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Reserving the mark without using it is not the only negative use that
the new statute might be read to permit. The doctrine of abandonment
also might be threatened. The abandonment doctrine, which made perfect
sense at common law and good sense under the Lanham Act, holds that a
firm that decides not to use a mark any longer loses all rights in it. The
loss may be with the owner’s consent®” or against the owner’s will,®® but if
rights flow from use, if the only reason to keep a mark from the public
domain is that a firm is using it to identify a product or service, then
theoretical consistency requires that rights cease when use in trade ceases.
Under the new regime, however, a firm that decides not to use its mark
any longer might be able to reserve it through a fresh application, by
stating a bona fide intention to resume the mark’s use. The amended stat-
ute is supposed to forbid this, but it does so not through a clear rule, but
through reliance on the discretion of the Patent and Trademark Office.?®

3. The TMRA and Assignments in Gross

One also has to wonder what will become of the doctrine prohibiting
the assignment of marks in gross, now that bona fide intent to use is suffi-
cient to confer de facto rights. Under the Lanham Act’s requirement of
use prior to registration, as at common law, a transfer of the mark with-
out the underlying goodwill represented an abandonment, for the obvious
reason that the goodwill that the mark represents is the only reason for its
legal protection. When a firm assigns its mark and subsequently leaves the
market, the mark no longer signifies what it previously did, and, in conse-
quence, the mark ought to be deemed abandoned; its transfer to a new
“owner” should carry no legal effect.’®® The assignee should be required
to start from the ground up, using the mark in trade and building suffi-
cient independent goodwill to enable registration and broad protection.
Meanwhile, other users ought to be free to use the same mark and to
build their own geographic spheres of goodwill—or even to register,
should they beat the transferee to the bona fide trade use that Federal
registration requires.

To be sure, the prohibition on assignments in gross has been severely
criticized as a mere “formalism,”?** and the courts have chipped away at
its edges, by holding, for example, that sufficient goodwill is transferred

97. See, e.g., Manhattan Indus. v. Sweater Bee by Banff, Ltd., 627 F.2d 628 (2d Cir. 1980).

98. See, e.g., Exxon Corp. v. Humble Exploration Co., 695 F.2d 96 (5th Cir. 1983).

99. See TMRA § 113 (amending Lanham Act § 12(a), 15 U.S.C. § 1062(a) (1982)).

100. “If one obtains a trademark through a sale without having concurrently received the attend-
ant goodwill, the continuity of the thing symbolized by the mark is broken and the sale is unquestion-
ably deficient.” D. BURGE, supra note 61, at 140. Historically, the prohibition on transfers in gross is
linked to the doctrine holding that marks are never held in gross, but only appurtenant to their
meaning. For a delightful account of the link between this doctrine and the early British cutlery trade,
see F. SCHECHTER, supra note 18, at 101-21.

101, See, e.g., 1 J. McCARTHY, supra note 1, § 18.2, at 800.
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when the assignor sells its mark to an assignee who is ready to use it and
the assignor then exits the market.’? In recent years, the prohibition un-
fortunately has been reserved for the most egregious cases, for example,
when the assignee is not in the same business as the assignor, is not in a
position to make use of the mark, and has no intention of doing so.*%?

But there is no reason that the propriety of an assignment should turn
on the conduct of the assignee. The deterioration of the prohibition on
transfers in gross is a reflection of the continuing judicial misunderstand-
ing of the theoretical underpinnings of trademark law. As a matter of
theory, the prohibition on transfers in gross should be a firm one. Under
the TMRA, however, it scarcely matters whether the transfer is an aban-
donment by the transferor, because the transferee can make an immediate
application, stating with perfect good faith its intention to use the mark.
On the strength of the application and bona fide intention, without troub-
ling to build up any goodwill at all, the transferee is eo instant: vested
with nationwide priority against anyone except a prior user—and any
prior user would have been infringing the rights of the transferor! Thus
the Revision Act effectively eliminates the traditional restriction on the
transfer of a mark in gross, and thereby creates a potential market in
trademarks—the very creature the Lanham Act’s original sponsors long
ago promised that Federal rights would not create. Once more, the
TMRA apparently rests entirely on the discretion of the Patent and
Trademark Office in trying to prevent transfers in gross,'** assuming, that
is, that the Revision Act’s drafters meant to prevent them at all. But per-
haps they did not, for there is nothing in the spirit of the Act suggesting
why transfers of marks without the underlying goodwill should not be
permitted, since the transferee certainly has a bona fide intention of using
the mark.?®

These possibilities for making a purely negative use of the mark, to
keep others from using the mark even though the proprietor of the mark
is not using it, tilt the trademark system away from a common law model,
wherein rights are proportional to investment in goodwill, toward a model
of monopoly, wherein the proprietor of a mark might be able to obtain
rents as a result of the far broader scope of rights in the mark. The tilt is
not as far as it would have been under the USTA’s original proposal,!®®
but the slippery slope beckons, and if, as is possible, there are more at-

102. See, e.g., Glamorene Prods. Corp. v. Proctor & Gamble Co., 538 F.2d 894 (C.C.P.A. 1976).

103. See Haymaker Sports, Inc. v. Turian, 581 F.2d 257, 261 (C.C.P.A. 1978); see also Pepsico,
Inc. v. Grapette, 416 F.2d 285 (8th Cir. 1969) (striking down transfer of mark used on cola soft drink
to firm planning to use it on soft drink of another kind).

