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Judicial authorities differ on Trademark
Law interpretations
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egardless of the different opinions on “made in China”,

the “OEM plus export” business model has developed
rapidly in China. OEM (original equipment manufacturer) is a
model where an overseas company engages a Chinese enter-
prise to do production and affix representations of the client’s
trademark for re-export to the originating country for sale.
Due to certain commercial advantages, enterprises in China
have become the favoured suppliers for overseas brands, while
simultaneously giving rise to a series of legal issues including
trademark infringements.

In the past 10-20 years, China has witnessed quite a few
of these types of cases, and from ensuing judgments it can be
seen that judicial authorities lack uniform criteria for coming to
their findings. In fact, the current Trademark Law, Implementing
Regulations for the Trademark Law and related judicial interpre-
tations also do not expressly specify whether infringement is
constituted when the trademark used by an OEM is identical or
similar to a trademark registered in China by a third party, giving
rise to certain judgments that have been diametrically opposed.
The focal point lies in whether OEM production constitutes
trademark use for the purposes of the Trademark Law. The main
legal basis when judicial authorities and administrative authori-
ties hear cases are article 57 of chapter 7, and article 48 of
chapter 6 of the Trademark Law, the so-called “gold standards”
of the Trademark Law.

The 2001 “NIKE” trademark dispute between Nike and
a certain clothing manufacturer in Jiaxing, and the “NOKIA
EGYPT” trademark dispute between Nokia and a certain tech-
nology company in Wuxi, show that courts in Guangdong and
Shanghai hold a positive viewpoint in respect of the finding of
OEM infringement. The courts held that the territorial nature
of trademark rights causes the trademarks of companies from
outside the territory not to be subject to the protection of
Chinese laws, and OEM acts constitute trademark use.

Just when we thought that this was a positive for OEM
trademark disputes, it was negated in a recent infringement
case appealed to the Supreme People’s Court (SPC). Hong
Kong Foster registered a reference mark in mainland China
(see the figure), but discovered that Ningbo Pujiang Yahuan
used two case marks (see the figure) that are identical to its
own on the padlocks that it produces. Accordingly, Foster took
Yahuan to court.

Yahuan has been engaged by Truper Herramientas of Mexico
since 2010 to produce the case mark bearing padlocks for
export to Mexico. Truper Herramientas had registered the case
marks in Mexico. In 2011, Foster sued Yahuan in the Ningbo In-
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termediate People’s Court for infringement of its exclusive right
to use the trademark.

The Ningbo court held that a foreign-related OEM rela-
tionship existed between Yahuan and Truper Herramientas.
Pursuant to article 3 of the Implementing Regulations for the
Trademark Law, and article 52 of the Trademark Law, Yahuan’s
act constituted “use” for the purposes of the Trademark Law,
its case mark 2 infringed the reference mark and it was required
to cease the infringement and pay Foster compensation in the
amount of RMB50,000 (US$7,700). The act of using case mark
1 did not constitute infringement.

Both parties appealed the case. The Zhejiang High Court
tried the case in 2012, quashed the judgment at first instance,
found that Yahuan's use of both case marks constituted infringe-
ment and increased the measure of damages to RMB80,000.
Yahuan decided to appeal to the SPC.

The SPC rendered a final judgment on 26 November 2015,
quashing both judgments at first instance and appeal, and
finding that Yahuan's act of using the PRETUL related represen-
tations did not constitute use for the purposes of the Trademark
Law, and did not constitute trademark infringement.

The presiding judge assessed trademark use as follows:
“The Trademark Law protects the basic function of trademarks,
their function of identification. To determine whether the use of
identical trademarks for identical goods, or similar trademarks
for identical goods or identical or similar trademarks for similar
goods is likely to result in confusion, it is necessary to take a
trademark’s ability to fulfill its identification function as the pre-
condition. That is to say, whether the trademark’s identification
function is compromised is the basis for determining whether
the trademark rights have been infringed. Where a trademark
cannot possibly fulfil its identification function and trademark
use for the purposes of the Trademark Law is not consti-
tuted, determining whether the use of identical trademarks
for identical goods, or similar trademarks for identical goods,
or identical or similar trademarks for similar goods, is likely to
result in confusion does not have any actual significance.”

From this it can be seen that the SPC holds an opinion on
“use for the purposes of the Trademark Law” that is diametri-
cally opposed to that held by the court at first instance and the
appeals court.

The PRETUL case has a profound impact on judicial practice
and administrative protection. First, it makes law enforcement
by customs more difficult. To protect the IP of rights holders
that has been filed with the General Administration of Customs,
customs checks and seizes suspected infringing articles.
However, customs could have a legal action instituted against it
by the concerned party based on the SPC’s opinion, an action in
which it may have difficulty prevailing.

This will have a negative impact on an active customs
approach to law enforcement. Furthermore, this will shake
multinational corporations’ resolve on cracking down on acts of
passing off in China. However, it is good news for companies
that have not registered trademarks, or whose brands have been
preemptively registered in China, reducing their apprehension of
disputes arising from the use of Chinese OEM suppliers.

As China does not apply case law, the end of OEM disputes is
not in sight. A curious point in the PRETUL case is that although
diametrically different outcomes were rendered in the trials at
the three different levels, each court mainly based its judgment
on article 52 of the Trademark Law.
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