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We agree with the court below . .. that “since it is the trade, and not the
mark, that is to be protected, a trademark acknowledges no territorial
boundaries of municipalities or states or nations, but extends to every
market where the trader’s goods have become known and identified by
his use of the mark. But the mark, of itself, cannot travel to markets
where there is no article to wear the badge and no trader to offer the
article.”

Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 415-416 (1916)

Introduction

Comparing the development of German and European law with
American doctrine reveals a number of critical structural differences.’
Unlike German doctrine, which has always been founded on formalist
privilege theory, US law is distinctively nonformal. The concept of good-
will has governed both trademark protection and unfair competition
prevention since the 1800s. While substantive trademark law has been
wrought with debate on the extension of goodwill protection ever since,
neither the realist attack of the 1900s nor the enactment of federal trade-
mark law in 1946 nor the law and economics movement of the 1980s led
to a jettisoning of goodwill as the central concept; not surprisingly,

! The history of US trademark and unfair competition law has been ably documented and
explained. See Frank 1. Schechter, The Historical Foundations of the Law Relating to Trade-
Marks (1925); more recently, see, e.g., Benjamin G. Paster, Trademarks—Their Early History,
59 Trademark Rep. 551 (1969); Sidney A. Diamond, The Historical Development of
Trademarks, 65 Trademark Rep. 265 (1975); Daniel M. McClure, Trademarks and Unfair
Competition: A Critical History of Legal Thought, 69 Trademark Rep. 305 (1979); Kenneth J.
Vandevelde, The New Property of the Nineteenth Century: The Development of the Modern Concept
of Property, 29 Buff. L. Rev. 325 (1980); Thomas D. Drescher, The Transformation and
Evolution of Trademarks—From Signals to Symbols to Myth, 82 Trademark Rep. 301 (1992);
Mira Wilkins, The Neglected Intangible Asset: The Influence of the Trade Mark on the Rise of the
Modern Corporation, 34 Bus. Hist. 66 (1992); Keith M. Stolte, How Early Did Anglo-American
Trademark Law Begin? An Answer to Schechter’s Conundrum, 88 Trademark Rep. 564 (1998);
Robert G. Bone, Hunting Goodwill: A History of the Concept of Goodwill in Trademark Law, 86
B. U. L. Rev. 547 (2006); Mark P. McKenna, The Normative Foundations of Trademark Law,
82 Notre Dame L. Rev. 1839 (2007).
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trademark-as-property protection remains the order of the day (see infra
p. 77 et seq.). Nonetheless, what has remained widely unexplored to date
is the relevance of the goodwill concept for trademark and unfair compe-
tition conflicts law. A historical perspective reveals several stages of
development, including the establishment of equity jurisdiction over
cases of trespass on trademark property, a model of virtually unlimited
common law rights, and the Supreme Court’s Tea Rose/Rectanus doctrine.
In the course of this evolution, trademark and unfair competition law
transformed from a domain of absolute and universal rights into a system
of market-related goodwill protection. This also laid the foundation for
the extension of international goodwill. Another facet unexplored to date
is the US federal legal system and its contribution to the “unbounded-
ness” of market rights. While a matter of course for US theorists, the
intricacies of Swift and Erie are a maze to civil lawyers. Here, the under-
standing of “federal common law” under Swift has been particularly
important. An inherent tendency to disregard interstate variations of the
common law under the pre-Erie system contributed to a general neglect of
state sovereignty concerning issues of trademark rights extension. Quite
surprisingly, the federalization of US trademark law under the 1946
Lanham Act and preceding statutory trademark laws also failed to sub-
stitute the common law foundation of rights acquisition and extension
(see infra p. 127 er seq.). Hence, today, it is still Tea Rose/Rectanus that
provides for a genuinely market-oriented theory of rights and a general
disregard for political boundaries. This is lucidly revealed by a look at the
Supreme Court’s 1952 decision in Steele v. Bulova Watch Co., the court’s
only precedent on the issue. As revealed by a critical historical analysis of
the Steele reasoning and a closer look at its progeny, the tendency of US
trademark and unfair competition conflicts law to overextend the protec-
tion of domestic rights and competitors is due to its common law founda-
tions and its borrowing of “effects on US commerce” testing from
international antitrust doctrine (see infra p. 151 et seq.).

Section1 Substantive Trademark and Unfair Competition Law

Several aspects are important for this chapter’s historical account. First,
the roots of US trademark propertization must be traced to their begin-
nings—found in eighteenth-century England—in order to understand
how substantive law came to be what it is. Second, within the paradigm
of trademark-as-property protection, “goodwill” has become the most
determinative element. At the same time, trade diversion has been the
mirror image of goodwill protection. Indeed, US law has always been a
system of trade-diversion prevention. Over time, the system of goodwill-
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as-property protection that had developed throughout the nineteenth
century came into conflict with the structures of a modern society and
economy. With the burgeoning of transcontinental trade and business
activities at the beginning of the twentieth century, the idea of trademark
property became less suitable. As a result, the property paradigm of US
trademark and unfair competition law was modernized toward a market-
oriented perspective.

1 The Early Straightjacket: Equity, Passing Off, and Universality

The historical development of American society and economy differed
from that of Europe in a number of respects. Yet, as in Europe, the United
States witnessed a dramatic shift in its socioeconomic conditions in the
nineteenth century. After the Civil War, a delocalization of trade and an
extension of business activity commenced throughout the country. Prior
to the 1860s, production and trade had been local, and the need for and
use of identifying symbols in trade had been small. The subsequent
expansion in territory, population, wealth, and income, however, soon
led to a drastic proliferation and extension of marketplaces.? Production
and distribution became more sophisticated due to technological innova-
tion and enhanced infrastructural conditions.”> With the concomitant
increase in consumers’ per capita income, the diversification of products
and a multiplication of intranational and international trade ensued.
Intensified competition was the result. Both marketplace expansion and
intensified competition, in turn, led to the emergence of new advertising
methods—notably, brand-name marketing. In essence, the replacement
of direct transactions between producers and consumers by anonymous
sales through retailers and middlemen made trademarks an important
marketing tool.* The legal arena reflected this development: while

2 Pamela Walker Laird, Advertising Progress: American Business and the Rise of Consumer
Marketing 15 (1998); Sara Stadler Nelson, The Wages of Ubiquity in Trademark Law, 88
Towa L. Rev. 731, 776-777 (2003); Robert G. Bone, Hunting Goodwill: A History of the
Concept of Goodwill in Trademark Law, 86 B. U. L. Rev. 547, 575 (2006). For an overview
of early twentieth-century developments (and the historical literature in the field), see
Steven Wilf, The Making of the Post-War Paradigm in American Intellectual Property Law, 31
Colum. J. L. & Arts 139, 145 and 160 ez seq. (2008).

3 Robert P. Merges, One Hundred Years of Solicitude: Intellectual Property Law, 1900-2000,
88 Cal. L. Rev. 2187, 2207 et seq. (2000); Steven Wilf, The Making of the Post-War
Paradigm in American Intellectual Property Law, 31 Colum. J. L. & Arts 139, 160 er seq.
(2008).

4 Frank I. Schechter deftly explained one facet of this development: “[D]ecisions . .. based
upon an antiquated neighborhood theory of trade, fail to recognize the fact that through
the existence of the telephone, the automobile, the motor bus, the high-speed interurban
trolley, and the railroad, the consumer now projects his shopping far from home
and comes to rely more and more upon trademarks and tradenames as symbols of quality
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disputes over trademark and unfair competition conflicts rarely occupied
US courtrooms during the first half of the century,” they assumed a more
conspicuous presence after the Civil War.® With this rise in case numbers,
US law embarked on an adventurous journey toward a modern trademark
and unfair competition regime.

A Trademark Protection in the Distorting Mirror
of Law and Equity

The first obstacle in the way of a modern law was a remnant of medieval
times. The demarcation between law and equity proved particularly
burdensome with respect to a growing demand for judge-made redress
among traders and merchants. Of course, after the merger of law and
equity in the nineteenth century, common law courts no longer inquired
about a special jurisdictional basis for ordering injunctive relief when a
trademark infringement was at stake.” But the road that had brought
doctrine this far was a winding one. A right owner’s position had been
significantly different in the eighteenth and early nineteenth centuries. At
that time, trademark protection was based on the concept of fraud. No
property right in the trademark was recognized.® It was thus questionable
whether a court of equity would grant injunctive relief; after all, this

and guaranties of satisfaction.” (Frank I. Schechter, The Rational Basis of Trademark
Protection, 40 Harv. L. Rev. 813, 824 (1927)). For a general overview, see, e.g., Pamela
Walker Laird, Advertising Progress: American Business and the Rise of Consumer Marketing
31-32 and 185 (1998); Robert G. Bone, Hunting Goodwill: A History of the Concept of
Goodwill in Trademark Law, 86 B. U. L. Rev. 547, 576 (2006); Robert G. Bone, Schechter’s
Ideas in Historical Context and Dilution’s Rocky Road, 24 Santa Clara Computer & High Tech.
L.J. 469, 477 et seq. (2008). For a perspective on how trademarks have fostered the develop-
ment of modern corporate enterprises, see Mira Wilkins, T%e Neglected Intangible Asset: The
Influence of the Trade Mark on the Rise of the Modern Corporation, 34 Bus. Hist. 66 (1992).
See, e.g., Edward S. Rogers, Some Historical Matter Concerning Trade-Marks, 9 Mich. L.
Rev. 29, 42 (1910) (listing reported trademark decisions by year from 1837 to 1870 (total
of 62)); Lawrence M. Friedman, A History of American Law 328 (3rd edn., 2005).
Beverly W. Pattishall, Two Hundred Years of American Trademark Law, 68 Trademark Rep.
121, 133 (1978); Pamela Walker Laird, Advertising Progress: American Business and the Rise
of Consumer Marketing 189—-190 (1998); Edward S. Rogers, Some Historical Matter
Concerning Trade-Marks, 9 Mich. L. Rev. 29, 42 (1910); Frank I. Schechter, The
Historical Foundations of the Law Relating to Trade-Marks 134 (1925). The number of
registered trademarks remained small compared to unregistered marks in use after the
turn of the century. For the later development, see, e.g., Wallace H. Martin, Incentives to
Register Given by the New Trade-Mark Act, Part I, 36 Trademark Rep. 213, 214 (1946).
Frank 1. Schechter, The Historical Foundations of the Law Relating to Trade-Marks 145
(1925); see also Milton Handler & Charles Pickett, Trade-Marks and Trade Names—An
Analysis and Synthesis: 11, 30 Colum. L. Rev. 759, 769 (1930) (“The action at law is now
mainly of historical interest, since trademark litigation is generally confined to equity.”).
Milton Handler & Charles Pickett, Trade-Marks and Trade Names—An Analysis and
Synthesis: II, 30 Colum. L. Rev. 759, 769 (1930); Daniel M. McClure, Trademarks and
Unfair Competition: A Critical History of Legal Thought, 69 Trademark Rep. 305, 311-312
(1979); Adair Dyer, Unfair Competition in Private International Law, 211 Recueil des Cours
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always required the infringement of a subjective right, and not just frau-
dulent activity by the defendant. Accordingly, alleged infringers would
often successfully object to bills in equity and assert that the suit should be
brought in a court of law.’ There, proof of the defendant’s fraudulent
intent was required—and this was not always easy to establish.

A prominent example of the courts’ hesitation to enforce individual
trademark rights is the 1742 English case Blanchard v. Hill,'° in which the
court denied relief against the defendant’s use of the plaintiff’s stamp on
playing cards. The court was eager to explain that the royal charter
entitling the plaintiff to the exclusive use of certain stamps on playing
cards amounted to a “plain monopoly” and was therefore “illegal.”
Indeed, the anticompetitive nature of the charter as such appears to
have been the main reason for the court’s refusal to grant trademark
protection.!! But the overall climate at the time was not beneficial for
an extension of subjective rights to trade names and marks, either. In
particular, the general condemnation of trademark rights as anticompe-
titive disfavored protection. Upholding a strict requirement of fraudulent
intent was one way to keep perceived detriments within narrow confines.

Yet, over time, cases of successful trademark infringement suits became
more common. This was often due to a more generous handling of the
fraud requirement. A famous example where the plaintiff managed to
overcome the obstacles of contemporary law and equity doctrine is the
1824 case Sykes v. Sykes.'? The defendant had marketed shot-belts and
powder-flasks with imitations of the plaintiff’s mark. The court found an
infringement, noting that the plaintiff’s sales had decreased after the defen-
dant had started marketing identically labeled goods. What still seemed

373, 395-396 (1988-1V); Christopher Wadlow, The Law of Passing-Off—Unfair
Competition by Misrepresentation para. 1-024 et seq. (4th edn., 2011).

9 See, e.g., Gee v. Pricchard [1818] 2 Swans. 402, 412-414, 36 E.R. 670, 674; see also
Kenneth J. Vandevelde, The New Property of the Nineteenth Century: The Development of the
Modern Concept of Property, 29 Buff. L. Rev. 325, 333 et seq. (1980); Robert G. Bone,
Hunting Goodwill: A History of the Concept of Goodwill in Trademark Law, 86 B. U. L. Rev.
547,561 (2006).

10 Blanchard v. Hill [1742] 2 Atk. 484, 26 E.R. 692, 693.

1 See, e.g., Frank I. Schechter, The Historical Foundations of the Law Relating to Trade-Marks
136 (1925) (“[N]ot only was the thought of monopoly at that time still abhorrent to
English law and business, but . .. a monopoly on playing cards was the classic example of
a monopoly.”); see also Eugen Ulmer, Warenzeichen und unlauterer Wettbewerb in threr
Fortbildung durch die Rechtsprechung 47 (1929); Daniel M. McClure, Trademarks and
Unfair Competition: A Critical History of Legal Thought, 69 Trademark Rep. 305, 312
(1979); Christopher Wadlow, The Law of Passing-Off—Unfair Competition by
Misrepresentation para. 1-028 (4th edn., 2011); Mark P. McKenna, The Normative
Foundations of Trademark Law, 82 Notre Dame L. Rev. 1839, 1852 (2007).