104. See TMRA § 112 (amending Lanham Act § 10, 15 U.S.C. § 1060 (1982)).

105. After my students brought this anomaly to my attention, I mentioned it to an individual who
was deeply involved in the rather rushed passage of the TMRA. He replied that as far as he could
recall, no one had thought about it.

106. See Trademark Review Report, supra note 25, at 389-407 (proposing extensive intent-to-use
system).
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tempts in the future to grant substantive rights upon application, trade-
mark law just might slide down.

C. Federal Trademark Protection and the Irrelevant Mark
Assumption

The IM assumption underlies the structure of the Lanham Act, with its
scheme of nationwide protection in markets not yet entered. The system of
nationwide protection is not intended to create barriers to the entry of new
firms in geographic markets that the registrant has not entered.'®® Barri-
ers in the sense of higher long-run production costs will only be created if
the senior user’s registration forces firms in unrelated markets to choose
more costly marks. Thus the Lanham Act necessarily assumes that the
other marks that firms in unrelated markets must choose are not more
costly.

The TMRA, by permitting a firm that has never used a mark to re-
serve it for future use, effectively prevents any other firm in the country
from adopting the reserved—but unused—mark. The applicant’s reserva-
tion of one mark will of course create artificial barriers to entry only if it
forces other firms to choose more costly alternatives. Consequently, the
TMRA’s scheme of de facto exclusivity in marks not yet used also presup-
poses that one mark is as good as another, that is, that IM holds.

The modern economic theory of trademark law reveals the influence of
the IM assumption. If IM does not hold, however, the economic theory
relied upon to justify Federal trademark law actually justifies something
much closer to the common law of unfair competition with its emphasis
on the action for passing off. In fact, the Landes and Posner article, while
asserting the efficiency of Federal trademark law,°® actually does consid-
erably more to prove the efficiency of a system in which rights flow from,
and are limited by, actual use in trade—that is, the common law of unfair
competition.

It is easy to see why the truth or falsity of the IM assumption makes a
difference. If some marks really are ex ante better than others, then the
supply of good marks cannot reasonably be termed infinite. I said earlier
that the benefits of removing marks from the market language outweigh
the costs when they are removed because of the goodwill that they re-
present. By contrast, a legal system that permits a firm to gain rights in
even a suggestive mark, and possibly in a descriptive one, without first
making an investment in goodwill risks reducing the supply of better
marks without any corresponding benefit to the public. As more and more

107. See supra text accompanying notes 52-55. For a review of work in the advertising area, see
Nagle, Do Advertising-Profitability Studies Really Show that Advertising Creates a Barrier to En-
iry?, 24 J.L. & Econ. 333 (1981).

108. See Landes & Posner, supra note 10.
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good marks are removed from the available market language without any
concomitant investment in goodwill, later market entrants will begin to
face costs of entry that early entrants did not, as well as potentially higher
long-run production costs, all because of the greater expense of using the
inferior marks.

Of course, even though legal protection of marks impoverishes the
available market language, as long as use is a prerequisite to rights, only a
limited number of marks will be removed from the market language in
any given product market, because there is not space for an infinite num-
ber of firms. Under the TMRA, however, the cost of removing a mark
becomes relatively small, so more marks will likely be removed—quite
conceivably enough to begin to affect the size of the set of good marks.*®®
This in turn will raise the costs of later entrants. Depending on the struc-
ture of the market, earlier entrants may be able to exploit the later en-
trants’ higher costs by seeking rents. In any event, later entrants would
face barriers to entry that earlier entrants would not.

III. TuE CONUNDRUM OF NATIONWIDE PROTECTION

Even if IM turns out to be false, the lJanguage monopoly and potential
barriers to entry are arguably minor problems. After all, putting the
TMRA aside for the moment, the right to exclude others from using the
mark is derived from the mark’s secondary meaning—that is, only if the
mark actually lowers consumer search costs will it be protected.’?® But
that explanation only justifies protection in the geographic market in
which a firm actually uses the mark, which is another way of saying that
it justifies the common law of unfair competition and, in particular, the
common law action for passing off. Unless IM is true, the assertion that
secondary meaning is needed before a mark can be removed from the mar-
ket language provides little justification for the Lanham Act’s nationwide
protection of marks used in one geographic region. It provides no justifica-
tion at all for the TMRA’s effective nationwide reservation of rights in
marks that are used nowhere by anyone.

