to ensure that

an innovation or creation is attributed to its creator or producer, but also to secure
‘ownership’ of it and benefit commercially as a result.”

Id at 9.