12 Sykes v. Sykes [1824] 3 B. & C. 541, 107 E.R. 834, 835; see also Blofeld v. Payne [1833] 4
B.&Ad.410,411-412,110 E.R. 509, 510; Edelsten v. Edelsten [1863] 1 De G.J. & S. 185,
199, 46 E.R. 72.
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to be important for the court, however, was that the defendant had marked
his wares “in order to denote that they were of the genuine manufacture of
the plaintiff.”*>

Soon after, the courts’ rejection of a subjective rights theory in trade-
mark protection started to falter. Indeed, the 1838 case Millington v. Fox
seems to mark the first time that a court recognized a right to the exclusive
use of marks.* This reflected a dramatic change of direction, particularly
since it did not require fraud on the side of the defendant. The case, which
appeared before an English court of equity, centered on an allegation that
the defendants had marked steel with the plaintiffs’ names and symbols.
Lord Chancellor Cottenham, while not using express property terminol-
ogy, declared that equity could be invoked even absent evidence of
fraudulent intent on the side of the defendant:

I see no reason to believe that there has, in this case, been a fraudulent use of the
Plaintiffs’ marks. ... That circumstance, however, does not deprive the Plaintiffs
of their right to the exclusive use of those names; and, therefore, I stated that the
case is so made out as to entitle the Plaintiffs to have the injunction made
perpetual.'®

By 1863, the courts’ adoption of property terminology had become
evident. In Edelsten v. Edelsten, Lord Chancellor Westbury stated:

At law the proper remedy is by an action on the case for deceit: and proof of fraud
on the part of the defendant is of the essence of the action: but this Court will act
on the principle of protecting property alone, and it is not necessary for the
injunction to prove fraud in the Defendant, or that the credit of the Plaintiff is
injured by the sale of an inferior article. The injury done to the Plaintiff in his trade
by loss of custom is sufficient to support his title to relief.!®

13 Sykes v. Sykes [1824] 3 B. & C. 541, 107 E.R. 834, 835. Concerning the decrease in the
plaintiff’s sales, the court noted, “It further appeared, that the plaintiff’s sale had
decreased since the defendants commenced this business.” (Id.).

4 Millington v. Fox [1838] 3 My. & C. 338, 352, 40 E.R. 956. See also Rudolf Callmann,
Unfair Competition Without Competition?>—The Importance of the Property Concept in the Law
of Trade-Marks, 95 U. Pa. L. Rev. 443, 454 (1947); Daniel M. McClure, Trademarks and
Unfair Competition: A Critical History of Legal Thought, 69 Trademark Rep. 305, 313
(1979); Kenneth J. Vandevelde, The New Property of the Nineteenth Century: The
Development of the Modern Concept of Property, 29 Buff. L. Rev. 325, 342 (1980).

"> Millington v. Fox [1838] 3 My. & C. 338, 352, 40 E.R. 956; for an interesting comparison
with contemporary case law still insisting on the requirement of fraud, see Christopher
Wadlow, The Law of Passing-Off—Unfair Competition by Misrepresentatrion para. 1-033
(4th edn., 2011) (referring to William Crawshay v. William Thompson and Others [1842] 4
Man. & G. 357, 134 E.R. 146).

16 Edelsten v. Edelsten [1863] 46 E.R. 72, 1 De G.J. & S. 185, 199-200. See also Hall v.
Barrows [1863] 4 De G.J. & S. 150, 156, 46 E.R. 873, 876 (“The case not only sh[o]ws
how the name of the first maker may become a mere sign of quality, but it is very
important as establishing the principle that the jurisdiction of the Court in the protection
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In the same year, Westbury further explained in Leather Cloth Co. v.
American Leather Cloth Co.:

It is correct to say that there is no exclusive ownership of the symbols which
constitute a trade mark apart from the use or application of them; but the word
“trade mark” is the designation of these marks or symbols as and when applied
to a vendible commodity, and the exclusive right to make such use[] or
application is rightly called property. The true principle therefore would
seem to be, that the jurisdiction of the Court in the protection given to trade
marks rests upon property, and that the Court interferes by injunction,
because that is the only mode by which property of this description can be
effectually protected.!”

Ultimately, trademark infringement had evolved from fraudulent passing
off to trespass on property.'® In prominently cited terms, the Supreme
Court’s 1879 Trade-Mark Cases illustrate what has been regarded by later
courts and legal scholars as the final stage of the development of a “whole
system of trademark property”:

The right to adopt and use a symbol or a device to distinguish the goods or property
made or sold by the person whose mark it is, to the exclusion of use by all other
persons, has been long recognized by the common law and the chancery courts of
England and of this country, and by the statutes of some of the States. It is a property
right for the violation of which damages may be recovered in an action at law, and the

of trade marks rests upon property, and that fraud in the Defendant is not necessary for
the exercise of that jurisdiction.”).

"7 Leather Cloth Co. Ltd. v. American Leather Cloth Co. Ltd. [1863] 4 De G.J. & S. 137,46 E.
R. 868, 870; see also Levy v. Walker [1879] 10 Ch. D. 436, 448, All E.R. 1173 (“The
Court interferes solely for the purpose of protecting the owner of a trade or business from
a fraudulent invasion of that business by somebody else. It does not interfere to prevent
the world outside from being misled into anything.”); Singer Mfg. Co. v. Loog [1882] 8
App. Cas. 15, 33 (“And I think it settled by a series of cases . . . that both trade-marks and
trade names are in a certain sense property.”).

18 See also Avery & Sons v. Meikle & Co., 81 Ky. 73, 90-91 (1883) (“The property really
consists in the exclusive right of a manufacturer or owner to sell his products or goods as
his own, and in being protected in the exercise of that right by the exclusion of all others
from its enjoyment, either by selling theirs for his or causing others to do so. It is not
necessary to a recovery in equity, where the trade-mark itself, in whole or in part, has been
appropriated, to prove fraud or an inferiority of quality of the article of the defendant.
This principle is based on the ground that a trade-mark, when in use, is property itself.”);
Schneider et al. v. Williams, 14 A. 812, 814 (N.J. Ch. 1888) (“The rule, as thus stated, I
understand to be the established doctrine, now in force, on this subject, both in this
country and England. The question to be considered is, does the bill show a property
right in the complainants and their fellow-members in the trade-mark in question?”);
Oliver R. Mitchell, Unfair Comperition, 10 Harv. L. Rev. 275, 281 (1896); Kenneth ]J.
Vandevelde, The New Property of the Nineteenth Century: The Development of the Modern
Concept of Properry, 29 Buff. L. Rev. 325, 341 er seq. (1980); Daniel M. McClure,
Trademarks and Unfair Competition: A Critical History of Legal Thought, 69 Trademark
Rep. 305, 313 (1979).
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continued violation of it will be enjoined by a court of equity, with compensation for
past infringement.*°

<«

When other courts added that trademark property conferred “an
exclusive right good ‘as against all the world,’”?° the concept of trade-
mark-as-property protection seemed to have gained universal hold.

One caveat is worth mentioning, though. Mark McKenna has recently
raised doubts as to whether the distinction between actions at law and
actions in equity is as clear-cut as it appears.?! Nineteenth-century courts
often used concepts of law and equity interchangeably, discussed the
same precedents for different concepts, and spoke in the same terms
regardless of the form of action. A distinction was—and is—therefore
difficult to draw.??> McKenna is right, and there is additional indicia
suggesting that the terminology of “trademark property” was not as
widely established throughout legal practice as has sometimes been
posited. In 1857, for instance, the court in Collins Co. v. Brown insisted
that it was “now settled law that there is no property whatever in a trade-
mark.”?> Similar doubts can be found in other decisions.?* Adoption of

19 In re Trade-Mark Cases, 100 U.S. 82, 92 (1879). See also Hanover Star Milling Co. v.
Metcalf, 240 U.S. 403, 413 (1916) (“Common-law trademarks, and the right to their
exclusive use, are, of course, to be classed among property rights.”).

20 See, e.g., John T. Dyer Quarry Co. v. Schuylkill Stone Co., 185 F. 557, 567 (C.C.D.N.].

1911); Elgin National Watch Co. v. Illinois Watch Case Co., 179 U.S. 665, 677 (1901). See

also Grafton Dulany Cushing, On Certain Cases Analogous to Trade-Marks, 4 Harv. L.

Rev. 321, 322 (1890) (“A trade-mark has become an absolute right. Itis ... an exclusive

right to that sign in connection with goods of a certain kind,—a right as against all the

world.”); Melville Madison Bigelow, The Law of Torts para. 171 et seq., para. 559-560

(7th edn., 1901); John Henry Wigmore, Select Cases on the Law of Torts—with Notes, and a

Summary of Principles, vol. I nos. 179, 184 et seq. (1912).

See Mark P. McKenna, The Normative Foundations of Trademark Law, 82 Notre Dame L.

Rev. 1839, 1855 ez seq. (2007).

1d. at 1856. See also Christopher Wadlow, The Law of Passing-Off—Unfair Competition by

Misrepresentation para. 1-024 et seq. (4th edn., 2011).

Collins Co. v. Brown [1857] 3 Kay. & J. 423, 426-427, 69 E.R. 1174, 1176 (“It is now

settled law that there is no property whatever in a trade mark, but that a person may

acquire a right of using a particular mark for articles which he has manufactured, so that
he may be able to prevent any other person from using it, because the mark denotes that

articles so marked were manufactured by a certain person; and no one else can have a

right to put the same mark on his goods ... That would be a fraud upon the person who

first used the mark in the market where his goods are sold.”).

2% See, e.g., Reddaway v. Banham [1896] A.C. 199, 209-210 (“The word ‘property’ has
been sometimes applied to what has been termed a trade mark at common law. I doubt
myself whether it is accurate to speak of there being property in such a trade mark,
though, no doubt some of the rights which are incident to property may attach to it.”);
Famieson & Co. v. Famieson [1898] 15 R.P.C. 169, 191; A.G. Spalding & Bros. v. A. W.
Gamage [1913] 30 R.P.C. 388. For a further illustration of the courts’ “waver[ing]
between the two horns of a dilemma,” see Frank I. Schechter, The Historical
Foundations of the Law Relating to Trade-Marks 151-153 (1925).
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the property paradigm was often more a result of common sense and
concrete case facts than of doctrinal necessity and reason.

Nevertheless, one thing remains for us to conclude. We can state
indisputably that what had started as legal action on the basis of fraud
gradually grew into a system of subjective rights protection. At the end of
the nineteenth century, trademark law was on its way toward recognizing
the individual rights character of trade names and marks.

B Passing Off: “The Whole Law and the Prophets
on the Subject”

At first glance, the areas of trademark protection and unfair competition
prevention—Ilike the domains of law and equity—seem to have been
clearly separated. However, the dichotomy between the protection of
trademark “property” and the prevention of unfair competition “con-
duct” was superficial. Unlike German law, US doctrine was never strictly
divided into two distinct sectors. Goodwill protection was and remains
the common denominator.

As in European doctrine, the earlier development of trademark protec-
tion in the United States had led to an initial dichotomy within the field.*’
Formally, the distinction between technical trademarks and trade names
(or “rights analogous to trademarks”) was what drew the line. There was a
general agreement in early doctrine that some indicia would always be
considered common property. In the 1883 case Avery & Sons v. Meikle &
Co., the court expressed this understanding:

The alphabet, English vocabulary, and Arabic numerals, are to man, in conveying
his thoughts, feelings, and the truth, what air, light, and water are to him in the
enjoyment of his physical being. Neither can be taken from him. They are the
common property of mankind, in which all have an equal share and character of
interest. From these fountains whosoever will may drink, but an exclusive right to
do so cannot be acquired by any.?%

Accordingly, while everyday words and symbols were considered off-
limits for private appropriation, words and symbols that were of a new
and unknown structure or usage were not. This category of technical
trademarks—or trademarks proper, as it evolved during the nineteenth

25 See, e.g., Oliver R. Mitchell, Unfair Competition, 10 Harv. L. Rev. 275, 275-276 (1896)
(“Logically speaking, the fact is that Unfair Competition is properly a generic title, of
which trade mark is a specific division. Practically, however, the earlier development of
the law of trade marks has fixed a different arrangement and has established trade marks
as an independent title in the law. The scope of the generic name must therefore be
correspondingly restricted.”); see Walter J. Derenberg, Trade-Mark Protection and Unfair
Trading 39 et seq. (1936).

26 Aovery & Sons v. Meikle & Co., 81 Ky. 73, 90 (1883).
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century—was capable of private appropriation.?” Under today’s trade-
mark doctrine, this category comprises arbitrary, fanciful, invented, dis-
tinctive, and nondescriptive trademarks. Their illegitimate appropriation
was a tort, and injunctive relief was available upon showing that the
defendant had made use of an identical or similar trademark for the
same product.?® Quite differently, the protection of designations other
than technical trademarks—namely, trade names; personal, corporate,
and firm names; and geographical and descriptive terms—was not
founded on a theory of formal property rights. These designations were
deemed nonprotectable within the category of technical trademarks.?®
Yet protection was possible under a doctrine of unfair competition pre-
vention, notably as “cases analogous to trademarks.”>° Over time, state
and federal courts extended this doctrine of unfair competition to com-
prise ever more instances of unfairness. Ultimately, a wide range of unfair
competitive conduct was covered.>"

27 See, e.g., Grafton Dulany Cushing, On Certain Cases Analogous to Trade-Marks, 4 Harv. L.
Rev. 321, 322 (1890); Amasa C. Paul, The Law of Trade-Marks, Including Trade-Names
and Unfair Competition § 22, at 35 (1903); James Love Hopkins, The Law of Trademarks,
Tradenames, and Unfair Competition § 3, at 11 (2nd edn., 1905); see also E.R. Coffin, Fraud
as an Element of Unfair Competition, 16 Harv. L. Rev. 272, 274 et seq. (1903); Milton
Handler & Charles Pickett, Trade-Marks and Trade Names—An Analysis and Synthesis: I,
30 Colum. L. Rev. 168, 168-169 (1930).