The Lanham Act by its terms permits remedies everywhere in the
country if a junior user adopts a mark that is confusingly similar to the

109. A firm might be reluctant to file applications for many marks that it did not intend to use,
because after two years, the fruits of the research that produced those marks would be available to
competitors. In many markets, however, a two-year lead time might be enormously valu-
able—especially when competitors might not be sure until the end of the two years which marks the
applicant actually plans to use.

110. As explained earlier, both at common law and under the Lanham Act, secondary meaning is
unnecessary if the mark in question is arbitrary or fanciful. Consequently, the statement in text is
obviously incomplete. To the extent that MIM is a truer model than IM of the better marks in the set
of arbitrary or fanciful marks, the same concerns raised in this section should apply to those classes of
marks as well. This conclusion would call into question the law’s willingness to allow the appropria-
tion of those marks without a showing of secondary meaning.
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senior user’s registered mark. The standard explanation for nationwide
protection—aside from the spurious (or at least unsupported) claim that it
is a fair exchange for the optimal level of registration—is that it promotes
the development of national markets in a land with a highly mobile popu-
lation. As Landes and Posner put the point, purporting to describe the
theory that underlies current law:

Even if the firm that is using a trademark in one part of the country
never expands to other parts, consumers are not fixed in one place,
and in traveling around the country or in moving from one part of
the country to another they may be confused if different brands of
the same product are sold under the same name. They are apt to
assume that every desk lamp sold under a particular brand name is
the same brand, that is, produced by the same producer.**!

This explanation is a bit of a puzzle. On the one hand, it carries a surface
plausibility: a multiplicity of HYATT hotels or SAFEWAY stores or
PLYMOUTH cars would be enormously confusing, and thus enormously
wasteful. On the other hand, the explanation runs together so many con-
ditional statements—“may be confused,” for example, and “are apt to as-
sume”—that one scarcely knows where to begin. Who are these mobile
consumers, where are they going, and why do they make these strange
assumptions? Are consumers always mobile and confused in sufficient
numbers that the costs of not protecting the mark where it isn’t used out-
weigh the costs of protecting it? Even if this turns out to be true for some
marks, is it possible to draw some reasonable distinctions?

Consider: Across the street from the Yale Law School is a pizza parlor
named “Yorkside.” The name Yorkside probably was chosen because the
pizza parlor is on York Street. If I go out on the streets of, say, San
Francisco and find another pizza parlor doing business as “Yorkside,”
why should I be confused? It would not occur to me that it was a branch
of the pizza parlor of the same name that stands across the street from the
Yale Law School, because of my assumption that Yorkside Pizza is not a
national firm. Consumers may be more sophisticated than the Landes and
Posner model assumes.'*? Different marks may work in different ways.
There is no apparent reason that a mark that is plainly local in character
ought to be treated in law exactly the same as one that is plainly national,
simply because both have been registered.'*® And certainly it is sensible to

111. Landes & Posner, supra note 10, at 284,

112. Landes and Posner undoubtedly have in mind so-called “national” brands, for which the risk
of confusion may be high because of the consumers’ knowledge that the brand is marketed every-
where. But there is no evident reason to treat national and local brands the same way. In Part IV, I
suggest a way of treating them differently even in the Patent and Trademark Office.

113.  One might argue that all marks should be presumptively national to lower the costs of deter-
mining who has rights in what region. For a critique of this argument, see infra text accompanying
notes 125-28.
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confirm one’s intuition about consumers and their confusion (through sur-
vey evidence, for example’'*) before rushing to assume that every regis-
tered mark will generate enough nationwide goodwill that mobile consum-
ers “are apt to assume” enough to be confused.

More to the point, it is not unusual to come across a case in which two
firms have used the same mark in independent geographic regions and
have built up independent goodwill and secondary meaning.!*® In the jun-
ior user’s independent region, the relevant mark is assumed by the con-
suming public to refer not to the senior user’s products or services, but to
the products or services of the junior user. It is certainly possible, as
Landes and Posner suggest, that some consumers who are mobile and fa-
miliar with the senior user might be confused upon entering the junior
user’s market; but the number might be quite small compared to the great
majority of consumers in the junior user’s market, who would suffer no
confusion at all. In fact, the consumers in the junior user’s market might
be confused to learn that someone else also claimed rights to the mark.
According to Landes and Posner, “The courts have eliminated this source
of confusion for registered marks.”?*® True enough—but not in the way
that Landes and Posner mean it.

