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SECOND-HAND MARKETS

FOR DIGITAL COPIES IN EUROPE:
AN ILLUSION?



What are we
speaking about?









Can you resell digital copies of copyright works?
If so, is this true for any type of work?
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The right of distribution
within the EU copyright architecture



Right of distribution: Article 4(1)(c) Software Directive

“ … [T]he exclusive rights of the rightholder … shall include the right to do or
authorise … any form of distribution to the public, including the rental, of the
original computer program or of copies thereof.”



Right of distribution: Article 4(1) InfoSoc Directive

“Member States shall provide for authors, in respect of the original of their
works or of copies thereof, the exclusive right to authorise or prohibit any form
of distribution to the public by sale or otherwise.”



The principle of exhaustion and its rationale



• Derived from German and US laws

• Rationale: strike balance between IP protection and free movement

• Treaty of Rome and the idea of a common market
• Free movement of goods and services as primary means to achieve economic

integration

• Metro, C-78/70
• Creation of an internal area without frontiers
• Existence / exercise of IPRs: balance between IP protection and free movement of

goods

• Reference in a number of directives, including Software and InfoSoc Directives



Exhaustion: Article 4(2) Software Directive

“The first sale in the Community of a copy of a program by the
rightholder or with his consent shall exhaust the distribution right
within the Community of that copy, with the exception of the right
to control further rental of the program or a copy thereof.”



Exhaustion: Article 4(2) InfoSoc Directive

“The distribution right shall not be exhausted within the Community in respect
of the original or copies of the work, except where the first sale or other transfer
of ownership in the Community of that object is made by the rightholder or with
his consent.”



But:

Recital 28: “Copyright protection under this Directive includes the exclusive
right to control distribution of the work incorporated in a tangible article. The
first sale in the Community of the original of a work or copies thereof by the
rightholder or with his consent exhausts the right to control resale of that
object in the Community”

Recital 29: “The question of exhaustion does not arise in the case of services
and on-line services in particular”

Article 3(3): “The rights of communication and making available to the public
shall not be exhausted”



So, to have exhaustion of
the right of distribution

• There must be a ‘lawful sale’
(by rightholder or with his
consent)

• Of a copyright work or a copy
thereof

• The sale must transfer
ownership of work or copy
thereof



But is there
such thing as

digital exhaustion?



The case of
computer programs:

the UsedSoft
decision



UsedSoft (2012): background

• Oracle SW available for download from website
• Download + user licence
• 1 licence x 25 users
• “With the payment for services you receive, exclusively for your internal business

purposes, for an unlimited period a non-exclusive non-transferable user right free of
charge for everything that Oracle develops and makes available to you on the basis of
this agreement”

• UsedSoft markets used SW licences
• Licences acquired from Oracle customers
• UsedSoft customers not yet in possession of Oracle SW, first acquire licence and then

download SW
• If additional licences, SW copied in users’ workstations



CJEU response

Article 4(2) of the Software
Directive is to be interpreted
in the sense that the right of
distribution over the copy of a
computer program is
exhausted following the grant
of a licence if this can be
considered tantamount to a
sale, despite the different
contractual qualification given
by the parties.
(Confirmed in Microsoft – does not extend to
back-up copies)



What is a “sale”?

• Notion

• Autonomous concept of EU law (no reference to MSs in Software Directive)

• Broad

• Agreement by which a person, in return for payment, transfers to another person his
rights of ownership in an item of tangible or intangible property belonging to him

• Donwload + Oracle licence are inseparable from the point of view of acquirer, as
they are aimed at obtaining the right to use the copy for an unlimited time, following
payment of a price which is tantamount to its economic value

• Download of Oracle SW is a sale despite different nomen juris



The (non-)case of other copyright works

NB: here the question falls under the InfoSoc Directive



Is CJEU likely to extend UsedSoft to subject-matter
other than computer programs?

• CJEU in Nintendo (2014): “Directive 2009/24 constitutes a lex specialis in
relation to Directive 2001/29 … [T]he protection offered by Directive 2009/24
is limited to computer programs.”

• Commission in leaked White Paper (2014): premature to address digital
exhaustion

• Uncertainties also in the US as regards best reform options
• Speaking of the US: first sale doctrine and ReDigi case (2013) – no digital exhaustion

• Court of Appeal of Hamm (2014): no digital exhaustion under InfoSoc Directive
(2014 case concerning audiobooks)

• District Court of Amsterdam (2014): UsedSoft principles applicable to second-
hand ebooks



Allposters (2015)

• Unauthorised making and selling of altered versions of works (transfer of posters on
canvas)

• Could this reproduction be considered OK because of exhaustion of the right of
distribution?