28 See, e.g., Lawrence Mfg. Co. v. Tennessee Mfg. Co., 138 U.S. 537, 548 et seq. (1891);

Amasa C. Paul, The Law of Trade-Marks, Including Trade-Names and Unfair Competition §

19 (1903).

See, e.g., Avery & Sons v. Meikle & Co., 81 Ky. 73, 85-86 (1883); Dennison Mfg. Co. v.

Thomas Mfg. Co., 94 F. 651, 657 (C.C.D. Del. 1899); Italian Swiss Colony . Italian

Vineyard Co., 158 Cal. 252,256,110P. 913,914 (1910); Sara Stadler Nelson, The Wages

of Ubiquiry in Trademark Law, 88 Iowa L. Rev. 731, 739 et seq. (2003); Robert G. Bone,

Hunting Goodwill: A History of the Concept of Goodwill in Trademark Law, 86 B. U. L. Rev.

547, 564 (2006).

See, e.g., Shaver v. Heller & Merz Co., 108 F. 821, 826, 48 C.C.A. 48 (8th Cir. 1901);

Dennison Mfg. Co. v. Thomas Mfg. Co., 94 F. 651, 658 (C.C.D. Del. 1899); Grafton

Dulany Cushing, On Certain Cases Analogous to Trade-Marks, 4 Harv. L. Rev. 321, 323

and 332 (1890); for later commentary, see, e.g., Zechariah Chafee, Jr., Unfair Competition,

53 Harv. L. Rev. 1289, 1294-1295 (1940); Rudolf Callmann, Unfair Competition Without

Competition>—The Importance of the Property Concept in the Law of Trade-Marks, 95 U. Pa.

L. Rev. 443, 444 (1947).

See, e.g., International News Service v. Associated Press, 248 U.S. 215 (1918); A. L. A.

Schechter Poultry Corp. v. United States, 295 U.S. 495 (1935); for more on the doctrine’s

extension, see Charles Grove Haines, Efforts to Define Unfair Competition, 29 Yale L.J. 1

(1919); Walter J. Derenberg, Trade-Mark Protection and Unfair Trading 79 et seq. (1936);

Frank S. Moore, Legal Protection of Goodwill—Trade-Marks, Trade Emblems, Advertising,

Unfair Competition 46 (1936); Zechariah Chafee, Jr., Unfair Competition, 53 Harv. L. Rev.

1289, 1302 et seq. (1940); Harry D. Nims, The Law of Unfair Competition and Trade-

Marks, with Chapters on Good-Will, Trade Secrets, Defamation of Competitors and Their

Goods, Registration of Trade-Marks, Interference with Competitors’ Business, etc., vol. 1§ 1, at

36 et seq. (4th edn., 1947).
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Even though, at that time, it seemed as if a line had been drawn
between property and fairness protection, we must question whether
this dichotomy ever actually existed. Despite the lack of formal property
in unfair competition doctrine, protectable rights could be acquired by
showing that the plaintiff had established secondary meaning.?* In this
regard, although property doctrine had not absorbed nontechnical trade-
marks, the general distinction between technical trademark property and
unfair competition prevention was not well defined—and, in fact, was
widely ineffective. Some courts were even willing to also find property
rights in trade names and other nontechnical trademarks. One example is
the 1904 case Sartor v. Schaden, in which the Supreme Court of Iowa
started with a general recognition that “[t]here is a well-marked distinc-
tion between what is known as the ‘infringement of a trade-mark’ and
‘unfair competition.’ ” The court explained that a trademark would be the
“exclusive right of its proprietor.” With regard to nontechnical trade-
marks, it stated:

[A]side from the law of trade-marks, courts will protect trade-names or reputa-
tions, although not registered or properly selected as trademarks, on the broad
ground of enforcing justice and protecting one in the fruits of his toil. This is all
bottomed on the principle of common business integrity, and proceeds on the
theory that, while the primary and common use of a word or phrase may not be
exclusively appropriated, there may be a secondary meaning or construction
which will belong to the person who has developed it. In this secondary meaning
there may be a property right.>>

The last part of this illustration, a concept of secondary-meaning-as-
property protection, would later return in other court decisions and
scholarly commentary.>* Without belaboring the point, a basic fact is

32 See, e.g., American Waltham Watch Co. v. United States Watch Co., 173 Mass. 85, 87, 53

N.E. 141, 142 (1899). See also E.R. Coffin, Fraud as an Element of Unfair Competition, 16

Harv. L. Rev. 272, 274 (1903); James Love Hopkins, The Law of Trademarks,

Tradenames, and Unfair Competition § 15, at 28-29 (2nd edn., 1905); Milton Handler &

Charles Pickett, Trade-Marks and Trade Names—An Analysis and Synthesis: I, 30 Colum.

L. Rev. 168, 168-169 (1930).

Sartor v. Schaden, 125 Iowa 696, 101 N.W. 511, 513 (1904).

3% See, e.g., Weinstock, Lubin & Co. v. Marks, 109 Cal. 529, 539, 42 P. 142 (1895) (“By
device defendant is defrauding plaintiff of its business. He is stealing its goodwill, a most
valuable property, only secured after years of honest dealing and large expenditures of
money; and equity would be impotent, indeed, if it could contrive no remedy for such a
wrong.”); Hainque v. Cyclops Iron Works, 136 Cal. 351,352, 68 P. 1014, 1015 (1902) (“If
it be conceded that the word ‘Cyclops’ in this particular instance is the trade-name of
plaintiffs rather than their trade-mark, that fact is not material. By a long-continued,
exclusive use, plaintiffs and their predecessors in interest have acquired property rights in
the use of the word which defendant is bound to respect.”); Clark Thread Co. v. Armitage,
67 F. 896, 904 (C.C.S.D.N.Y. 1895) (“The broad principle ... is that property shall be
protected from unlawful assaults. That where a party has for long years advertised his
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eye-catching: both sectors were founded on the principle that no compe-
titor had a right to pass off her goods as those of another.?® The preven-
tion of passing off was designed to protect against the improper invasion
of goodwill.>® And impropriety was found in consumer confusion. James
Love Hopkins described this in 1905:

goods by a certain name so that they are distinguished in the market by that name the
court will not permit a newcomer, by assuming that name, to destroy or impair an
established business.”); Wallace R. Lane, Development of Secondary Rights in Trade
Mark Cases, 18 Yale L.J. 571, 574 (1909) (“[W]ords in common use, geographical
terms or proper names, while they may not be appropriated exclusively in their primary
meaning, may come to have a secondary meaning which legitimately belongs exclusively
to the person who has created and developed that meaning. In such meaning of such
term, there is held to be a property right.”). More generally, see also Oliver R. Mitchell,
Unfair Competition, 10 Harv. L. Rev. 275, 280-281 (1896) (“Included in and making up
the good will, and passing with it upon a sale of the business, is the business name, the
trade marks, the trade names, and the trade secrets of the business . ... And as the good
will itself is property, the parts of which it is made up are, separately considered,
property.”); John Lewis, in Thomas M. Cooley, A Treatise on the Law of Torts or the
Wrongs which Arise Independently of Contract, vol. II 736—737 (3rd edn., 1906) (“The good
will of a business is often very valuable property.” (with further references to case law)).
For a 1930s summary of the debate, see, e.g., Irvin H. Fathchild, Statutory Unfair
Competition, 1 Mo. L. Rev. 20, 23 (1936) (“But is this stated difference between the
law of trade-marks and the general law of unfair competition fundamental? Does not this
statement reflect only a stage in the development of a fundamental rather than a funda-
mental itself? If the courts ... may evolve the proposition that the user of a particular
trade-mark, trade-name, or label, acquires an exclusive property right therein, even as
against an innocent adoption or use by others, may they not evolve also the proposition
that the originator of a particular trade dress, not a technical trade-mark, acquires an
exclusive property right therein, whether the later competitor acts fraudulently or inno-
cently?”). And, finally, Frank S. Moore, Legal Protection of Goodwill—Trade-Marks, Trade
Emblems, Advertising, Unfair Competition 26 (1936) (“Although a true or technical trade-
mark is never property in the absolute sense, it is property in the qualified sense indi-
cated.”); Harry D. Nims, The Law of Unfair Competition and Trade-Marks, with Chapters
on Good-Will, Trade Secrets, Defamation of Competitors and Their Goods, Registration of
Trade-Marks, Interference with Competitors’ Business, etc., vol. I § 1, at 66—67 (4th edn.,
1947) (with further references to contemporary case law).

See, e.g., Milton Handler & Charles Pickett, Trade-Marks and Trade Names—An Analysis
and Synthesis: I, 30 Colum. L. Rev. 168, 181 (1930); William D. Shoemaker, Trade-
Marks—A Treatise on the subject of Trade-Marks with particular reference to the laws relating to
registration thereof, vol. 19 (1931); Walter J. Derenberg, Trade-Mark Protection and Unfair
Trading 42 (1936); Frank S. Moore, Legal Protection of Goodwill—Trade-Marks, Trade
Emblems, Advertising, Unfair Competition 46 (1936); Zechariah Chafee, Jr., Unfair
Competition, 53 Harv. L. Rev. 1289, 1296 (1940) (“In both [trademark infringement
and unfair competition], the defendant is passing off his goods as the plaintiff’s goods by
the use of a visible symbol.”).

See, e.g., Oliver R. Mitchell, Unfair Competition, 10 Harv. L. Rev. 275, 284 (1896) (“[T]he
common link binding all these branches being the good will of which each branch is a
part. In every unfair competition case the defendant’s attempt is to appropriate to himself
some part of the good will, or the entire good will, of the plaintiff’s business. It will be
obvious, therefore, that any given rule of law applicable in trade mark cases, so far as it
arises out of the nature of trade marks as a part of good will, is equally applicable to the
other parts of good will, not by analogy, but because the cases are for the purpose of that
particular rule identical.”); Harry D. Nims, The Law of Unfair Competition and Trade-
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Unfair competition consists in passing off one’s goods as the goods of another, or
in otherwise securing patronage that should go to another, by false representations
that lead the patron to believe that he is patronizing the other person.>’

As he went on, “The principles involved in trademark cases and trade-
name cases have been substantially identical.”>® Even though the facts
that a plaintiff had to prove may have been different, the common foun-
dation of all cases was the diversion of trade by misinformation. This has
remained the touchstone of both fields in the United States ever since.>’
As Judge Learned Hand famously stated in his 1928 Yale Elec. Corp. v.
Robertson opinion:

The law of unfair trade comes down very nearly to this—as judges have repeated
again and again—that one merchant shall not divert customers from another by
representing what he sells as emanating from the second. This has been, and
perhaps even more now is, the whole Law and the Prophets on the subject, though
it assumes many guises.*°

Marks, with Chapters on Good-Will, Trade Secrets, Defamation of Competitors and Their
Goods, Registration of Trade-Marks, Interference with Competitors’ Business, etc., vol. I § 10,
70 (4th edn., 1947) (“The distinction between trade-mark infringement and unfair com-
petition usually is not a matter of controlling importance. In either case the marks involved
are symbols of good-will. Good-will is property and the common purpose of suits for trade-
mark infringement and for unfair competition is the protection of good-will.” (with further
references to case law inn. 10 and 11)).

James Love Hopkins, The Law of Trademarks, Tradenames and Unfair Competition § 1, at 1
(2nd edn., 1905).

38 Id. at § 3, at 9; Zechariah Chafee, Jr., Unfair Competition, 53 Harv. L. Rev. 1289, 1296—
1297 (1940) (“[T]he falsehood is the same and the instinctive response of the customer is
the same.”). See also Judge Loring’s concurring opinion in Coken v. Nagle, 190 Mass. 4,
15, 76 N.E. 276, 281 (1906) (“The right of action in all cases is the same, namely: A
defendant has no right to sell his goods as the goods of the plaintiff. The right of action is
the same, whether the plaintiff complains that the defendant has used his (the plaintiff’s)
trade-mark, or that he has used a trade-name unfortunately so called, or that he has
imitated his packages, or that he has in terms represented that his goods are the goods of
the plaintiff’s manufacture.”).

See United States Senate, Committee on Patents, Senate Report No. 1333, 79th Congr.,
2nd Sess. (14 May 1946), repr. in 1946 U.S. Code Cong. Service, 1274, 1275 (“There is
no essential difference between trade-mark infringement and what is loosely called unfair
competition. Unfair competition is the genus of which trade-mark infringement is one of
the species; ‘the law of trade-marks is but a part of the broader law of unfair competition’
[United Drug]. All trade-mark cases are cases of unfair competition and involve the same
legal wrong.”); see also, e.g., Harry D. Nims, The Law of Unfair Competition and Trade-
Marks, with Chapters on Good-Will, Trade Secrets, Defamation of Competitors and Their
Goods, Registration of Trade-Marks, Interference with Competitors’ Business, etc., vol. 1§ 1,
10, 36 ez seq. (4th edn., 1947); Stephen L. Carter, The Trouble with Trademark, 99 Yale L.
J. 759, 764 (1990); Robert N. Klieger, Trademark Dilution: The Whittling Away of the
Rational Basis for Trademark Protection, 58 U. Pitt. L. Rev. 789, 795 (1997).

Yale Elec. Corp. v. Robertson, 26 F.2d 972, 973 (2nd Cir. 1928). See also Ralph S. Brown,
Jr.’s avowal in Advertising and the Public Interest: Legal Protection of Trade Symbols, 57 Yale
L.J. 1165, 1169, 1206 (1948) (“These views are conservative also in that they would
preserve the basis for judicial action in this area pretty much as it stands. Its historical
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This common foundation of trademark and unfair competition law also
surfaces with regard to the debate on the fields’ interrelation. For quite
some time, it was unclear whether trademark law was part of the domain
of unfair competition prevention, or vice versa. One reason the issue was
so vexing was that, on the basis of the fields’ common principle, either
trademark or unfair competition law could be duly characterized as the
fundament.*! And even though the question was formally answered by
the Supreme Court in Hanover Star Milling Co. v. Metcalf in 1916, the
homogeneity of policies has remained a critical point until today. As the
Supreme Court majority explained, “the common law of trademarks is
but a part of the broader law of unfair competition.”*? Repeating what

foundation, that ‘the wrong involved is diverting trade from the first user by misleading
customers who mean to deal with him’ may be a narrow one, but its limitations serve as a
barrier to powerful pressures.”).