What the courts have done, starting with the celebrated case of Dawn
Donut Co. v. Hart’s Food Stores, Inc.,*** is to import into the Lanham
Act from the common law of unfair competition the principle that a firm
is entitled to injunctive relief only where its mark has significance—that
is, only in the geographic market that it actually serves. In Dawn Donut,
the junior user, operating in a geographic market different from the senior
user (and, arguably, in a different product market as well), made a good
faith selection of the senior user’s mark. (By good faith I mean only that
the junior user was evidently unaware of the senior user’s registration.!*®)
The Second Circuit—in a case in which Judge Lumbard wrote both the
majority and the dissenting opinions—read the Lanham Act to permit in-

114. See Lipton, A New Look at the Use of Social Science Evidence in Trademark Litigation, 78
TRADEMARK REP. 32 (1988).

115. The leading case is Hanover Star Milling Co. v. Metcalf, 240 U.S. 403 (1916), which lim-
ited trademark protection to the area in which a firm actually does business. Under the Lanham Act,
courts have reached similar results. See infra text accompanying notes 117-24.

116. Landes & Posner, supra note 10, at 284.

117. 267 F.2d 358 (2d Cir. 1959).

118. Gourts tend to emphasize good faith in these cases, but it is not analytically significant,
except insofar as its opposite—bad faith—might be taken as a desire by the junior user to trade on the
senior user’s goodwill, which in turn might be taken as evidence that a significant number of consum-
ers in the relevant geographic market associate the mark with the goods or services of the senior user.
Certainly the Lanham Act, which makes registration constructive notice of the registrant’s claim of
ownership, see § 22, 15 U.S.C. § 1072 (1982), is not concerned with the good or bad faith of the
junior user, except with respect to some aspects of remedies for infringement which are carefully
specified in the Act and are irrelevant to Dawn Donut-type fact patterns, see Lanham Act § 32(2), 15
U.S.C. § 1114(2) (1982) (as amended by TMRA § 127).
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junctions only against “concurrent use which creates a likelihood of public
confusion.”*!® From this beginning, the court reasoned as follows:

Therefore if the use of the marks by the registrant and the unautho-
rized user are confined to two sufficiently distinct and geographically
separate markets, with no likelihood that the registrant will expand
his use into the defendant’s market, so that no public confusion is
possible, then the registrant is not entitled to enjoin the junior user’s
use of the mark.1?°

The panel added:

[Blecause of the effect [of] the constructive notice provision of the
Lanham Act, the plaintiff may later, upon a proper showing of an
intent to use the mark at the retail level in defendant’s market area,
be entitled to enjoin defendant’s use of the mark.?*!

Thus the rule seems to be this: Despite the senior user’s prior registration,
a junior user who has adopted the mark in good faith, is not competing in
the senior user’s market, and has generated its own goodwill in the mark,
will be permitted to use the mark until the registrant is actually ready to
move into the geographic area that the junior user is serving.1??

This rule is readily understood from the point of view of the consumer
in the junior user’s market who has built up what might be called a
“goodwill picture” based on the assumption that the mark represents the
goods of the junior user. It is the consumer’s search costs that are sup-
posed to be lowered by trademark law, but the consumer can hardly be
expected to search the Principal Register for assurance every time a new
brand is encountered. Assuming that the consumer’s goodwill picture is
based entirely on interaction with the junior user’s products sold under
the mark in question, the picture will not be different simply because the
junior user first used the mark after the senior user’s registration rather
than before it.

The difficulty with the Dawn Donut approach is that nothing in the
Lanham Act carves out such an exception from the nationwide right to
use the mark.*®® But enforcing the Act to its letter would have the result

119. 267 F.2d at 364.

120. Id. (footnote omitted).

121. Id. at 365.

122.  Accord In re Beatrice Foods Co., 429 F.2d 466, 472 (C.C.P.A. 1970): “Rights of trademark
ownership, for example, the right to enjoin another from use of the mark, must be based upon actual
use and can be enforced only in areas of existing business influence (i.e., current use or probability of
expansion).” For applications of the Dawn Donut approach, see, e.g., Comidas Exquisitos, Inc. v.
O’Malley & McGee’s Inc., 775 F.2d 260 (8th Cir. 1985); Continente v. Continente, 378 F.2d 279
(9th Cir. 1967); John R. Thompson Co. v. Holloway, 366 F.2d 108 (5th Cir. 1966); American Foods,
Inc. v. Golden Flake, Inc., 312 F.2d 619 (5th Cir. 1963).

123. Under § 2(d) of the Lanham Act, 15 U.S.C. § 1052(d) (1982), the junior user was able to
seek the right to use the mark concurrently with the senior user, subject to geographic restrictions, as
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of permitting a senior user-registrant who is a small regional firm to pro-
hibit use of the same mark by another, larger firm thousands of miles
away, even if the result is a higher cost of entry for the junior user. Al-
though Landes and Posner do not cite Dawn Donut, their case for nation-
wide protection might leave the impression that it is wrongly decided. Yet
if one ignores their discussion of nationwide protection, the Dawn Donut
result is exactly what the Landes and Posner analysis would predict: Pro-
tection for a trademark flows from its information-economizing function,
and the information-economizing function rests on what consumers in a
given market actually know about the mark. The less consumers know,
the less information the mark carries, and the less information the mark
carries, the less reason, under the Landes and Posner analysis, to protect
it. In a market in which the registrant does not operate, the mark may
carry no information at all.

