Gray Market Presents Legal Challenge for Brands

By Lea Casabona

(" ray-market goods can de-
Tetroy a brand. ruin markets
ant weaken retail relation-
ehips. et apparel and accesso-
rias manufacturers have little
legal recourse when it comes
to the sale of gray goods, expos-
ing flaws in today's distribution

stem and intallactual propsrty
E|:-i'r-:-tnz--:*li-:-n afforts. e

Sometimes called parallel im-
ports, gray goods are legitimate
products that are distribubed
through channals not authorized
by their original manufacturer.
The products. intended For sale
outside the U5, are often sald
Statesite — and at lower price
poinls. An authentic designer
handtag manufactured for dis-
tribution in Europe. for exam-
pla.is considared “gray"” if it is
ol in the L5, instead.

“Tha prablam of stopping
gray-market poods inthe appar-
el area is almosl impossible,”
gaid Brian Brokate, partner,
Gibney Anthony & Flaherty

Under current lagal statutes,
gray-market items are only illagal
if there iz a material difference

betwesn the items b2ing brought
in from abroad and thrl:':%-E' ITI:;'%E-

factured For distribution here In
the apparel and aceessorias busi-
naszes, though, products may b
identical worldwide. a situation

that lends them o being solé in
umintendad markets While aray-
markat FII"I:I:I uzlE ha I"lj|}' E2 e ag
da ITIEEiHE to a brand as counter-
fisit gonds. the blurry 1egal lines
translate inlo a Aeld l:ﬂj-' for dis-
counters as wall a5 an erogion of
abrand's equily.

While technically a lagal
source of UEEiEI’IE‘F EEIIZII:E for
I:IFF-FI rice retailers sueh as

“When thoss [luxury] goods
are marketed in the offprice
stores, that underculs the cachet
that the brand has developed.
S0t undereuts the marketing, it
une ercuts their ability to extract
a premium price OF course, its
the premium price in the 1.5
that's ereating the opportunity
anyway.” Dunne said.

Pricing ismt tha only issus. If

kdGray goods can ruin someone’s
market. Your authorized retailers

get angry and stop dealing with you
because you're not controlling how your

goods are sold.”?

Marshall's, TJ Maxx and Annie
Sar, luxury brands hardly want
theair products in stores whare
they have 0o control over mer
chandising or pricing.

Luxury brands thal charge
premium pricas for their goods
dom't wanl their products in dis-
count stores, aid Gerard Dunne,
a lawyer who has represented
both discounters and major
brands in gray-market litigation,
but now primarily represents
discounters such as Annie Saz.

— Ed Haddad, New Balamce

any given market has an infAux
of gray goods, authorized, full-
price retailers such as boutiques
and cepartmeant stores have
little reazon to continue selling
the identical goods,

“Gray goods can nlin some
ones market. Your authorized
retailers get angry and stop desl-
ing with you because you're not
controlling how your goods are
aald. It can [lead to] discoual-
ing and can really do damage 1o
a brand,” =aid Ed Haddad, wica

president of intellactual proper-
Iy and licensing at Mew Balance

From a consumer stani point,
gray-markel goods are a seem-
ingly legitimate source For brand-
ed goods, “People have an ex-
pctation of Anding bargains, of
going to a Filenss Basement or a
Marshall's or a similar ¢iscounter
and finding procuct there How
that product gels there or how
it's labeled. they don't really care.
They jusl sea the fact thal the
product i= at a price that they can
afford,” said Angelo Mazza, part-
ner, Gibney, Anthony & Flaherty,

However, gray-market poods
can cause problems for vend ors
and consumers, especially in
cages where legitimate gray-
market goods are mixed in with
counterfieit produets. The Aood
of gray-markel goods can also
weaked sanctions against coun-
terfzits, said Mazza.

Counterfeit enforcemant is
already a complicated and dif
ficult fght. Gray-market goods
muddy the water further by in-
ereasing the volume of “ques-
tionable” shipmeats and posing
some sticky challenges in rela-
tion to customs,

For example, if a buyer for
an offprice retailer ships a con-
tainer of gray-markel designer
branded hancdbags to the 1.5,
Customs inspectors may initially
thinkit is a shipment of counter-
fieil goods due to the size of the
shipment. usually a red fag for
counterfeits, Bul once assured
that many ofthese shipmenls ars
of authentic gocds, Customs may
start easing their inspections of
branded products, and in efiect,
expose the market bo more ¢oua-
lerfiit goods than ever befiore,

“A& 1ot of times, Customs will
gtop shipments and then try to
get information from companies
about whether it is countermil or
gray market and whether it should
tex sized] or lel into the country.”
=aid Heather MeDonald, partner
with the law firm Baker Hostetler

Counterfeits. which geparate

800 billion in global sales. are
s0 pervasive loday that it can be
nearly impossibls o distinguish
bedween the bwo Kinds of poducts,
aceording to industry sources,

With few avenues for legal
action againsl the distribution
of gray-markel goods, branded
companies will sometimes fle
trademark infringement law-
suits claiming that goods are
counterfieit when they are really
gray market, Dunne said.

Thizs resulls in a frenzy of
lawsuits. even when there has
b no erime, From the sellar
or importer's perspective, while
they are legally within their
rights, defending a lawsuit is
costly. Often companies that are
sued will back down because
their investment in the goods is
le=s than the cost of a lawsuit

“It=sa perfctly legal trade, it
can't be stopped legally, but peo-
ple can be intimidated by law-
suits of counterfeiting,” Duane
saie. Few retailers want o be
tainted by accusations of coun-
terfeiting in tod ays markel.

Annie 5ez, which is operated
by Biig M, has been sued by sever-
al luxury brands in recent years,
incluting Polo Ralph Lauren.
Gueci and Fendi Adels 5rl for
alleged trademark wiolations,
Recent lawsuils filed against
discountars like Wal-Mart and
Target by brands like Fendi and
Ceach could also be connected
tothe purchass of gray goods.,

A I-:nliul:uftne _g_ra;-%;-u”m prob-
lam for apparel companies in the
1.5 stems from weaknessas inthe
policing of the overseas digribu-
tinn system. It is important to have
control over foreign licenseas and
retailers in paficular soufees
said. Companies wilh overseas
manufactiring and distribution
nead to think about placing re-
strictions on those entities regand-
ing bulk sales of procucts and how
product is distributed and dis-
poeed ofin general. sources said.
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