41 See, e. g., Oliver Mitchell’s 1896 characterization of the field: “Unfair competition, as the
designation of a legal wrong which the law will undertake to redress or prevent, has only of
late years begun to make its appearance in the books. To most lawyers, it is safe to say, the
title carries no very definite meaning . ... This method of treatment regards as unim-
portant whatever variation may exist among the so called ‘analogous’ cases inzer se, and is
content to regard this law as a mere parasite upon the trade mark branch.” (Oliver R.
Mitchell, Unfair Competition, 10 Harv. L. Rev. 275, 275 (1896)).

42 Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 413 (1916); more recently, see, e.g.,
Moseley v. V. Secret Catalogue, Inc., 537 U.S. 418, 428 (2003). For an earlier illustration
of the hierarchy between trademark and unfair competition law in scholarly commentary,
see, e.g., Oliver R. Mitchell, Unfair Competition, 10 Harv. L. Rev. 275, 275 (1896)
(“Logically speaking, the fact is that Unfair Competition is properly a generic title, of
which trade mark is a specific division.”); E.R. Coffin, Fraud as an Element of Unfair
Competition, 16 Harv. L. Rev. 272, 272 n. 1 (1903); Charles Grove Haines, Efforzs to
Define Unfair Competition, 29 Yale L.J. 1, 9-10 (1919); Milton Handler & Charles
Pickett, Trade-Marks and Trade Names—An Analysis and Synthesis: I, 30 Colum. L.
Rev. 168, 200 (1930) (“Trade-mark law is not merely one branch of the law of unfair
competition—it is the law of unfair competition.”); Rudolf Callmann, Unfair Competition
Without Competition?—The Importance of the Property Concept in the Law of Trade-Marks,
95 U. Pa. L. Rev. 443,453 (1947) (“Itis a commonplace for which no authorities need be
cited that the law of trade-marks is but a part or secluded corner of the more inclusive law
of unfair competition.”). For an earlier understanding of trademark specialty in case law,
see, e.g., G. & C. Merriam Co. v. Saalfield, 198 F. 369, 373 (6th Cir. 1912); Dennison Mfg.
Co. v. Thomas Mfg. Co., 94 F. 651, 659 (C.C.D. Del. 1899); less clear still Elgin National
Watch Co. v. Illinois Watch Case Co., 179 U.S. 665, 674 (1901) (“In other words, the
manufacturer of particular goods in entitled to the reputation they have acquired, and the
public is entitled to the means of distinguishing between those and other goods; and
protection is accorded against unfair dealing, whether there be a technical trademark or
not. The essence of the wrong consists in the sale of the goods of one manufacturer or
vendor for those of another.”). Even after Hanover Star, courts and scholars struggled
with a classification. See, e.g., Coty, Inc. v. Parfums De Grande Luxe, 298 F. 865, 878 (2nd
Cir. 1924) (“And as this court said in Hercules Powder Co. v. Newton ..., the law of
unfair competition is the natural evolution of the law of the trade-mark, out of which it
has grown. ... Protection against unfair competition is afforded upon the same general
principles upon which technical trade-marks are protected.”). See also Frank I.
Schechter’s illustration of the issue in his 1925 Historical Foundations: “When we consider
how great a factor trade-marks and good-will represent in commercial life today and
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had been established under nineteenth-century English precedent, the
court emphasized that “[the] essential element is the same in trademark
cases as in cases of unfair competition.” In particular, the court observed:

Courts afford redress of relief upon the ground that a party has a valuable interest
in the good will of his trade or business, and in the trademarks adopted to
maintain and extend it. The essence of the wrong consists in the sale of the
goods of one manufacturer or vendor for those of another.*?

C Kidd|Derringer: Trademark Universality “US Style”

As illustrated in chapter 1, German law in the nineteenth century widely
adhered to the idea of international trademark universality.** A look at
what the US courts did at that time—notably how they interpreted the
geographical scope of trademark rights protection and what they under-
stood as rights universality—sheds a very different light on the issue.
Curtis A. Bradley has argued that the universality theory was never
“embraced wholesale” by US courts. Since the Supreme Court, under
its Tea Rose/Rectanus doctrine,* had early on limited a trademark’s scope
of protection to the territory of its use, European-style universality never
came into existence.*® However, case law prior to Tea Rose/Rectanus
suggests a different picture—one of virtually unlimited rights extension
and trademark universality. Here, as in Germany, the boundlessness of
nineteenth-century property doctrine actually did account for an interim
peak in trademark extension.

Essentially, nineteenth-century trademark protection is part of
contemporary legal doctrine on the creation of rights in nonphysical
values.*” As with other kinds of intangible value protection under the
guise of formal “property” rights, trademark policy was designed to

when we remember that out of the so-called law of technical trade-marks has grown the
law of unfair competition or concurrence déloyale, circumscribing at a hundred different
points the predatory and overreaching instincts of the mercantile mind, the comparative
brevity of the history of that law in the royal courts is remarkable indeed[.]” (Frank I.
Schechter, The Historical Foundations of the Law Relating to Trade-Marks 4 (1925)).

43 Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 412-413 (1916); see also Croft v. Day
[1843] 7 Beav. 84, 88,49 E.R. 994, 996; Perry v. Truefirr [1842] 6 Beav. 66, 49 E.R. 749;
Burgess v. Burgess [1853] 3 De G.M. & G. 896, 902, 43 E.R. 351, 354. See also Frank 1.
Schechter’s summary of what he deemed the “general principles” found in both English
and US case law in Frank I. Schechter, The Historical Foundations of the Law Relating to
Trade-Marks 146 (1925).

4% See supra p. 53-57.

45 For the doctrine of Tea Rose/Rectanus, see infra p. 102-110 and p. 129-134.

46 Curtis A. Bradley, Territorial Intellectual Property Rights in an Age of Globalism, 37 Va. J.
Int’l L. 505, 542 (1997).

47 See Kenneth J. Vandevelde, The New Property of the Nineteenth Century: The Development of
the Modern Concept of Property, 29 Buff. L. Rev. 325, 333 et seq. (1980).
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accommodate pressing socioeconomic interests in a preindustrialized
country. Both scholarship and practice agreed that valuable interests
had to be protected, regardless of whether the form of wealth was
tangible or intangible.*® Political consensus was that the protection of
investment had priority within a society and economy faced with the
challenges of industrializing a scarcely populated continent. In this
regard, it was contended, legal certainty and predictability were neces-
sary to encourage economic activity.*® In many cases, such an exten-
sion of investment protection could be achieved only by jettisoning the
Blackstonian conception of property as overly physicalist. If no physi-
cal or material thing to be protected existed, the interest or value at
issue would have to be fictionalized as a position of “property.” Such an
extended conception of intangible values, of course, confronted the
most basic problem of property theory: the unrestricted protection of
an individual’s property was impossible without a correspondingly
absolute limitation of other individuals’ freedom of activity.’® This
absolute doctrine was impractical at best—and detrimental and
immoral at worst. Over time, therefore, any and all positions of prop-
erty had to be limited. For fictionalized matter, the restrictions were
“invisible,” and, hence, there was endless matter for dispute.
Accordingly, legal practice was often based on a trial-and-error
approach rather than a structured and consistent system of property
rights and limitations.

With respect to trademarks, legal practice reflects the judiciary’s
struggle in a number of different ways. One example is the dichotomy
between technical trademarks and nontechnical rights. What had
begun as a quasi absolute concept of trademark-as-property protection
was gradually downsized on a sliding scale of protection. In the end, as
we have seen,’’ courts distinguished between a highly competition-
sensitive area of nontechnical trademarks (e.g., descriptive or
geographic indications), where market competition depended on max-
imum availability, and the area of technical trademarks, where the risk

18 See, e.g., Partridge v. Menck, 2 Barb. Ch. 101, 103 (N.Y. Ch. 1847) (finding a “valuable
interest” as sufficient to warrant property protection); Comment, 7%e Nature of Business
Goodwill, 16 Harv. L. Rev. 135, 136 (1902) (finding “great pecuniary value” and
assignability as the two characteristics sufficient to allow for a qualification of goodwill
as property); Francis J. Swayze, The Growing Law, 25 Yale L..J. 1, 10-11 (1915). For an
extensive analysis, see Kenneth J. Vandevelde, The New Property of the Nineteenth Century:
The Development of the Modern Concept of Property, 29 Buff. L. Rev. 325, 333 et seq. (1980).

4 Morton J. Horwitz, The Transformation of American Law, 1780-1860 111 (1977).

%% Kenneth J. Vandevelde, The New Property of the Nineteenth Century: The Development of the
Modern Concept of Properry, 29 Buff. L. Rev. 325, 329 (1980).

31 See supra p. 84 et seq.
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of monopolization if a trademark was appropriated was not deemed too
pressing.’? With respect to the interstate economy and its market-
places, another modification was required regarding the geographic
extension of rights. Here, too, an initially absolute dominion of rights
protection had to be broken down over time. The California Supreme
Court’s 1865 Derringer v. Plate®> case and the US Supreme Court’s
1879 Kidd v. Johnson®* decision illustrate the difficult correlation
between absolute rights and an unrestricted geographical protection.

Kidd centered on a trademark for whiskey. The dispute arose over
concurrent trademark use in the owner’s initial place of business in
Cincinnati (by his distillery’s purchasers) and in New York (by his
removed business). The Supreme Court’s characterization of trademark
rights, though deftly short, expresses the contemporary concept of abso-
lute and exclusive trademark rights:

The right to use the trade-mark is not limited to any place, city, or State, and,
therefore, must be deemed to extend everywhere. Such is the uniform construc-
tion of licenses to use patented inventions. If the owner imposes no limitation of
place or time, the right to use is deemed coextensive with the whole country, and
perpetual.®®

The Derringer’® decision of the California Supreme Court was similarly
unrestricted in its approach to the geographical scope of protection. The
plaintiff, a resident of Philadelphia, sold pistols under his trademark,
“Derringer, Philadel.” The defendant manufactured similar pistols in
San Francisco, and he employed the plaintiff’s trademark. Under the
heading “Right to a trade mark at common law,” the California
Supreme Court explained:

[The] right to the trade mark accrues to [the trademark owner] from its adoption
and use for the purpose of designating the particular goods he manufactures or sells,
and although it has no value except when so employed, and indeed has no separate
abstract existence, but is appurtenant to the goods designated, yet the trade mark is
property, and the owner’s right of property in it is as complete as that which he
possesses in the goods to which he attaches it . ... [D]octrine has been uniform for
many years, that the manufacturer or merchant does possess an exclusive property
in the trade mark adopted and used by him. . .. [L]ike the title to the good will of a
trade, which it in some respects resembles, the right of property in a trade mark
accrues without the aid of the statute. The right is not limited in its enjoyment by

>2 For a discussion of the sliding-scale nature of the dichotomy, see, e.g., Daniel M.
McClure, Trademarks and Unfair Competition: A Critical History of Legal Thought, 69
Trademark Rep. 305, 318 (1979).

>3 Derringer v. Plate, 29 Cal. 292, 87 Am. Dec. 170 (1865).

>* Kidd v. Johnson, 100 U.S. 617 (1879). > Id. at 619.

36 Derringer v. Plate, 29 Cal. 292, 87 Am. Dec. 170 (1865).
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territorial bounds, but subject only to such statutory regulations as may be properly
made concerning the use and enjoyment of other property, or the evidences of title
to the same; the proprietor may assert and maintain his property right wherever the
common law affords remedies for wrongs. The manufacturer at Philadelphia who
has adopted and uses a trade mark, has the same right of property in it at New York
or San Francisco that he has at his place of manufacture.’”

The last part of the court’s argument in particular provided room for
divergent interpretation. While it was widely acknowledged that common
law trademark protection extended beyond areas of trading activity, it was
not clear how far such protection would reach. A broad interpretation
projected trademark rights beyond state and even national borders. As
long as the jurisdiction at issue granted trademark protection under a
common law system, trademark rights detached from their origin juris-
diction could be protected.’®

What ultimately has proven more important, however, is something
else. The concept of unlimited trademark rights was difficult to uphold in
a world of expanding marketplaces. As had become increasingly evident,
the overextension of property rights affected the public good. With the
advent of transcontinental trade and commerce, the issue of protecting
good-faith market investment progressively acted as a counterbalance to
formal trademark property. Consequently, the principle of strict priority
combined with potentially unlimited trademark protection was no longer
adequate.’®

7 Id. at 294-296.

>8 This argument (based on both Kidd and Derringer) has apparently been brought forward
in Hanover Star Milling Co. v. Mertcalf, 240 U.S. 403, 416-418 (1916). One of the
appellate decisions also appears to lean in this direction; see Theodore Rectanus Co. v.
United States Co., 226 Fed. 545, 550 (6th Cir. 1915) (“[I]f we concede to the first
appropriator of the mark the prima facie right exclusive against all others and everywhere,
courts of equity will not enforce it where the rules of laches or estoppel make such
enforcement unjust, and that in such case the original owner does not lose his general
right, but only the power of enforcing it, in a particular territory.”); for a closer analysis of
the appellate court’s decision, see Walter J. Derenberg, Trade-Mark Protection and Unfair
Trading 454-455 (1936). A similar understanding of a formalist theory of i rem rights has
been contended in scholarly commentary. See, e.g., Harry D. Nims, The Law of Unfair
Competition and Trade-Marks, with Chapters on Good-Will, Trade Secrets, Defamation of
Competitors and Their Goods, Registration of Trade-Marks, Interference with Competitors’
Business, etc., vol. I§218b, at 641 (4th edn., 1947); Beverly W. Pattishall, Two Hundred
Years of American Trademark Law, 68 Trademark Rep. 121, 125-126 (1978); Kenneth J.
Vandevelde, The New Property of the Nineteenth Century: The Development of the Modern
Concept of Properry, 29 Buff. L. Rev. 325, 343 and 346 (1980); Robert G. Bone, Hunting
Goodwill: A History of the Concept of Goodwill in Trademark Law, 86 B. U. L. Rev. 547, 567
(2006).