If IM is false, then Dawn Donut is easy to justify, for neither the sec-
ondary meaning doctrine nor the availability of substitutes adequately ex-
plains why, as between two firms that are not competing with each other
but whose marks are confusingly similar to one another, one ought to be
able to enjoin the other from using its preferred mark. True, as Landes
and Posner note, there is the possibility that some mobile consumers will
be confused. But in the MIM universe, that slender possibility seems a
weak reed on which to rest an insistence that the first firm to adopt a
mark in a particular market cannot use the mark it prefers because some
other firm, no matter how small, no matter how distant, has previously
registered it. Besides, the Dawn Donut rule is flexible enough to take into
account the particular concern that Landes and Posner express, when con-
sumer mobility and confusion become factors of substantial likelihood
rather than unspecified possibility: If the nature of the business is such
that it serves consumers who travel, the geographic separation of the jun-
ior and senior users will not, without more, avoid the injunction.*

Of course, if IM is true, then the second firm to pick the mark—the
junior user—can simply select a different mark. The reason the junior
user will know that it is supposed to pick a new mark is that if it does as
the law contemplates, it will conduct a search of the Principal Register
before settling on a mark in the first place. The Dawn Donut court, by
going out of its way to protect the junior user who adopted the registered
mark in good faith, interfered with the incentive that the Lanham Act has
created for firms to search before choosing their marks: Had the junior

long as the junior user’s first use (appropriation} of the mark came before the senior user’s registra-
tion of the mark. The possibility of concurrent registration was not available to a junior user who
adopted the mark after the senior user’s registration. Section 104 of the TMRA restricts concurrent
use registrations to situations in which the “junior user’s” first use predated the “senior user’s” intent-
to-use application.

124. See Tisch Hotels, Inc. v. Americana Inn, Inc., 350 F.2d 609, 612 (7th Cir. 1965).
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user only searched, it would have found the registrant’s mark and chosen
another one.

But even were searching costless—which it is not—it must be empha-
sized that because nationwide protection of local marks ultimately rests on
IM, strict enforcement of the search incentive also rests on IM. Only if
the mark finally chosen is irrelevant does it become plausible to insist that
the San Francisco pizza parlor contemplating the name Yorkside (if there
is one) first ascertain whether any firm anywhere in the country has reg-
istered the name.’®® And even in an IM world, allowing the New Haven
Yorkside, with no plans to expand to San Francisco, to seek an injunction
against the San Francisco Yorkside seems a bit harsh.}?¢

The one possible justification for injunctive relief on these facts is the
proposition that litigation is a relatively costly means for determining the
scope of geographic rights. If the senior user, no matter how local, pos-
sesses the nationwide right to exclude, as the terms of the Lanham Act
appear to contemplate, then the boundaries of the senior user’s protection
are coextensive with the boundaries of the nation itself. The junior user
must either select another mark or negotiate a license, which the senior
user will presumably grant when licensing is more efficient than
exclusivity.

Licensing of this kind would effectively create a market in trademarks.
For fanciful marks, the licensing market might just work, but for the
many risks and roadblocks that trademark law tosses in the path of a
would-be licensor. In the wrong circumstances, the conduct of a licensee
can lead to a constructive abandonment by the licensor.*” Even short of
that, a licensing agreement must convey a part of the senior user’s good-
will, a potentially awkward requirement in the TMRA world, where a
licensee might be seeking rights in a mark that has never been used.'?®

Besides, fanciful marks are not the principal problem, even though the
trademark testing industry stands as testimony to the proposition that IM
is false even when the mark is arbitrary. But the real problem occurs
when the local mark is suggestive or descriptive, perhaps with secondary

125. The text is slightly overstated. Even under Dawn Donut, a firm might want to know
whether the mark it is contemplating has a senior user, because Dawn Donut allows the senior user to
exclude the junior user upon expansion into the junior user’s market. The distinction between Dawn
Donut and the language of the Lanham Act is therefore only temporal: Eventually, the senior user
has the chance to achieve what the Lanham Act seems to promise.

126. In an MIM world, the injunction is not only harsh, but ludicrous, unless—contrary to the
theory of trademark law—one wants to reward the discovery of a useful but unused trademark. See
supra text accompanying notes 27-31 (discussing reasons that ideas for marks are not protected).

127. 'The principal risks are loss of trademark significance through “naked” licensing—licensing
of the mark for goods and services without significant limitation—and diminution of trademark value
(including potential loss of rights) through a failure to exercise adequate control over the quality of
the licensee’s goods and services. See 1 J. McCARTHY, supra note 1, §§ 18.15, 18.17; D. BURGE,
supra note 61, at 141,

128. The TMRA by its terms prohibits most assignments of intent-to-use applications prior to the
use of the mark. See TMRA § 112 (amending Lanham Act § 10, 15 U.S.C. § 1060 (1982)).
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meaning in a tiny corner of the nation, because now nationwide protection
for the small, local registrant would deplete the national market language
of useful and important and cost-saving words. It is difficult to conceive of
a benefit that justifies the higher costs that this particular language exclu-
sivity imposes on other firms wishing to enter small, local markets. That
is why it is sensible to wait until consumers begin to be confused before
the law decrees that the San Francisco Yorkside must change its name.
Until then, even IM offers no real justification for nationwide injunctive
relief.