• Recital 28
“Copyright protection under this Directive includes the exclusive right to control
distribution of the work incorporated in a tangible article. The first sale in the Community
of the original of a work or copies thereof by the rightholder or with his consent exhausts
the right to control resale of that object in the Community”

• Recital 29
“The question of exhaustion does not arise in the case of services and on-line services in
particular”

• Agreed statements Article 6 WCT: only tangible copies



CJEU response

• AG Cruz Villalón: right of distribution can be only exhausted in relation to
tangible support (corpus mechanicum) of a work

• “[T]he EU legislature, by using the terms ‘tangible article’ and ‘that object’,
wished to give authors control over the initial marketing in the European Union
of each tangible object incorporating their intellectual creation … [I]t should be
found that exhaustion of the distribution right applies to the tangible object
into which a protected work or its copy is incorporated if it has been placed
onto the market with the copyright holder’s consent."



VOB (2016)

• AG Szpunar: Allposters did not go there

• But cf CJEU
• “The Court has already held that forms of exploitation of a protected work, such as

public lending, are different in nature from a sale or any other lawful form of
distribution, since the lending right remains one of the prerogatives of the author
notwithstanding the sale of the physical medium containing the work. Consequently,
the lending right is not exhausted by the sale or any other act of distribution, whereas
the distribution right may be exhausted, but only and specifically upon the first sale in
the European Union by the rightholder or with his consent”



The policy debate





Post-Brexit UK







Something to think about … in conclusion

• Are all copies created
the same?

• Degradation

• Avoiding exhaustion

• Does exaustion
matter?

• From ‘ownership’ to
access

• IFPI Global Music
Report 2017
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S erv in g the

C rea tiv e a n d Leg a l C om m u n ities

The FirstS a le D octrin e
a n d D ig ita l C on ten t:
A U.S .P erspectiv e

M a ria A .S cu n g io
C ha ir,A IP P I-US D iv ision
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D iscla im er

The pu rpose of thispresen ta tion istoprov ide
edu ca tion a l a n d in form a tion a l con ten ta n d is
n otin ten ded toprov ide leg a l serv icesora dv ice.
The opin ion s,v iew sa n d othersta tem en ts
expressed by the presen tera re solely those of
the presen tera n d don otn ecessa rily represen t
those of A IP L A .



U.S .C opyrig htA ct
• Section 106 of the United States Copyright

Act grants the owner of a copyright certain
exclusive rights, including:

•the right to reproduce the work in copies;

•The right to prepare derivative works;

•The right to distribute copies to the public by
sale, rental, lease or lending;

3



• There a re certa in lim ita tion son the exclu siv e
rig htsg ra n ted toow n ers:

– FirstS a le D octrin e

– Essen tia l S tep D efen se (S oftw a re O n ly)

– Fa irUse

Lim ita tion son Exclu siv e Rig hts
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• A rticu la ted by the S u prem e C ou rtin (B obbs-
M errill C o.v .S tra u s,210 U.S .339 (1908).

• H eld:A copyrig htow n er’srig httom u ltiply a n d
sell a w ork did n otcrea te a rig httolim itresa le.

• C odified by C on g ressin 1909 u n derS ection 109
of the C opyrig htA ct.

FirstS a le Doctrin e
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– Section 109(a) states: “Notwithstanding the provisions of
section 106(3), the owner of a particular copy or
phonorecord lawfully made under this title, or any person
authorized by such owner, is entitled, without the authority
of the copyright owner, to sell or otherwise dispose of the
possession of that copy or phonorecord.”

N .B.Section 109(b) does limit this right in the context of sound
recordings or computer programs by rental, lease or lending,
unless by a non-profit library or educational institution.

FirstS a le Doctrin e
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• Kirtsa en g v .John W iley & S on s,In c.,568 U.S .519,
133 S .C t.1351 (2013)

• A n in div idu a l leg a lly pu rcha sed textbook sin
Tha ila n d m a de fortha tm a rk et(low erpu rcha se
price,prin ted on chea perpa per)a n d resold
them in the Un ited S ta tes.

FirstS a le D octrin e (P hysica l copies)
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• U.S .S u prem e C ou rtheld tha tspecific
copiesof a book ,w hetherthey a re
m a n u fa ctu red a n d sold firstin the U.S .or
ov ersea s,a re su bjecttothe FirstS a le
D octrin e.

• O w n erof the copy isfree todispose of that
copy a fterthe firstsa le exha u ststhe
copyrig htow n er’sdistribu tion rig ht.