In California, an 1872 statutory change apparently transformed the requirements for
trademark acquisition from use to recording. See Whittier v. Dietz, 66 Cal. 78, 4 P. 986
(1884) (“No one, since the codes went into operation, can acquire the exclusive use of a
name or trade mark in this State, except by filing it for record with secretary of state.”). In
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I The Right/Markets Connex: Materialization, Goodwill,
and Trade Diversion

At first glance, it may appear that German and US trademark and unfair
competition doctrine underwent similar processes of de-ideologization.
Indeed, Josef Kohler, in a comparative account of US and European law,
actually described the United States’ property paradigm as equivalent to
his theory of personality rights protection. With only a trace of arrogance,
he explained:

In France, England, and America [reference to Derringer case], protection of the
individual right of product designations is considered an emanation of general
principles; and the merit of this perspective is not lessened by the fact that these
regimes often operate with the category of property rather than with the category
of individual right, for construction—as is well-known—is not the most valuable
asset of these regimes. As with Roman law, their major aplomb is the secure
manner in which their jurisprudence finds its way through all troubles, regardless
of the momentary system and the possibilities of rational-juridical reason—and a
good jurisprudence with wrong arguments is still ten times better than a bad
jurisprudence with good arguments.®°

In this light, one might have expected the Kidd/Derringer doctrine to be
jettisoned in the same way that personality rights universality was
rejected in Germany. After all, in both countries, unlimited geographi-
cal trademark protection had become increasingly inapt at regulating
expanding marketplaces. But US law took a different turn. Unlike
German doctrine, American legal thought did not shrink rights

later years, lawmakers changed statutory law several times. For an illustration of the
trouble and confusion resulting from the meandering, see, e.g., Walter J. Derenberg,
Warenzeichen und Wettbewerb in den Vereinigten Staaten von Amerika 23 (1931).

0 Josef Kohler, Das Recht des Markenschuizes mir Beriicksichtigung auslindischer
Gesetzgebungen und mit besonderer Riicksicht auf die englische, anglo-amerikanische,
franzdsische, belgische und italienische Jurisprudenz 78 (1884) (“Daher wird denn auch in
Frankreich, England und Amerika [reference to Derringer] der Schutz dieses individuel-
len Rechts der Waarenbezeichnungen als Ausfluss allgemeiner Principien betrachtet;
und dieses Verdienst wird nicht dadurch geschmilert, dass hier vielfach mit der
Kategorie des Eigenthums statt mit der Kategorie des Individualrechts operirt wird,
denn Constructionen sind bekanntlich nicht die starke Seite dieser Rechtsgebiete; ebenso
wie beim rémischen Rechte, beruht ihr Hauptaplomb in der sicheren Art, wie sich die
Jurisprudenz durch alle Schwierigkeiten hindurch ihren Weg bahnt, ohne Riicksicht auf
das augenblickliche System und auf die Moglichkeit rationell-juridischer Begrindung—
und eine gute Jurisprudenz mit falschen Griinden ist immer noch zehnfach besser, als
eine schlechte Jurisprudenz mit guten Griinden.” (author’s translation)). Kohler slightly
modified his arguments in Warenzeichenrecht—Zugleich zweite Auflage des Rechts des
Markenschutzes mit Beriicksichtigung auslindischer Gesetzgebungen (1884) 65—66 (2nd
edn., 1910), and in Der unlautere Wettbewerb—Darstellung des Wettbewerbsrechts 18—19
(1914).
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geographically to the owner’s place of business.®! Instead, the subject
matter of protection was transformed. Goodwill remained the
foundational concept, and the diversion of trade became its practical
metric. The Supreme Court’s Tea Rose/Rectanus doctrine established
protection against goodwill invasion in accordance with the parties’
marketplace activities and investment. Trademark and unfair competi-
tion doctrine thereby first became detached from the competitor’s
place of business or residence, and then from the state’s territory.

A The Materialization of Trademark Rights

The detachment of trademark rights from both their owner’s person-
ality and from the place of business is characteristic of US law. While in
Germany a trademark remained connected to its owner’s business and
state territory, US doctrine established a model of market-related
rights; neither personality nor business place determined a right’s loca-
tion. This attachment of trademark goodwill to the marketplace has
proven significant for conflicts law.

As Kidd and Derringerillustrate, nineteenth-century doctrine conceived
of trademark rights as providing protection against the entire world.®?
Over time, the subject matter of protection was shrunk. The emphasis
shifted to actual commercial activity. This development, however—from
personal rights and rights attached to a place of business into a scheme of
marketplace rights—did not occur instantaneously. Early definitions of
goodwill in scholarship still focused on a localization of values in at least
some tangible element of the business.®> This corresponded to an envir-
onment of local communities and local trade where goodwill was attached
to individuals or small businesses.®* Joseph Story’s mid-nineteenth-cen-
tury definition of goodwill (frequently referred to in later trademark
treatises and commentaries) specified the establishment of a business as
a determinative factor. He defined goodwill as

the advantage or benefit, which is acquired by an establishment, beyond the mere
value of the capital, stock, funds, or property employed therein, in consequence of
the general public patronage and encouragement, which it receives from constant
or habitual customers, on account of its local position, or common celebrity, or

1 See supra p. 32-39.  °2 See supra p. 90-93.

63 See, e. g., C.J. Foreman, Conflicting Theories of Good Will, 22 Colum. L. Rev. 638, 639 er
seq. (1922) (with numerous references to nineteenth-century case law); see also Mark P.
McKenna, The Normative Foundations of Trademark Law, 82 Notre Dame L. Rev. 1839,
1843, 1885-1886 (2007).

54 Robert G. Bone, Hunting Goodwill: A History of the Concept of Goodwill in Trademark Law,
86 B. U. L. Rev. 547, 575-576 (2006).
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reputation for skill or affluence, or punctuality, or from other accidental circum-
stances or necessities or even from ancient partialities, or prejudices.®’

Later scholars, building on this definition, referred to business-owner
personality as the foundation of goodwill value. A. S. Biddle, for instance,
posited in 1875 that goodwill was “a species of incorporeal personalty, . . .
subject with but few exceptions to the general laws which regulate that
kind of property.”®® In this regard, scholarly opinion in the United States
still resembled the contemporary German doctrine of personality rights
protection. Yet the foundation on personality rights never completely
took hold in the United States, to the contrary. By 1883, for instance,
Adelbert Hamilton had explained the concept of goodwill as being
founded on the business as such: “Good-will denotes a relation existing
between a man or firm and the public with reference to a particular
business. It is the good-will of the public to the man or firm.”®’

This early separation of goodwill value from an owner’s personality and
a business’s physical existence was implemented in practice as well. Over
time, courts shifted the focus of protectable subject matter to all instances
where a plaintiff’s investment in general was at issue. As a result, the need
for a tangible thing to support or to connect to the intangible interest or
value was gradually abandoned.®® At the beginning, English courts still
interpreted goodwill as being founded on incidents of real property. One
example is Lord Eldon’s definition of “goodwill” in the 1810 case
Crurtwell v. Lye, where he explained that “good-will ... is nothing more
than the probability, that the old customers will resort to the old place.”®’

53 Joseph Story, Commentaries on the Law of Partmership, as a Branch of Commercial and
Maritime Jurisprudence, with Occasional Illustration from the Civil and Foreign Law § 99 (4th
edn., 1855).

A.S. Biddle, Good-Will (Part 1), 23 Am. L. Reg. 1, 8 (1875). Biddle also explained that
“when you are parting with the good-will of a business, you mean to part with all that
good disposition which customers entertain towards the house of business identified by
the particular name or firm, and which may induce them to continue giving their custom
to it.” (Id. at 4).

Adelbert Hamilton, Noze, Good-Will, 15 Fed. Rep. 315, 316 (1883).

Kenneth J. Vandevelde, The New Property of the Nineteenth Century: The Development of the
Modern Concept of Property, 29 Buff. L. Rev. 325, 335 (1980). This issue must be
distinguished from the question whether a trademark could be transferred by itself or
only incidental to the business or property with which it had been used. For an overview
of contemporary doctrine on this issue, see, e.g., Wallace R. Lane, The Transfer of
Trademarks and Trade Names, 6 Ill. L. Rev. 46 (1911); William D. Shoemaker, Trade-
Marks—A Treatise on the subject of Trade-Marks with particular reference to the laws relating to
registration thereof, vol. 1537 et seq., 547 et seq. (1931); Harry D. Nims, The Law of Unfair
Competition and Trade-Marks, with Chapters on Good-Will, Trade Secrets, Defamation of
Competitors and Their Goods, Registration of Trade-Marks, Interference with Competitors’
Business, etc., vol. I§ 17, at 85 et seq. (4th edn., 1947).

% Cruttwell v. Lye [1810] 17 Ves. Jr. 335, 346, 34 E.R. 129.
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Indeed, courts in both England and the United States went on for some
time to describe goodwill as an appendage of real property, particularly
the place of business.”® This tangibility, however, faded toward the end of
the century. The Supreme Court’s 1893 decision in Metropolitan Bank v.
St. Louis Dispatch Co. illustrates the shift. Starting with the general posi-
tion that goodwill “is tangible only as an incident, as connected with a
going concern or business having locality or name,” the court went on to
describe the goodwill of a newspaper company:

As applied to a newspaper, the good will usually at[t]aches to its name, rather than
to the place of publication. The probability of the title continuing to attract
custom in the way of circulation and advertising patronage gives a value which
may be protected and disposed of, and constitutes property.

The US Court of Appeals for the Second Circuit added in 1897:

Nor is [goodwill] indissolubly connected with any particular locality, or any
specific tangible property. ... If good will be a “parasite,” it is a “parasite” of the
business from which it sprung, not of the mere machinery by which that business
was conducted.”?

These and similar cases”> marked the end of a line of decisions that led
trademark and unfair competition doctrine to radically detach value

70 See, e.g., Appeal of Elliot, 60 Pa. 161 (1869) (“The good-will of an inn or tavern is local,
and does not exist independent of the house in which it is kept.”); Rawson v. Pratt, 91 Ind.
9, 16 (1883) (“ ‘Good-will’ as property, is intangible, and merely an incident of other
property. ... As a rule, it may be said that ‘good-will’ is never an incident of a stock of
merchandise; but, generally speaking, it is an incident of locality or place, of the store-
room or place of business.”). In addition, see the famous debate on the connex between
goodwill and business premises in Commissioners of Inland Revenue v. Muller & Co.’s
Margarine, Lid. [1901] A.C. 217. For a particularly bloomy (and late) definition, see
Smith v. Davidson, 198 Ga. 231, 235-236, 31 S.E.2d 477, 479-480 (Ga. 1944) (“Itis
difficult to conceive of the good will of a business apart from the tangible properties used
in such business, or as a thing of form and substance. It is more like a spirit that hovers
over the physical, a sort of atmosphere that surrounds the whole; the aroma that springs
from the conduct of the business; the favorable hue or reflection which the trade has
become accustomed to associate with a particular location or under a certain name. As
fragrance may add loveliness to the flower from which it emanates, so good will may add
value to the physical from which it springs.”).

Metropolitan Nat. Bank v. St. Louis Dispatch Co., 149 U.S. 436, 446 (1893).

"2 Washburn v. National Wall-Paper Co., 81 F. 17, 20 (2nd Cir. 1897). For an approving
analysis, see, e.g., Harry D. Nims, The Law of Unfair Competition and Trade-Marks, with
Chapters on Good-Will, Trade Secrets, Defamation of Competitors and Their Goods,
Registration of Trade-Marks, Interference with Competitors’ Business, etc., vol. 1§ 13, at 77
(4th edn., 1947).

73 See also Brett v. Ebel, 29 A.D. 256, 51 N.Y.S. 573 (App. Div. 1898) (sale of goodwill
without business); Woodward v. Lazar, 21 Cal. 448, 82 Am.Dec. 751 (1863). See also
Comment, The Nature of Business Goodwill, 16 Harv. L. Rev. 135, 135 (1902) (“Thus the
goodwill of a public house, instead of being incident to the premises alone, attaches to the
name by which they are known.”). More generally, and with numerous references to case

7

—

https://doi.org/10.1017/9781316651285.003 Published online by Cambridge University Press


https://doi.org/10.1017/9781316651285.003

98 Common Law History—United States

protection from both tangible business assets and personality. In this
regard, the US conception of business goodwill (unlike the static under-
standing in contemporary German doctrine) evidenced a genuinely
economic analysis. Goodwill was, as J. Roberton Christie explained in
1896, “the aggregate advantages arising from the business connection,
reputation, and favourable situation of an established trading concern.””*
Customer relations and the public’s favorable regard became the central
aspect.”” More concretely, it was the likelihood that customers would
repeatedly return to a business or product that was seen as determinative.”®
English doctrine later came to characterize this phenomenon as “dog”
goodwill, because dogs (unlike cats) are loyal to their owners.”” In the
United States, the same was expressed by reference to a “probable expec-
tancy” of attracting the consuming public.”® Ultimately, it was the
information capital accumulated by performance and advertising invest-
ment in the marketplace that accounted for the scope of goodwill.”

law, see Harry D. Nims, The Law of Unfair Competition and Trade-Marks, with Chapters on
Good-Will, Trade Secrets, Defamation of Competitors and Their Goods, Registration of Trade-
Marks, Interference with Competitors’ Business, etc., vol. I § 13, at 74 (4th edn., 1947)
(“These [older] definitions seem to confine good-will to a locality. As early as 1859,
however, the courts began to make it clear that good-will as they conceived it did not
necessarily involve locality.” (reference to Churton v. Douglas [1859] 28 L.J. Ch.
841-845)).

74 1. Roberton Christie, Goodwill in Business, 8 Jurid. Rev. 71, 71 (1896).

7> See, e.g., C. J. Foreman, Conflicting Theories of Good Will, 22 Colum. L. Rev. 638, 638
(1922) (“To orthodox economists, consumers’ good will is the favorable attitude of the
persons with whom the entrepreneur has trade relations. It is above all a state of mind
which is, indeed, frequently a direct result of these relations.”). See also Thorstein Veblen,
The Theory of Business Enterprise 126, 169 et seq. (1904); John A. Hobson, The Evolution of
Modern Capitalism—A Study of Machine Production 246 (1913); John R. Commons,
Industrial Goodwill 17 et seq. (1919).