Of course, as sensible as the Dawn Donut approach might seem, even a
court that is very sympathetic to the “innocent” junior user can accom-
plish only so much defiance of the statute. Eventually, the court must
concede to the Lanham Act what its drafters evidently intended. Thus,
when the registrant is ready to move into a new geographic area, the jun-
ior user in that area, good faith or not, must cease using the mark.*?® The
only exception is that a junior user that used the mark prior to the senior
user’s registration of the mark may continue its use in the area it is al-
ready serving, along with a small zone of expansion.’®® Nevertheless, the
overall effect of this judicially created exception to nationwide protection
is to force the proprietor of a mark to treat it in the way that unfair
competition law and the underlying theory contemplate. The mark is not
owned in gross, and its proprietor cannot prevent others who are not com-
petitors from choosing similar marks. Instead, the owner of the mark re-
ceives only rights coextensive with its use.

The courts have understood what the Congress—and, evidently, many
of the theorists—have not: If, as seems likely, MIM rather than IM cor-
rectly describes the universe of available and appropriate trademarks, then
the economic argument that trademarks ought to be protected because
they are information-economizing devices justifies only the common law
system of rights that flow from, and are coextensive with, use of the mark.
But the economic argument cannot easily justify nationwide exclusive
rights upon registration, and cannot justify at all the shift from a use-first
system to one that permits application upon a showing of intent-to-use. I
do not say that these provisions cannot be justified on any ground; I say
only that if MIM rather than IM is true, they cannot be justified on the
ground that trademarks lower consumer search costs.

Thus, the courts were right to do what they did in curbing the excesses
of the Lanham Act. Not until the would-be proprietor of a mark enters a
market should it ever be permitted to exclude others from using the mark
in that market. Until that time, the mark should remain a part of that
market’s language, free for others to use as they wish. The concern about

129. See Dawn Donut, 267 F.2d at 365.
130. See Figure III, supra.
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building national markets is hardly frustrated by this rule: As a firm
prepares to take its mark national, as through an expanded advertising
campaign, it can then gain its nationwide rights. But as long as its use is
purely local in character, its protection should be local too. And if the firm
has never used the mark at all, then its protection should not exist.

IV. ProprosaLs For REFORM

The trouble with trademark is clear. The question for those who are
troubled is what can be done about it in the wonderful world of the
TMRA. After all, the Revision Act was passed just over a year ago, and
the pressures to conform to the practices of the rest of the world are of
course quite substantial. So it would be foolish to suggest what seems the
obvious solution, that the intent-to-use system be repealed. More practical
advice is needed to harmonize the certainty of the TMRA with the plausi-
bility of the notion that MIM rather than IM is true. The practical ad-
vice that I offer is of two kinds—advice for the courts, and advice for the
Commissioner.

To understand the advice, it is first necessary to go back over some
ground. The economic model of trademark law as lowering search costs is
consistent only with a regime in which negative uses are not permitted.
The Lanham Act by its terms did permit purely negative uses—the regis-
trant could restrain junior users in separate markets—but the courts prop-
erly put a stop to that. The principal theoretical variation between the
TMRA and the previous law is that the new Act permits what are in
effect purely negative uses of a mark upon application for registration.
Finding a judicial solution to the problems of the Revision Act will not be
easy, partly because the new statute is so slippery (no injunctions, just an
admonition, a word to the wise) and partly because it is so clear (a bona
fide intent to use is enough). Indeed, the TMRA’s unfortunate combina-
tion of clear assurances and vague restrictions creates a dangerous
instability.

The instability is reflected in the examples that I have already dis-
cussed, the seeming erosion of the doctrine of abandonment and the poten-
tial eradication of the prohibition of assignments of marks in gross—two
cornerstones of the trademark law under the ancien regime, when rights
flowed from use. Also endangered is the rule that injunctive relief is avail-
able only in markets that the proprietor of the mark has actually entered.
Only the courts—and perhaps the good sense of the Patent and Trade-
mark Office—can prevent trademark law from tumbling further down the
slippery slope from economizing on information toward warehousing
trademarks. Along that line, I have three somewhat modest proposals,
which I here sketch lightly, recognizing that they deserve more detailed
consideration than I offer.
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A. Limit Availability of Injunctions

Under the intent-to-use system created by the TMRA, the application
itself serves as a constructive use of the mark.*®* This is a problem only if
a second firm uses the mark after the first firm’s application, but before
the application has been perfected by an actual use in trade and registra-
tion has been granted. At common law and under the Lanham Act, the
first to use in trade is the senior user. Under the Revision Act, however,
the constructive use as of the application date gives the applicant priority
over a second firm that is the senior user in trade.'®?

