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The Industrial Commission of the Turkish Grand National Assembly
has approved the draft Industrial Property (Rights) Law, meaning
that Turkey is poised to introduce the doctrine of international
exhaustion of IP rights. This move is intended to address concerns
regarding the ambiguous implementation of the doctrine, as well as
its confusing interpretation by the courts and in literature, which
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allows the free parallel import and export of goods in and out of i ’.'.',':
Turkey. ;
Proposal Mehmet Giin

Deleting the words "in Turkey" from the currently applicable decree-

law, Article 152 of the draft Industrial Property (Rights) Law, entitled

"Exhaustion of Rights", provides for the international exhaustion of an IP right following
the first sale of goods by the owner or with his or her consent. The commission
deliberations have shown a preference for the international exhaustion of rights. This
preference has been justified on the grounds that:

* a right will be exhausted strictly in respect of the goods put to market by or with
the owner's consent; and
« it will eliminate ambiguity in the doctrine's implementation and interpretation.

The existing decree-laws governing industrial property rights (ie, patents, trademarks,
industrial designs and geographical indications) adopt the national exhaustion of IP
rights following the first sale on the Turkish market. According to the law, IP owners'
rights outside Turkey are preserved if the goods are sold outside Turkish territory.
Thus, rights holders, irrespective of the exhaustion of their rights in Turkey, can control
the movement of their goods in foreign jurisdictions. It may also be argued that the
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exhaustion of rights should not extend to export sales outside Turkey. However,
allowing rights holders to control export sales may not be desirable from the
perspective of both Turkey and the importing country.

Case law

Turkish case law on the exhaustion of rights has evolved in such a manner that it
almost implies international exhaustion in respect of the import of goods into the
Turkish market, thus allowing parallel imports of goods even if the rights in the original
country may not have been exhausted internationally. It is arguable that by its nature,
the doctrine of exhaustion is international because it can be argued that the
exhaustion of rights severs the relationship between the owner and the goods
permanently, irrespective of the jurisdiction to which the goods may travel.
Accordingly, it could be claimed that Turkish case law — which holds that the first sale
of goods in any market exhausts rights — agrees with this.

Thus, similarities may be drawn between Turkish case law on the exhaustion of rights
and South African, Swiss and Canadian case law, and Turkey may be classed among
the jurisdictions that emphasise the balance of rights by abolishing monopolies on the
import of goods.

However, Turkish case law also requires that the same branded goods must first have
been sold on the Turkish market by or with the owner's consent. While the doctrine of

exhaustion concerns goods that have been in commercial circulation, and the relevant
rights are exhausted only in respect of goods using those rights, case law evolved in a
way that resulted in preventing the owner from exerting control over his or her market

share through IP rights. Under existing case law, the owner's rights are thus restricted
to deciding whether to enter the Turkish market.

Discrepancies between the true meaning of the doctrine of exhaustion and case law
have led to major confusion. As a result, the reasoning behind Article 152 of the draft
law states that one of the main aims of the provision is to address concerns
surrounding ambiguity and implementation.

The exhaustion of rights must go hand in hand with the territoriality of protection, as a
rights holder can be deprived of rights only to the extent that these are granted by
each sovereign jurisdiction. Logically, no jurisdiction should be able to take away a
right that it cannot grant in the first place. Indeed, due to the sovereignty of states and
the territoriality of rights, the IP rights in one jurisdiction are not affected by the IP
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regime of another sovereign jurisdiction. Therefore, the exhaustion of rights must be
limited to the territory of protection (ie, the territoriality principle). In other words, the
territoriality of protection should determine the boundaries of the doctrine of
exhaustion.

Despite the fact that all sovereign jurisdictions have their own IP rights, their markets
are part of a much larger, global market. As a result, rights holders must obtain
multiple registrations for a single IP right in as many jurisdictions as they seek
protection. Thus, goods protected by IP rights travel within global markets under the
territorial protection afforded by individual registration in each jurisdiction. A series of
territorial registrations for a single brand functions like a large umbrella composed of
various patches to protect the goods.

Perhaps the single most important threat to such patchy protection is the international
exhaustion of rights in a single jurisdiction, which is capable of overruling all territorial
protection. Once goods are sold in the jurisdiction implementing the doctrine of
international exhaustion, it would be almost impossible for the rights holder to prevent
the import of those goods into other jurisdictions based on the local registrations.
Indeed, how could a rights holder which has exhausted its rights globally argue that its
rights should be protected? Given the similar case law in South Africa, Canada and
Switzerland which allows for the parallel imports of goods first sold in other
jurisdictions, even if the rights have not been internationally exhausted, it would be
hard for rights holders to exercise IP rights over goods once they have been sold in
the Turkish market, thus exhausting rights internationally.

Commission process
During the review of the draft law before the commission, various organisations and
parties commented on the proposal:

 The Union of Turkish Commercial Chambers and Bourses, which represents
thousands of domestic businesses and investors abroad, argued that allowing
goods sold on the Turkish market to move in and out of Turkey freely would risk
destroying valuable foreign markets protected by IP rights as the cheaper
versions of branded goods will invade those markets through parallel exports.
This would also disincentivise value added production in Turkey, giving an
advantage to financially resourceful dealers seeking opportunistic gains.

* Non-governmental organisations representing foreign investors argued that it
would send a strong deterrent signal against local manufacturing as the free
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movement of goods they produced in or exported into Turkey would encourage
the parallel exports of goods into other markets, jeopardising foreign markets
abroad.

» Opposition members of Parliament argued that, as the requisite regulatory
impact analysis had not been carried out in respect of Turkish exports abroad
and the proposal would have an adverse effects on foreign market shares gained
by the national companies' hard work, the commission should adopt the doctrine
of national exhaustion.

* The Ministry of Industry, Science and Technology and the Ministry of Economy
stated that international exhaustion was a better choice for Turkey in respect of
both imports and exports, while the Competition Authority opined that the
international free movement of goods would increase intra-brand competition and
decrease prices.

* The representative of the European Commission also stated that adopting the
international exhaustion of IP rights would be incompatible with the EU-Turkey
Customs Union Agreement.

However, after lengthy deliberations the commission approved Article 152, thereby
supporting the doctrine of international exhaustion.

Comment

The draft will now be deliberated by the General Assembly and, if approved, will be
enacted to replace the existing decree-law. Given the resolve of the ministry, no
changes are expected. However, in theory it is possible for the General Assembly to
introduce amendments that would revert back to the doctrine of national exhaustion.
The enactment process may be completed within two to three months.

Therefore, manufacturers and rights holders should review the effect of this radical
change on their manufacturing, marketing, import and export activities, and should
prepare themselves to adapt to the free movement of goods in and out of Turkey.
Further, Turkish policy makers will need to consider the effects of international
exhaustion on their policies.

For further information please contact:
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