76 See, e.g., Dodge Stationery Co. v. Dodge, 145 Cal. 380, 388, 78 P. 879, 882 (1904), and
Norman F. Hesseltine, A Digest of the Law of Trade-Marks and Unfair Trade 90 et seq.
(1906) (with further references).

7T See Whiteman Smith Motor Co., Limited v. Chaplin [1934] 2 K.B. 35, 42 (“The cat

represents that part of the customers who continue to go to the old shop, though the

old shopkeeper has gone; . ... The dog represents that part of the customers who follow
the person rather than the place; these the tenant may take away with him if he does not go
too far.”). See also Christopher Wadlow, The Law of Passing-Off—Unfair Competition by

Misrepresentation para. 3-016 (4th edn., 2011).

See Frank 1. Schechter, The Historical Foundations of the Law Relating to Trade-Marks 157

(1925) (“A trade-mark is a most important creative and also sustaining factor of that

‘probable expectancy’.”); see also Frank 1. Schechter, The Rational Basis of Trademark

Protection, 40 Harv. L. Rev. 813, 822 (1927) (“[C]reation and retention of custom, rather

than the designation of source, is the primary purpose of the trademark today.”); Edward

S. Rogers, The Lanham Act and the Social Function of Trade-Marks, 14 Law & Contemp.

Probs. 173, 176 (1949) (“Good will is trade expectancy. It is what makes tomorrow’s

business more than an accident.”).

7 Frank S. Moore put this eloquently in Legal Protection of Goodwill—Trade-Marks, Trade
Emblems, Advertising, Unfair Competition 7 (1936) (“Courtesy, care, service, honesty, fair

7

©

https://doi.org/10.1017/9781316651285.003 Published online by Cambridge University Press


https://doi.org/10.1017/9781316651285.003

Substantive Trademark and Unfair Competition Law 99

We can thus conclude that, over time, the American conception of
trademark goodwill grew less attached to productive resources and more
attached to the marketplace. The customer became the ultimate reference
point. Quite differently, German legal doctrine at the time still adhered to
a static concept of owner-centered rights protection. There, neither tra-
demark nor unfair competition law were ever fully emancipated from
personality rights protection.®® Part of this distinction between German
and US trademark doctrine has endured until today. As we will see in the
following, it was the peculiar transformation of goodwill into a subject
matter of market relations that particularly influenced the formation of
US conflicts law.®!

B The Reverse Picture: Trade-Diversion Prevention

While, formally speaking, the trademark right was always at the center of
the plaintiff’s claim, the real object of protection was the business’s good-
will against invasion. The trademark as such was rarely characterized as
the property right itself; indeed, in 1879, the Supreme Court clarified
that words or symbols could not be the object of protection.®? As

dealing, merit of goods create good reports which travel far and wide and continually tend

to draw new customers to their source.”). This understanding of goodwill has also gained

hold in modern doctrine. See, e.g., Frederick W. Mostert, Well-Known and Famous

Marks: Is Harmony Possible in the Global Village?, 86 Trademark Rep. 103, 140 (1996)

(“No longer can physical locality be considered as one of the most important and visible

factors to establish good will. Contemporary consumers do not concern themselves with

the site of the manufacturing plant or the actual location of the headquarters of the
trademark owner. They are more interested in the continuous level of quality symbolized
by internationally well-known or famous marks.”).

See supra p. 27 et seq. 5! See infra p. 129 ez seq. and p. 164 et seq.

82 See In re Trade-Mark Cases, 100 U.S. 82, 94 (1879) (“The trade-mark may be, and
generally is, the adoption of something already in existence as the distinctive symbol of
the party using it. At common law the exclusive right to it grows out of its use, and not its
mere adoption. By the act of Congress this exclusive right attaches upon registration. But
in neither case does it depend upon novelty, invention, discovery, or any work of the
brain. It requires no fancy or imagination, no genius, no laborious thought. It is simply
founded on priority of appropriation. ... If the symbol, however plain, simple, old, or
well-known, has been first appropriated by the claimant as his distinctive trade-mark, he
may by registration secure the right to its exclusive use.”). For earlier case law, see Leather
Cloth Co. Ltd. v. American Leather Cloth Co. Ltd. [1863] 4 De G.J. & S. 137, 46 E.R. 868,
870 (“It is correct to say that there is no exclusive ownership of the symbols which
constitute a trade mark apart from the use or application of them; but the word ‘trade
mark’ is the designation of these marks or symbols as and when applied to a vendible
commodity, and the exclusive right to make such user [sic] or application is rightly called
property.”); see also Hilson Co. v. Foster, 80 F. 896, 897 (C.C.S.D.N.Y. 1897); Hanover
Star Milling Co. v. Metcalf, 240 U.S. 403, 412—413 (1916); Rosenberg Bros. & Co. v.
Elliort, 7 F.2d 962, 965 (3rd Cir. 1925). For scholarly commentary, see Edward S.
Rogers, Comments on the Modern Law of Unfair Trade, 3 1ll. L. Rev. 551, 555 (1909);
Frank S. Moore, Legal Protection of Goodwill—Trade-Marks, Trade Emblems, Advertising,
Unfair Competition 9 (1936) (“It is his goodwill, and not his trade-marks, trade-names, or

80
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Edward S. Rogers explained in 1909, “Each [tort] is a trespass upon
business goodwill,”®* and “every trader has a property in the good will
of his business, that he has the right to the exclusive benefit of this good
will.”®* At stake in both trademark and unfair competition disputes,
therefore, was an injury to the plaintiff’s business relations. In practice,
actionable goodwill invasion was most conveniently found in cases of
stealing customers, attracting patronage, or diverting trade. Indeed,
court rulings regularly indicated that even the potential to divert trade
was sufficient. For instance, in the 1845 case Coats v. Holbrook, Nelson &
Co., the New York Court of Chancery enjoined product imitation by a
competitor, providing the following explanation:

A man...hasnoright, and he will not be allowed, to use the names, letters, marks,
or other symbols, by which he may palm off upon buyers as the manufactures of
another the articles he is selling, and thereby attract to himself the patronage that
without such deception, use of such names, &c., would have enured to the benefit
of that other person who first got up, or was alone accustomed to use such names,
marks, letters or symbols.®’

Around the same time, in the 1849 case Amoskeag Manufacturing Co. v.
Spear, another New York court said:

He who affixes to his own goods an imitation of an original trade-mark, by which
those of another are distinguished and known, seeks, by deceiving the public, to
divert and appropriate to his own use the profits to which the superior skill and
enterprise of the other had given him a prior and exclusive title. ... [T]he owner is
robbed of the fruits of the reputation that he had successfully labored to earn.®®

other identifying devices associated with it standing by themselves, which is property
recognized by law.”); Harry D. Nims, The Law of Unfair Competition and Trade-Marks,
with Chapters on Good-Will, Trade Secrets, Defamation of Competitors and Their Goods,
Registration of Trade-Marks, Interference with Competitors’ Business, etc., vol. I § 198a, at
530 et seq. (4th edn., 1947).

See, e.g., Edward S. Rogers, Comments on the Modern Law of Unfair Trade, 3 1ll. L. Rev.
551, 553 (1909).

Id. at 555-556.

Coats v. Holbrook, Nelson & Co., 3 N.Y. Leg. Obs. 404, 405, 2 Sandf. Ch. 586, 594, 7 N.
Y. Ch. Ann. 713 (N.Y. Ch. 1845). Two years later, in Parrridge v. Menck, the same court
explained the diversion of trade through the use of a foreign trademark as “attempts to
pirate upon the good will of the complainant’s friends, or customers, or of the patrons of
his trade or business” (Partridge v. Menck, 5 N.Y. Leg. Obs. 94, 2 Barb. Ch.101, 5 N.Y.
Ch. Ann. 572 (N.Y. Ch. 1847)). See also Cohen v. Nagle, 190 Mass. 4, 8-9, 76 N.E. 276,
278 (1906).

Amoskeag Mfg. Co. v. Spear, 2 Sandf. 599, 605-606 (N.Y. Sup. Ct. 1849). Similarly, in
1868, the court in Boardman v. Meriden Britannia Co. explained that “the violation of
property in trade-marks works a two fold injury; the appropriator suffers, in failing to
receive that remuneration for his labors to which he is justly entitled, and the public in
being deceived, and induced to purchase articles manufactured by one man, under the
belief that they are the production of another” (Boardman v. Meriden Britannia Co., 35
Conn. 402, 414 (1868)).
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Numerous examples can be found in subsequent case law.?” In addition,
scholarly commentaries identified trade diversion as an indicator of ille-
gitimately caused injury or harm. A particularly instructive explanation
can be found in Hopkins’s 1905 edition of The Law of Trademarks,
Tradenames, and Unfair Competition:

Unfair competition consists in passing off one’s goods as the goods of another, or
in otherwise securing patronage that should go to another, by false representations
that lead the patron to believe that he is patronizing the other person. ... It is
apparent that the simplest means of depriving another of the trade he has built up
is to copy the marks he places on his merchandise. This is the easiest method of
stealing his trade, and most universal because of the general use of marks or
brands upon personal property. The use of such marks runs far back into the
shadows of history .. .. It is only natural that these marks used in trade, or trade-
marks, should have first become the subjects of judicial consideration, and that
the law concerning them should have reached a state of comparatively complete
development before infringers began to employ other and more obscure means to
divert trade.®®

Among the most prominent twentieth-century decisions concerning the
question of whether early trademark doctrine sought to protect consumers
against fraud and deception is the Seventh Circuit’s 1912 case Borden Ice
Cream Co. v. Borden’s Condensed Milk Co. As is commonly known, the
court rejected a theory of consumer protection. Its reasoning, however, also
illustrates the dominant perception of trade diversion at the time:

It has been said that the universal test question in cases of this class is whether the
public is likely to be deceived as to the maker or seller of the goods. This, in our
opinion, is not the fundamental question. The deception of the public naturally
tends to injure the proprietor of a business by diverting his customers and
depriving him of sales which otherwise he might have made. This, rather than
the protection of the public against imposition, is the sound and true basis for the
private remedy.%°

87 See, e.g., American Waltham Watch Co. v. United States Warch Co., 173 Mass. 85, 87, 53
N.E. 141, 142 (1899) (“It is desirable that the plaintiff should not lose custom by reason
of the public mistaking another manufacturer for it. ... [T]he plaintiff, merely on the
strength of having been first in the field, may put later comers to the trouble of taking such
reasonable precautions as are commercially practicable to prevent their lawful names and
advertisements from deceitfully diverting the plaintiff’s custom.”); Draper v. Skerrett, 116
F. 206, 209 (C.C.E.D. Pa. 1902) (“But it is nevertheless true that even without any strict
proprietary interest, as a trade-mark, in the terms employed, a party is entitled to
protection against the unfair use of them by another in the effort to take away the trade
or custom which he has built up.”).
James Love Hopkins, The Law of Trademarks, Tradenames and Unfair Comperition § 1, at
1-2 (2nd edn., 1905).
89 Borden Ice Cream Co v. Borden’s Condensed Milk Co, 201 F. 510, 513 (7th Cir. 1912). For
a critical analysis, see Walter J. Derenberg, The Influence of the French Code Civil on the
Modern Law of Unfair Competition, 4 Am. J. Comp. L. 1, 18 ez seq. (1955).
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Frank I. Schechter summarized the relevance of trade diversion in his
1927 analysis of English and US unfair competition and trademark law:
““The diversion of custom’ is the gravamen of the action in either ‘passing
off” or ‘unfair competition.’”°

As this summary reveals, trade diversion constituted an essential element
of common law doctrine—and it became particularly determinative with
regard to the localization of infringements in conflicts law. This is another
striking difference from German doctrine, in which the place of conduct or
the victim-competitor’s place of business determined the applicable law.?’
Seen in this light, it becomes evident that German doctrine prior to the
1960s was virtually devoid of the considerations that American courts and
scholars had undertaken much earlier. Localization of the customer base
and the place where “lost transactions” would occur were of secondary
concern at best. In the United States, by contrast, the marketplace became
the governing paradigm in 1916, with the Supreme Court’s introduction of
a new doctrine on the geographical scope of trademark rights.

C Tea RoselRectanus: The Doctrine of Market-Based Rights
Indeed, the Supreme Court’s Tea Rose/Rectanus doctrine marked the
turning point for common law trademark rights’ geographical protection.
With a doctrinal shift, the court (in two decisions of 1916 and 1918°%)
ultimately curbed the extension of trademark rights, which had for a long
time been interpreted as virtually unlimited. Tea Rose/Rectanus, though
not inventing a completely new rule, provided the foundation for the
modern concept of immediately market-based rights. The Supreme
Court’s majority opinion pointed out the “fundamental error of suppos-
ing that a trade-mark right is a right in gross or at large” and stated that
“[t]here is no such thing as property in a trade-mark except as a right
appurtenant to an established business or trade in connection with which
the mark is employed.”> The following discussion illustrates how the
court deconstructed contemporary substantive law. The international
effects of Tea Rose/Rectanus will be addressed later.”*

Hanover Star centered on a dispute over the “Tea Rose” trademark.
This trademark had been used by three parties, each of which claimed

0 Frank 1. Schechter, The Rational Basis of Trademark Protection, 40 Harv. L. Rev. 813,
820-821 (1927).

o1 See supra p. 32 et seq.

92 Hanover Star Milling Co. v. Metcalf, 240 U.S. 403 (1916); United Drug Co. v. Theodore
Rectanus Co., 248 U.S. 90 (1918). For an explanation of how the term “Tea Rose/
Rectanus” came to denote the doctrine, see, e.g., Willilam Jay Gross, The Territorial
Scope of Trademark Rights, 44 U. Miami L. Rev. 1075, 1083 (1990).