It would be unfortunate were courts to read this result as a rejection of
the Dawn Donut approach, and yet the structure of the TMRA makes
such a reading plausible. The argument for rejecting Dawn Donut would
run as follows: Because the application is a constructive use everywhere in
the country, the applicant, once having registered, must be deemed the
senior user everywhere in the country. Following this logic, a court might
grant an injunction against a constructive junior user (but senior user in
trade) in a market that the registrant has never entered. This possibility,
should it come to pass, would of course demolish Dawn Donut’s sensible
distinction between geographic markets where the mark has trade signifi-
cance and geographic markets where it does not.

To avoid this result, the courts should treat a firm that first reserved its
registered work through an intent-to-use application like any other regis-
trant. Just as under the registration-first system, a court should refuse to
issue an injunction against a junior user until the registrant is prepared to
enter the geographic market in which the junior user is using the mark.*®3
This approach might seem to read out of the statute the provision grant-
ing the registrant who filed an intent-to-use application the constructive
benefit of the filing date. But there is no other way for courts facing
claims for injunctive relief to preserve the asserted benefits of the intent-
to-use system without falling into the trap of assuming in the face of the
evidence that IM, rather than MIM, accurately characterizes the universe
of available marks.

B. Encourage Regional Registration

Under section 1 of the Lanham Act, an applicant for registration who is
seeking concurrent use “shall state exceptions to his claim of exclusive use,
in which he shall specify, to the extent of his knowledge, any concurrent

131. See TMRA § 109 (amending Lanham Act § 7, 15 U.S.C. § 1057 (1982)).

132. For a detailed explanation, see Figure IV, supra, and accompanying text.

133. This refusal might be defended as a logical outgrowth of the rejection by the House of a
Senate proposal that might have been read to make some remedies available upon application. See
TMRA SENATE REPORT, supra note 25.
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use by others.”*** The Commissioner should issue a regulation making
explicit what the statute implies—that a concurrent use application need
not specify any use by others of the same mark. The application might
instead simply limit the geographic area within which the applicant ex-
pects to use the mark. The full panoply of substantive Federal rights and
remedies would then be available only within the limited geographic re-
gion specified in the application. Were the Commissioner to encourage
regional applications in this manner, many of the difficulties that the
Dawn Donut approach is designed to forestall would not occur.*®®

A system of this kind would have several advantages. First, it would
more closely reflect the underlying assumption that trademarks are infor-
mation-economizing devices. The regional registrant would be pro-
tected—that is, would be able to lift the mark from the available market
language—only in the geographic market it actually served. Second, re-
gional registrations would impoverish the market language only in limited
geographic areas, because where particular words were not associated
with the goods of any producer, they would be free for anyone to use.

A system of regional registrations would not be as alien to the Lanham
Act structure as one might suppose. As matters now stand, a plaintiff in a
trademark infringement case, called upon to prove likelihood of confusion,
must show that the product lines are close enough that consumers are
likely to be confused.’®® The Commissioner requires the registrant to
specify the categories of products or services in connection with which the
mark is to be used, and has established thirty-four categories of goods and
eight categories of services for that purpose.’® Dawn Donut has already
created a geographic market analogue to the product line requirement; the
regional registration system would be, in effect, a geographic market ana-
logue to the product category requirement.

When a registration is limited to a particular geographic region, a
search of the Principal Register will establish that fact. Thus a junior user
contemplating use of a mark would know from its search both that the
mark was registered by a senior user and that the senior user‘was using
the mark only in a specified region of the country. The obvious risk is that
a junior user outside of the senior user-registrant’s geographic market
would adopt the registered mark in the hope that the senior user’s good-
will would rub off, or at the very least, that the senior user would eventu-
ally find it profitable to buy the junior user out. This risk, however, can
be managed by existing doctrines, without resort to special Federal regu-

134. Lanham Act §1(a)(1), 15 U.S.C. § 1051{a)(1) (1982).

135.  OF course, the reading of the statute placing this regulation within the Commissioner’s power
will no doubt be a controversial one. If it is rejected, this part of the paper might better be read as a
plea for an admittedly unlikely amendment.

