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Loss of Brand Equity from Sport Trademark Dilution: Computerized Experimental Framework 
 
When brand entities such as name, logo, catch-phrase, and trade dress satisfy the legal standards demanded under 
the Lanham Act, the federal trademark law, mark owners may enforce their rights against unauthorized users of their 
marks. Since the federal trademark law was primarily designed to protect the schematic association between 
trademarks and their products or services (Cho, 2015; Cho & Moorman, 2014), various research perspectives and 
platforms of consumer behavior theories have provided practitioners and scholars with insightful information 
(Bradford, 2008; Lau & Phau, 2007; Magid, Cox, & Cox, 2006; McKenna, 2009; Tushnet, 2008). For instance, brand 
recognition and awareness studies are in essence the theoretical foundations for trademark infringement and dilution 
claims (Morrin, Lee, & Allenby, 2006; Simonson, 1993). Consumer information processing studies have legitimized 
the legal protection of trademarks rights (Peterson, Smith, & Zerrillo, 1999; Pullig, Simmons, & Netemeyer, 2006) in 
terms of the law and economics perspectives (Landes & Posner, 1987).  
 
An owner of legally protected mark may bring a lawsuit against an unauthorized user of the mark if the defendant’s 
mark is deceptively similar to the plaintiff’s. (15 U.S.C. § 1114(1)(a); § 1125(a)(1), 2012). There are three elements 
necessary for such legal action: (1) legally protected mark; (2) unauthorized use; and (3) likelihood of confusion. 
Thus, legal actions under § 1114(1)(a) and § 1125(a)(1) require plaintiffs to demonstrate consumer confusion. As a 
result, the plaintiff must demonstrate that an appreciable number of consumers would likely be confused because of 
the defendant’ deceptive trademark. A number of Federal Circuits have developed different versions of the 
likelihood of confusion test. One of the most popular scrutiny was developed by the Second Circuit in Polaroid v. 
Polarad Electronics (1961). The so-called Polaroid Test consists of 8 factors to determine the likelihood of 
confusion in trademark infringement litigation. They are: (1) strength of plaintiff’s mark; (2) the degree of similarity 
between the two marks; (3) the proximity of the products; (4) the likelihood that the prior owner will bridge the gap; 
(5) actual confusion; (6) the reciprocal of defendant’s good faith in adopting its own mark; (7) the quality of 
defendant’s product; and (8) the sophistication of the buyers. Pursuant to the test, two similar marks in 
conspicuously different product categories would coexist without serious legal consequences, e.g., Ford Motor 
Company and Ford Model Agency.  
 
On the other hand, Trademark Dilution Act and Trademark Dilution Revision Act provide an owner of a famous 
mark with another cause of action. The law states: “the owner of a famous mark … shall be entitled to an injunction 
against another person who … commences use of a mark … that is likely to cause dilution by blurring or … 
tarnishment of the famous mark, regardless of the presence or absence of actual or likely confusion, of competition, 
or of actual economic injury.” (Trademark Dilution Act, 15 U.S.C. § 1125(c)(1), 2012). Given the letters of the law, 
plaintiffs in dilution cases do not need to establish consumer confusion, i.e., the element of likelihood of confusion. 
Legal scholars and practitioners have criticized this radical doctrinal shift in the jurisprudence of trademark law on 
the ground of various public policy concerns, i.e., inconsistency between dilution and infringement theory (Beebe, 
2008; Beerline, 2008; Long, 2006; Vapnyar, 2003), anticompetitive characteristics (Bradford, 2008), chilling effects 
on free expression (Curran, 2004; Lemley, 1999), unsubstantiated harm from dilution (Lemley, 1999; McKenna, 
2009; Tushnet, 2008), etc.  
Nike v. Nikepal (2007) was a case initiated by the famous sport brand where the federal dilution statute critically 
helped NIKE by providing the enhanced enforcement mechanism under the federal dilution law. In 2007, NIKE 
sued a vendor who sold biotech lab supplies such as syringes and chemicals under the allegedly dilutive name, i.e., 
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NIKEPAL. Nike v. Nikepal (2007). Without the federal dilution law, the litigation might have been a challenging 
battle for NIKE since the traditional infringement cause of action requires the proof of likelihood of confusion. 
Meaning, NIKE might have had to persuade the fact finders that an appreciable number of consumers were likely to 
believe that the syringes and chemical supplies were sold by or somehow affiliated to the sport merchandising giant. 
Pursuant to the federal dilution law, however, the District Court decided in favor of NIKE by granting a permanent 
injunction. In contrast, ADIDAS had only a partial victory in a prolonged litigation against HERBALIFE over the 
two brand logos, i.e., Trefoil (ADIDAS) and Tri-Leaf (HERBALIFE). Adidas v. Herbalife (2010). While ADIDAS 
successfully moved for multiple summary judgments in the matters of breach of contract and unfair competition, 
the court ultimately refused to grant a permanent injunction under the legal standard articulated in eBay v. 
Mercexchange (2006). 
 
Given the controversial nature of dilution law, this study investigated one of the most crucial questions related to 
the public policy behind the law, i.e., whether the junior use of famous trademarks would result in recognizable 
financial loss on the senior sport brands or gains on the junior marks. The study used a computerized experimental 
platform that was designed to examine the elusive concept of dilutive effect by measuring financial values of junior 
brands perceived by subjects before and after dilutive treatment. The study examined whether any financial value 
gains of junior marks exists because of the treatment during the experiment. First, the project empirically developed 
a measurement scale that assesses perceived financial values of junior marks in terms of the Contingent Valuation 
Method (CVM), which is one of very few available techniques for estimating economic valuation of non-pecuniary 
assets (Hanemann, 1994; Loomis, 1987; Mitchell & Carson; 1989). Respondents answered on their maximum 
willingness to pay for the focal brands (e.g., NIKEPAL and HERBALIFE) and the individual pecuniary values were 
aggregated and applied to the population in order to estimate the financial values of each brand at issue (Johnson & 
Whitehead, 2000; Lee & James, 2015). Second, dilutive information as treatment was administered when subjects 
were engaged with an on-line shopping environment. Subjects were constantly interrupted by hypothetical 
advertisements of junior marks while they attempted to buy a variety of sport merchandise. Both brand logos and 
brand names of NIKEPAL and HERBALIFE popped up as a form of banner ads. Lastly, a set of posttests was 
conducted to test whether the treatment significantly diluted the financial values associated with the junior marks. 
The result did not support the main rationale of trademark dilution law, i.e., the so-called “death by paper-cut.” For 
instance, NIKE’s perceived financial value is not significantly changed by the junior mark, i.e., NIKEPAL (Mpre-
test=$78.38(80.74); Mpost-test=$59.69(21.58) F(1, 162)=1.45, p>.05) and had no meaningful financial gains existed 
on junior brands. Several practical and theoretical implications will be shared and discussed in the presentation. 
 