93 United Drug Co. v. Theodore Rectanus Co., 248 U.S. 90, 98 (1918).

9% See infra p. 159 et seq.

https://doi.org/10.1017/9781316651285.003 Published online by Cambridge University Press


https://doi.org/10.1017/9781316651285.003

Substantive Trademark and Unfair Competition Law 103

exclusive rights. The dispute resulted in two lawsuits, one in Alabama and
one in Ilinois.®® The facts of the case are complex, but a short illustration
suffices here. Essential to note is the fact that the parties’ areas of trade-
mark use never overlapped geographically. In addition, the second-
comer’s use of the trademark was coincidental, not in bad faith.’® The
first party, Allen & Wheeler Co., had started manufacturing flour under
the “Tea Rose” trademark in Ohio in 1872. The company was able to
demonstrate significant sales under this trademark only north of the Ohio
River, not in the southern states of Georgia, Florida, Alabama, or
Mississippi. The second party, Hanover Star Milling, had adopted a
similar trademark—“Tea Rose”—in good faith in 1885 and was exten-
sively advertising and marketing its flour under this trademark in
Alabama and other southern states, particularly Florida and Georgia.
The third party, Metcalf, was a retail seller of flour in Alabama that was
produced by another party, yet also marketed under an identical “Tea
Rose” trademark. Allen & Wheeler alleged trademark infringement
against Hanover. The latter sued Metcalf for trademark infringement
and unfair competition. Metcalf, inter alia, contested Hanover’s allegedly
exclusive rights by reference to a prior use by Allen & Wheeler. The
Supreme Court granted certiorari, and Hanover prevailed in both
disputes.

The majority opinion, which began with the finding that neither party
had a registered trademark, started its analysis on the basis of general
common law: “Nor does it appear that in any of the states in question
there exists any peculiar local rule, arising from statute or decision.
Hence, the cases must be decided according to common law principles
of general application.”®” Under the principles of federal common law,
the court repeated its prior characterization of trademarks as property
rights.’® At the same time, it limited the scope of protection by reference
to the trade and market relevance of trademark functions:

[1]t is plain that in denying the right of property in a trademark it was intended
only to deny such property right except as appurtenant to an established business
or trade in connection with which the mark is used. . .. In short, the trademark is
treated as merely a protection for the good will, and not the subject of property
except in connection with an existing business. . ..”°

93 Metcalf v. Hanover Star Milling Co., 204 F. 211 (5th Cir. 1913); Hanover Star Milling Co.
v. Allen & Wheeler Co., 208 F. 513 (7th Cir. 1913).

¢ For a concise summary and a map illustration on the case, see 5 J. Thomas McCarthy,
McCarthy on Trademarks and Unfair Competition § 26:2 (4th edn., 2016).

7 Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 411 (1916).

8 For a discussion of Erie’s incorporation into trademark and unfair competition doctrine,
see infra p. 134 et seq.

9% Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 414 (1916).
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That property in a trademark is not limited in its enjoyment by territorial
bounds, but may be asserted and protected wherever the law affords a
remedy for wrongs, is true in a limited sense. Into whatever markets the use
of a trademark has extended, or its meaning has become known, there will
the manufacturer or trader whose trade is pirated by an infringing use be
entitled to protection and redress. But this is not to say that the proprietor of
a trademark, good in the markets where it has been employed, can mono-
polize markets that his trade has never reached, and where the mark signifies
not his goods, but those of another. We agree with the court below ... that
“since it is the trade, and not the mark, that is to be protected, a trademark
acknowledges no territorial boundaries of municipalities or states or nations,
but extends to every market where the trader’s goods have become known
and identified by his use of the mark. But the mark, of itself, cannot travel to
markets where there is no article to wear the badge and no trader to offer the
article.”'°

In the end, the majority rejected the interpretation that territorially
unlimited trademark protection had been established under Kidd v.
Fohnson and Derringer v. Plate.'®* The geographical area of a trademark’s
protection could never exceed the reach of the trade in which the mark
was used.'%? At this point, I will not address the question of whether the
majority denied the relevance of political borders.'®> Important here is
that the new doctrine was tangibly market oriented. Trade and commerce
were to determine the scope of the market—goodwill would be deemed to
extend only so far.

In United Drug Co. v. Theodore Rectanus Co.,'°* the other half of the Tea
Rose/Rectanus doctrine, the trademark “Rex” was used by Ellen Regis, a
Massachusetts resident, for medicine starting in 1877. The business was
continued locally as a partnership with her son, and the trademark was
recorded. In 1911, United Drug purchased the company with all trade-
mark rights. Meanwhile, around 1883, Kentucky druggist Theodore
Rectanus started using, in good faith, the same trademark for medicinal
preparations. His use was limited to the city of Louisville and its vicinity;
the same was true for the respondent purchaser who later acquired
Rectanus’s business in 1906. United Drug did not sell the first “Rex”
products in Louisville until 1912. In its decision, the Supreme Court
rejected a theory of trademark infringement, particularly the contention
that a business owner having started trademark use in one place would be

190 1d. at 415-416.

191 14, at 416-417 and 418. For the Kidd/Derringer doctrine, see supra p. 90 et seq.
192 Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 417 (1916).

103 See infra p. 129 et seq.

%% United Drug Co. v. Theodore Rectanus Co., 248 U.S. 90 (1918).
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protected against second-comers if she subsequently decided to extend
her trade:

The asserted doctrine is based upon the fundamental error of supposing that a
trade-mark right is a right in gross or at large, like a statutory copyright or a patent
for an invention, to either of which, in truth, it has little or no analogy. ... There is
no such thing as property in a trade-mark except as a right appurtenant to an
established business or trade in connection with which the mark is employed. The
law of trade-marks is but a part of the broader law of unfair competition; the right
to a particular mark grows out of its use, not its mere adoption; its function is
simply to designate the goods as the product of a particular trader and to protect
his good will against the sale of another’s product as his; and it is not the subject of
property except in connection with an existing business.'°’

The court—once again—rejected the idea of trademark rights’ extension
beyond the actual marketplace:

It results that the adoption of a trade-mark does not, at least in the absence of
some valid legislation enacted for the purpose, project the right of protection in
advance of the extension of the trade, or operate as a claim of territorial rights over
areas into which it thereafter may be deemed desirable to extend the trade. And
the expression, sometimes met with, that a trade-mark right is not limited in its
enjoyment by territorial bounds, is true only in the sense that wherever the trade
goes, attended by the use of the mark, the right of the trader to be protected
against the sale by others of their wares in the place of his wares will be
sustained.!%®

Of course, the Supreme Court did not completely jettison the paradigm of
absolute property rights in trademarks. As Kenneth J. Vandevelde has
pointed out, the Hanover Star majority still preserved a potentially abso-
lute and unlimited concept through a flexible application of the estoppel
doctrine: a first user could not claim trademark rights in a geographical
area where she had failed to extend her commercial activity; the formal
ground for rights limitation here was abandonment."°” This juggling with
formal doctrine, however, did not mean that the conception of rights’
extension and scope of protection had remained unaltered. Even though
the Supreme Court literally upheld the idea of trademark property, the
paradigm had gained a qualitatively different foundation. The court
rejected the absolute extension of trademark rights as an end in itself.

195 1d. at 101, '%° Id. at 98.

107 See Kenneth J. Vandevelde, The New Property of the Nineteenth Century: The Development
of the Modern Concept of Property, 29 Buff. L. Rev. 325, 346-347 (1980). For the court’s
argument, see Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 419 (1916) (“[N]o
clearer evidence of abandonment by nonuser of trademark rights in the latter field could
reasonably be asked for.”). For a discussion of the estoppel doctrine in United Drug, see
Walter J. Derenberg, Warenzeichen und Wettbewerb in den Vereinigten Staaten von
Amerika 209 (1931).
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Protectable subject matter was limited to what could be found within the
marketplace; protection was “coterminous with the market actually
covered.”'%® In the wake of the Tea Rose and Rectanus judgments, courts
no longer adjudicated on conflicts between abstract rights but instead
began to separate different markets.'®’

The paradigm of a market/rights correlation is part of a bigger picture.
A similar trend has actually been identified regarding the contemporary
extension of rights into markets for unrelated goods. Shortly after the turn
of the century, courts had also begun to extend trademark protection to
separate product markets under a theory that would become known as the
Aunt Jemima doctrine.''° In short, this doctrine provided that if there was
a likelihood that consumers might be confused about the source of a
product, a trademark owner could protect even unexplored markets. As
Steven Wilf has pointed out, both Aunt Femima and Tea Rose/Rectanus
reflect the conquest for consumers’ minds.''* Under both doctrines, the
consumer is the cynosure of market allocation and the delimitation of
rights.

Under this perspective, it also becomes clear that Tea Rose/Rectanus
reflects a natural law approach. Earlier common law trademark doctrine
had regularly made reference to a theory of natural rights protection,
similar to the creation of copyrighted works. As Blackstone’s
Commentaries stated in 1884, the “right to the exclusive use of distinctive
trade marks” was “somewhat analogous to literary copyright” for one

108 John P. Bullington, Trade-Names and Trade-Marks—Territorial Extent of the Right

Acquired, 3 Tex. L. Rev. 300, 301 (1924) (with further references to state and federal
court decisions); Irvin H. Fathchild, Territoriality of Registered Trade-Marks, 3 Idaho L.]J.
193, 193 (1933).

For a list of cases (by circuit) following the Tea Rose/Rectanus rule, see 5 J. Thomas
McCarthy, McCarthy on Trademarks and Unfair Competition § 26:4 (4th edn., 2016); see
also Restatement (Third) of Unfair Competition § 19 (1995), comment.

See Aunt Femima Mills Co. v. Rigney & Co., 247 F. 407 (2nd Cir. 1917). For an analysis
of the courts’ shift from a concept of trademark conflicts within abstract markets to a
conquest of the consumers’ minds, see Steven Wilf, The Making of the Post-War Paradigm
in American Intellectual Property Law, 31 Colum. J. L. & Arts 139, 157-158 (2008). Fora
discussion of the Aunt Femima doctrine’s extension into statutory and common law, see,
e.g., Robert N. Klieger, Trademark Dilution: The Whittling Away of the Rational Basis for
Trademark Protection, 58 U. Pitt. L. Rev. 789, 797, 807 et seq. (1997).

See Steven Wilf, The Making of the Post-War Paradigm in American Intellectual Property
Law, 31 Colum. J.L. & Arts 139, 156-158 (2008); Frank S. Moore, Legal Protection of
Goodwill—Trade-Marks, Trade Emblems, Advertising, Unfair Competition 7 (1936)
(“Goodwill can only exist as a result of impressions made upon the brains of customers
and possible customers, and such impressions can be made only through the senses of
sight, hearing, smell, taste, and touch.”). For a discussion of the consumers’ minds’
occupation by brands and a terminology of “neural territory,” see Rebecca Tushnet,
Gone in Sixty Milliseconds: Trademark Law and Cognitive Science, 86 Tex. L. Rev. 507,
516-517 (2008).
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reason: similar to literary property, the right to the exclusive use of a
trademark was deemed to flow from a natural right to appropriate the fruits
of one’s own labor.''? But it was not an act of creation per se that would
promulgate the protectable res. Copyrights and patents were (and still are)
protected as products of the mind. Common law trademarks, by contrast,
were and are protected for their distinguishing function alone, a value that
must flow and result from their actual use in the marketplace.''® Therefore,
the creation of trademark rights in a Lockean sense was not a singular act
but rather the constant flow of marketing activities. Accordingly, the rele-
vant “fruit of labor” in trademark terms was market investment (under the
shorthand of “goodwill”).''* The trademark had become an instrument for
securing its owner the benefit of her efforts within the marketplace.!'

112 See William Blackstone & Thomas M. Cooley, Commentaries of the Laws of England in
Four Books, vol. 404 n.7 (3rd edn., 1884); see also Grafton Dulany Cushing, On Certain
Cases Analogous to Trade-Marks, 4 Harv. L. Rev. 321, 322-323 (1890) (“What it is
important to recognize is this: That the foundation of the law of trade-marks is natural
justice, or, as it is called, the principles of equity™); on the occupancy doctrine, see also
Stephen L. Carter, The Trouble with Trademark, 99 Yale L.J. 759, 762 n. 9 (1990).

113 For more on the distinction, see, e.g., In re Trade-Mark Cases, 100 U.S. 82, 94 (1879)

(“The ordinary trade-mark has no necessary relation to invention or discovery. The

trade-mark recognized by the common law is generally the growth of a considerable

period of use, rather than a sudden invention. It is often the result of accident rather than
design, and when under the act of Congress it is sought to establish it by registration,
neither originality, invention, discovery, science, nor art is in any way essential to the
right conferred by that act.”); see also Stephen L. Carter, Does It Matter Whether

Intellectual Property Is Property?, 68 Chi.-Kent L. Rev. 715, 720 (1993).

See, e.g., Avery & Sons v. Meikle & Co., 81 Ky. 73, 86-87 (1883) (“When a workman or

manufacturer has, by skill, care, and fidelity, manufactured a good article, it becomes of

the utmost importance to him that its origin and ownership should be known, and the
law points out to him what means and how he may appropriate them to indicate this
important fact, and when he adopts and uses [a mark to indicate origin], and his
reputation is thereby built up, it is to him the most valuable of property rights. Sound
policy, which dictates the protection of the public from imposition, the security of the
fruits of labor to the laborer, the encouragement of skillful industry, and, above every-
thing, the inculcation of truth and honor in the conduct of trade and commerce ...
demands that such a reputation so gained should be free from the grasp of piracy.”). See
also Wolfe v. Barnett & Lion, 24 La. Ann. 97, 99, 13 Am. Rep. 111 (1872) (referring to
Upton on Trade Marks and his formulation as “the true rule” to be “[t]hat the honest,
skillful and industrious manufacturer or enterprising merchant who has produced or
brought into the market an article of use or consumption, that has found favor with the
public, and who, by affixing to it some name, mark, device, or symbol, ... shall receive
the first reward of his honesty, skill, industry or enterprise; and shall in no manner and to
no extent be deprived of the same by another.”); Lawrence Mfg. Co. v. Tennessee Mfg.

Co., 138 U.S.537,546 (1891) (explaining a “just right” in the “custom and advantages”

for the first appropriator due to her “enterprise and skill”).