136. See Polaroid Corp. v. Polarad Elecs. Corp., 287 F.2d 492 (2d Cir.), cert. denied, 368 U.S.
820 (1961).

137. See 37 C.F.R. § 6.1 (1988).
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lation. If the junior user adopts the mark in order to trade on the senior
user’s goodwill, then without regard to registration, the junior user—at
least if its scheme succeeds—will be liable to the senior user in a common
law unfair competition action for passing off its goods or services as those
of the senior user.!®®

To make the regional registration system work, a firm would need sub-
stantial incentives to register only in those regions in which it is currently
using the mark or into which it realistically expects to expand. The incen-
tive need not take the form of an explicit penalty for “over-registration”;
on the contrary, the question of nationwide protection should be left as a
business judgment subject to constraint. The way to provide an incentive
for seeking regional registrations (subject to later modification as the busi-
ness expands) and at the same time to preserve the business judgment of
the registrant is to establish a graduated series of fees, with applications
claiming broader geographic scope subject to higher fees.?*® The fees need
not be exorbitant, but only high enough to discourage purely local or re-
gional firms without immediate national ambitions from seeking nation-
wide registration for their marks. The fees, in other words, should be set
in a way that encourages firms to purchase the amount of trademark pro-
tection that they need, but discourages them from purchasing more than
they need.™°

The present difficulty with this approach is that the Congress has re-
cently adopted legislation prohibiting the Commissioner from increasing
fees by an amount greater than the rate of inflation.'** Under this statute,
the Commissioner might be able only to reduce the fees for regional regis-
trations, while keeping the fees for nationwide registration where they are
now. Because firms now are willing to pay for nationwide registration,
there would be little incentive for those firms to purchase the less valuable
regional registration instead. Consequently, it would probably take an
amendment to the statute before a system of regional registrations could
be implemented.

138. Registration is not a barrier to a common law action. Common law counts are more or less
routinely appended to federal trademark infringement complaints.

139. The current fee for a simple registration has just been reduced from $200.00 to $175.00. See
Final Rule on Fees is Announced by PTO, 37 Pat. Trademark & Copyright J. (BNA) 379, 380
(1988) (discussing amendment to 37 C.F.R. § 6.2 (1988)). The fee is the same for a concurrent use
application. However, the newly issued PTO rules implementing the TMRA provide for a fee of
$100 for the amendment to allege use and the statement of use. See Final PTO Rules Implementing
the Trademark Law Revision Act, 54 Fed. Reg. 37,562, 37,588 (1989) (to be codified at 37 C.F.R. §
2.6).

140. This carefully calculated system would not be necessary were a pure common law model
adopted.

141. See Pub. L. No. 100-703, 1988 U.S. CopE CoNG. & ApMIN. NEws (to be codified at 35
US.C. § 1113).
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C. Establish Substantial Penalties for Warehousing

The Commissioner ought to establish monetary or other penalties that
are adequate to deter the filing of applications stating a bona fide inten-
tion to use the mark when, in fact, the applicant has only an intention to
keep others from using it. The TMRA by its terms declares that when an
application is not perfected through use within two years, the mark is
deemed abandoned.*? By regulation, the Commissioner could permit an
investigation whenever it came to the attention of the Patent and Trade-
mark Office that the reason that the application was not perfected might
have been that there was never a bona fide intention to perfect it. The
filing of massive numbers of intent-to-use applications for marks that
would in effect compete with a mark that a firm was using at the time of
filing might, in proper circumstances, be prima facie evidence of what
might be called an intent-to-warehouse.

If, as the USTA and the sponsors of the Revision Act claim, the intent-
to-use system is intended to prevent rather than encourage warehousing,
this development would be fully consistent with the spirit of the Act.*® At
the same time, it would calm the fears of the critics who charge that al-
lowing firms to warehouse marks is the principal point of the TMRA.

CONCLUSION

These remedies are, as I said, quite modest in light of the problem,
which is the march away from requiring marks to mean something before
they can be withdrawn from the market language. If some marks really
are better than others, then the firms that select the better marks will
continue to enjoy significant advantages over later entrants forced to select
marks that are not as good. Moreover, if, as is possible, the better marks
are out of the available market language because they are “owned” by
firms that are not operating in the market (either because they are local
firms that have registered under the Lanham Act and attained nationwide
priority or because they are firms that have filed intent-to-use applications
under the Revision Act but have not yet used the marks), no firm in the
market will be able to use one of the better marks, and all consumers,
whatever brands they may seek, will face higher search costs.

The aspects of trademark law that extend protection of a mark beyond
the particular geographic market within which the firm uses the mark (if
the firm is using the mark at all) rest on the assumption that the set of
better marks is infinite, so that the appropriation by the first entrant of
one mark does nothing to increase the second firm’s cost of entry into the

142, See TMRA § 103 (amending Lanham Act § 1, 15 U.S.C. § 1051 (1982)).

143. Cf. 36 Pat. Trademark & Copyright J. (BNA) 759 (1988) (House report suggests that
courts should be able to decide “the validity of the application™ based on circumstances at time it was
made).
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market. Given the preference of many firms for fanciful marks that have
been tested by marketing research or for marks that are not fanciful but
instead call to mind some quality of the product, that assumption ought to
be considered more controversial than it currently is. And if, as I have
suggested, the irrelevant mark assumption is false, then the Federal trade-
mark system, because it is built on that assumption, is indeed in serious
trouble.
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