Boardman v. Meriden Britannia Co., 35 Conn. 402, 413-414 (1868) (“The object or

purpose of the law in protecting trade-marks as property, is two fold; first, to secure to

him who has been instrumental in bringing into market a superior article of merchan-
dise, the fruit of his industry and skill; second, to protect the community from imposi-
tion, and furnish some guaranty that an article, purchased as the manufacture of one
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Finally, under this perspective, it is also clear that the Supreme Court’s
doctrine of marketplace/rights correlation reflects the Lockean no-harm
principle. By definition, the principle contradicted unlimited rights exten-
sion. When an individual had appropriated an object from the public
domain through labor, it was clear that she was not to be deprived of
it."'® Anyone could acquire property through labor, but acquisition was
limited by the public’s claims in the commons—in other words, property
could be acquired only as long as there was “enough, and as good left in
common for others.”''” In this regard, the universal acquisition of trade-
mark rights by simple use in one part of the state or national territory was
questionable. Tea Rose/Rectanus implemented this concept of not taking
more than necessary. According to Locke, “God [had given] the world . ..
to the use of the industrious and rational . . .; not to the fancy or covetous-
ness of the quarrelsome and contentious.”"'® But even the industrious and
rational had to respect some limitations:

For as a man had a right to all he could employ his labour upon, so he had no
temptation to labour for more than he could make use of. ... What portion a man
carved to himself was easily seen; and it was useless, as well as dishonest, to carve
himself too much, or take more than he needed.'*’

This last point is also important with regard to the question of how
goodwill could be created and accumulated. By the late nineteenth cen-
tury, advertising had become a progressively important marketing tool.*?°
Theory and practice subsequently came to recognize the connection
between goodwill and advertising efforts. Courts and scholars alike
agreed that advertising investment, in addition to actual trading in the
marketplace, generated goodwill.'?! The New York circuit court’s 1897
case Hilson Co. v. Foster illustrated this point:

who has appropriated to his own use a certain name, symbol or device as a trade-mark, is
genuine.”).

116 See, e.g., John Locke, Two Treatises of Government, vol. V ch. I1, § 6, at 107 (1823); for a
general analysis of natural law theory (use and abuse) in intellectual property law, see
Wendy J. Gordon, A Property Right in Self-Expression: Equality and Individualism in the
Natural Law of Intellectual Property, 102 Yale L.J. 1533, 1544—-1545 (1993).

17 John Locke, Two Treatises of Government, vol. V ch. V, § 26, at 116 (1823) (“For this
‘labour’ being the unquestionable property of the labourer, no man but he can have a
right to what that is once joined to, at least where there is enough, and as good left in
common for others.”).

U8 1d at§34,at118. '° Id at§ 51, at 126.

120 See, e.g., Steven Wilf, The Making of the Post-War Paradigm in American Intellectual
Property Law, 31 Colum. J. L. & Arts 139, 160 et seq. (2008); see also Alfred D.
Chandler, Jr., Scale and Scope—The Dynamics of Industrial Capitalism 65 (1990).

121 See, e.g., Chapman v. L.E. Waterman Co., 176 A.D. 697, 711, 163 N.Y.S. 1059 (App.
Div. 1917) (“A demand created by advertisement belongs to the advertiser.”); Frank S.
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Where the goods of a manufacturer have become popular not only because of their
intrinsic worth, but also by reason of the ingenious, attractive and persistent
manner in which they have been advertised, the good will thus created is entitled
to protection. The money invested in advertising is as much a part of the business
as if invested in buildings, or machinery, and a rival in business has no more right
to use the one than the other.'??

Mere advertising of a brand—without actual sales—might not have been
enough to generate goodwill. But the use requirement for rights acquisi-
tion was still low. The branded product only had to be offered with an
intention of continued marketing.'?> Hence, advertising could span geo-
graphical areas in advance of actual commerce.'** Even though this
model came under pressure with the advent of radio and television
advertising, it would coin the doctrine of common law trademark acquisi-
tion for decades to come.'?’ In particular, conflicts resolution was to be

Moore, Legal Protection of Goodwill—Trade-Marks, Trade Emblems, Advertising, Unfair
Competition 52 (1936) (“Not only is advertising without doubt one of the most efficient
instruments for the building up of commercial goodwill by creating a desire for goods
and a belief in the minds of buyers that it will be beneficial to purchase them, but it also
may be used as one of the most efficient means for the protection of goodwill.”).
Hilson Co. v. Foster, 80 F. 896,897 (C.C.S.D.N.Y. 1897). For an approving analysis and
further references to contemporary case law, see Frank I. Schechter, The Historical
Foundations of the Law Relating to Trade-Marks 167-168 (1925) (see in particular id. at
171 (conclusion #4): “The owner of a trade-mark who expends large sums of money in
making his mark known to the public as a symbol and guarantee of the excellence of the
quality of his product should receive the same protection from the courts for his
investment in advertising his trade-mark that he would undoubtedly be entitled to
receive for investment in plant or materials.”). See also Edward S. Rogers, Some
Historical Matter Concerning Trade-Marks, 9 Mich. L. Rev. 29, 43 (1910) (tracing
increasing litigation towards the end of the nineteenth century to the “extended dis-
tribution of products [which] in turn is either the cause or the effect of modern
advertising,” and qualifying the interests involved as “more and more valuable,” because
“[a] well-known brand, trade mark or label is now-a-days the most valuable asset that a
trader can possess”); for a modern analysis, see, e.g., Pamela Walker Laird, Advertising
Progress: American Business and the Rise of Consumer Marketing 191-196 (1998).

123 See, e.g., William D. Shoemaker, Trade-Marks—A Treatise on the subject of Trade-Marks
with particular reference to the laws relating to registration thereof, vol. I 114 et seq. (1931)
(with further references to case law). Notably, use of the trademark on so-called
advertising commodities, such as on a trading stamp or in catalogues, would qualify as
“merchandise” within the meaning of statutory registration requirements. See id. at
123-125.

See, e.g., Harry D. Nims, The Law of Unfair Competition and Trade-Marks, with Chapters
on Good-Will, Trade Secrets, Defamation of Competitors and Their Goods, Registration of
Trade-Marks, Interference with Competitors’ Business, etc., vol. I § 35a, at 148 et seq. (4th
edn., 1947).

See, e.g., Adam Hat Stores v. Scherper, 45 F.Supp. 804, 806 (E.D. Wis. 1942) (challenging
Tea Rose/Rectanus by reference to the fact that “[t]his rule of law was adopted before the
days of extensive national advertising, especially by means of radio.”); Harry D. Nims,
The Law of Unfair Competition and Trade-Marks, with Chapters on Good-Will, Trade
Secrets, Defamation of Competitors and Their Goods, Registration of Trade-Marks,
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significantly influenced by the idea that goodwill transcended national
borders upon advertising.'?°

11 The Realist Artack: Much Ado about . .. Quite Little

The end of the nineteenth century was an era of formalism, a time of
“mechanical” jurisprudence. In academic fora and courtrooms alike,
legal reasoning and decision making were often reduced to a process of
deducing mechanical rules from broader principles. The language of the
law was paramount, and cases were decided by a rigid adherence to existing
precedents—often, as perceived by critics, in the interest of business cor-
porations in their struggle with workers, consumers, or other opposing
parties in the market.'?” The theory and practice of trademark-as-property
protection provides one example of such formalism. The doctrinal counter-
movement to formalism was so-called legal realism—or, more figuratively,
the “realist attack.”’*® Notwithstanding its overall groundbreaking
impact on modern legal thought, the realist attack’s practical conse-
quences on trademark doctrine were humble. Property terminology may
have been rethought. Yet neither the concept of goodwill nor the idea of
private rights protection was replaced or reconceptualized. In fact, one
might even conclude that some proponents of realism set the stage for a
modern repropertization of trademarks.

A The Turn-of-the-Century Crisis

An oft-enunciated example of the formalist/realist debate was the 1918
Supreme Court case International News Service v. Associated Press.**°
Daniel M. McClure has aptly characterized the majority’s opinion as a
“high water mark of formalist conceptualism in trademark-unfair competi-
tion law.”"3° The court granted the plaintiff a quasi property right to news
stories that the plaintiff had written and published and that had been,
according to the majority, misappropriated by the defendant, who had
rewritten and published the news stories as its own. Particularly famous is
their characterization of the defendant’s activities as a “reap[ing] where
it has not sown, and ... appropriating to itself the harvest of those who
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have sown.”'®! Justices Holmes and Brandeis each wrote dissenting

opinions. Holmes’s critique has been recited ever since:

Property, a creation of law, does not arise from value, although exchangeable—a
matter of fact. Many exchangeable values may be destroyed intentionally without
compensation. Property depends upon exclusion by law from interference.'>?

The open conflict between formalist and realist ideas of “property” in
International News Service laid the foundation for a modern critique of the
classic unfair competition doctrine.'?? It is actually not surprising that the
realist attack, among other things, targeted the concept of trademark-as-
property protection and the various ideas of what competitor goodwill
protection should include. Not only had legal scholars been unable to
agree on a uniform, consistent, and comprehensive definition of “trade-
mark property” and “goodwill,”'** but courts had also been unable to
provide for workable standards—and they openly expressed their discon-
tent with the void of theoretical insight and instruction. Indeed, legal
thought had not managed to provide a theoretical structure or a practi-
cally workable model. An explanation for why certain conduct should be
deemed admissible while other instances of business activity should be
enjoined was amiss. Not surprisingly, practical outcomes were often
unsatisfactorily diverse and imbalanced—while the idea of property rights
seemed to overextend protection in some instances, it prevented adequate
relief in other cases, even where commercial dishonesty was evident.'*>
One example of the courts’ self-acknowledged desperation is the 1935
case Premier-Pabst Corp. v. Elm City Brewing Co.:

[S]ome have vaguely suggested that a right to a name may be a part of one’s “good
will” which is a subject-matter of property from which all others may be excluded.
But such an assertion gets us nowhere. For “good will” itself is too loose and
uncertain a quantity for aid in definition. As commonly conceived, it is a com-
pound of many factors, and those factors chiefly associated with the concept seem
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to have little association with rights in a name. Thus value “as a going concern” is
frequently considered as a part of “good will.” But such value seems quite distinct
from the value attributable to the right to a name. And again, good will is some-
what vaguely considered as the favorable regard of the purchasing public for a
particular person, or for goods or services known to the public to emanate from a
particular source; a regard founded (usually) on past dealings or reputation and of
value in so far as it may be expected to produce further dealings. But good will so
construed certainly is not property in any technical sense; for no man can have,
either by prescription or contract, such a proprietary right to the favorable regard
of the public that he may exclude others therefrom.!>°

Apart from the critique that contemporary formalism was biased toward
protecting the corporate haves and disfavoring have-not newcomer and
weaker parties, the debate was also seen as illustrating the disciplinary
limitations of jurisprudence. With respect to goodwill in particular, the
problem was how to “translate” genuinely economic concepts into poli-
cies of trademark and unfair competition law. In light of the complexity of
real-world market transactions and inter-competitor and consumer-
competitor relations, however, the goodwill paradigm was increasingly
unmasked as being too unstructured and indeterminate. In other words,
the spheres of marketplace economics and of legal doctrine were too far
apart to allow for a smooth osmosis of ideas and concepts. As Christie’s
1896 critique of “goodwill” highlighted, “The term was originally one of
the market-place rather than of the law courts.”'>” Accordingly, it seemed
that the concept’s time had expired. Indeed, during the first decades of
the twentieth century, the classic doctrine of unfair competition had
evolved into one of the realist’s favorite béte noires.

B Courts’ Adherence to “Transcendental Nonsense”

Arguably, the most prominent critique of formalism came from Felix S.
Cohen. His iconic 1935 Columbia Law Review article, “Transcendental
Nonsense and the Functional Approach,”'*® became world-famous for
its cynical account of legal doctrine at the time. Mocking legal formalism
and categorization as transcendental nonsense, Cohen described such
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legal reasoning—especially that regarding trade-name protection—as
devoid of a true policy foundation.

His critique started with an explanation of common myths and meta-
phors employed in traditional jurisprudence in order to masquerade the
social forces that were actually molding the law and shaping the outcome
of interest conflicts.'>® As he pointed out, contemporary doctrine’s foun-
dation on self-contained definitions and rules created a system of adjudi-
cation isolated from social reality. Per se, the justification and critique of
legal rules in purely legal terms meant arguing in a vicious circle.!*® As he
further illustrated, again referring to the historical development of
trademark-as-property protection, courts and scholarship focused on
the protection of intangible values, which ultimately resulted in a “divorce
of legal reasoning from questions of social fact and ethical value.”'*! In
particular, he attacked the shift from passing-off theory and from the
concept of preventing deception to a system of property protection. In
this regard, he specified the “thingification” of property as the primary
evil that circular reasoning had created.!*? In the end, the propertization
of consumer responsiveness had become an instrument for creating and
distributing a “new source of economic wealth or power.” In short,
property had become a perverted function of inequality.'*?

Cohen’s critique not only alluded to the general “monopoly phobia” of
the 1930s'** but also demanded a new understanding of policies con-
cerning marketplace and competition regulation. Clearly, a simple balan-
cing of interests was inadequate. Cases of trade diversion by confusion
and the large array of other scenarios of improper misappropriation would
no longer fit under the same umbrella of property protection, prevention
of unfairness, and trespass. The maze of “economic prejudice masquer-
ading in the cloak of legal logic,” as Cohen suggested, could be lifted only
by a clear analysis of socioeconomic factors. The long-perceived homo-
geneity of policies—traditionally pushed into the catch-all concept of
goodwill—was gone:

The prejudice that identifies the interests of the plaintiff in unfair competition
cases with the interests of business and identifies the interests of business with the
interests of society, will not be critically examined by courts and legal scholars
until it is recognized and formulated.'*®

Yet, as seen above, despite the fact that this realist critique was compelling
and pointed, it did not lead to a sustainable modification of trademark
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doctrine. By contrast, it appears as if realism ultimately contributed to an
ever-deeper implementation of propertization