• The P hysica l Used B ook a n d Used
Record/C D m a rk etsw ill con tin u e tothriv e.

P hysica l B ook s/C om pa ctD iscs
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• D oyou ow n you riTu n esm u sic libra ry?

• Notso,a tlea sta ccordin g tothe la testU.S .ca se
la w . S oftw a re,dig ita l m u sic files,a n d e-book s
a re v iew ed differen tly tha n physica l book sor
records/C D s by the Federa l C ou rts.

Dig ita l C opies
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• Vernor v. Autodesk, Inc., 621 F. 3d 1102 (9th
Cir. 2010).
–Individual purchased at private “garage sale” physical copies of
CAD software with authorization codes written on them, then
resold on eBay. Never uploaded software onto any computer.

–Claimed he could resell the software under the First Sale
Doctrine and/or Essential Step Defense (allows copying of
software if the copy is essential in utilization of the software
(RAM copy).

S oftw a re
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• 9th C ircu itC ou rtof A ppea lsheld Vern orn ev er
w a sa n ow n erof the S oftw a re.

• S oftw a re w a sorig in a lly pu rcha sed u n derlicen se.

• Licen see n otg ra n ted a bility tosell softw a re
copy.

• H eld:FirstS a le D octrin e does n ota pply.

• S im ila rly,sin ce on ly the “ow n er” of a copy of
softw a re ca n cla im the essen tia l step defen se,
thisdefen se w a su n a v a ila ble.

S oftw a re
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• C a pitol Records,L LC v .ReDig i,In c., 934 F.S u pp.2d
640,651 (S .D .N.Y.2013),on appeal,C a se No.16-2321
(2d C ir.2017)

– ReD ig ion lin e pla tform a llow ed u sertoresell
u n w a n ted dig ita l m u sic files.

– Requ ired u sertodow n loa d a “m edia
m a n a g er” fa cilita tin g a ccesstou ser’siTu n es
(orother)m u sic libra ry;u sercou ld then resell
m u sic file(s)in “v irtu a l” store,resu ltin g in
deletion of m u sic file from u serm u sic libra ry “in
theory.”

D ig ita l M u sic Files
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• C a pitol Records su ed forin frin g em en t; ReD ig i
cla im ed FirstS a le D octrin e a n d Fa irUse
defen ses,bu tn eitherw a sa ccepted by D istrict
C ou rton su m m a ry ju dg m en t.

• “The n ov el qu estion presen ted in thisa ction is
w hethera dig ita l m u sic file,la w fu lly m a de a n d
pu rcha sed,m a y be resold by itsow n erthrou g h
ReD ig iu n derthe firstsa le doctrin e.”

D ig ita l M u sic Files
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• The D istrictC ou rtheld tha tReD ig icou ld n otrely
on the FirstS a le D octrin e.

• The “seller” w a s n otofferin g the a ctu a l m u sic file
“copy” orig in a lly pu rcha sed.

• In stea d,seller’su se of the Redig i“m edia
m a n a g er” crea ted a n ew “copy” u pon tra n sfer
of the dig ita l file to“bu yer.”

• H eld:The copy tra n sferred w a s n otla w fu lly
m a de u n derthe C opyrig htA cta n d v iola ted the
copyrig htow n er’s reprodu ction rig hts.

D ig ita l M u sic Files
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• ReD ig iha sa ppea led.

• A ssocia tion of A m erica n P u blishers’a m icu sbrief
su pports districtcou rtrea son in g ,sin ce thissa m e
m odel cou ld be u sed forthe resa le of e-book s.

• M otion forexpedited a rg u m en tg ra n ted.

• O ra l A rg u m en tsschedu led forJuly 2017.

D ig ita l M u sic Files
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• Notyet

• A m a zon a n d A pple ha v e ea ch filed pa ten t
a pplica tion sform a rk etpla cesfordig ita l files.

• The ReD ig ica se ha s leftopen a “loophole” for
“ReD ig i2.0”:a u serm a y in itia lly u ploa d the
dig ita l m u sic file toReD ig ia n d tha tspecific
“copy” issold by “tu rn in g off” seller’sa ccessa n d
“sw itchin g on ” a ccessfor“bu yer,” w ithou ta n y
reprodu ction orcopy m a de in tha tprocess.

D ig ita l W ork s La w S ettled?
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• S ta rA thletica ,L LC v .Va rsity B ra n ds,In c.,
580 U.S .__,No.15-866 (M a r.22,2017)

• “A fea tu re in corpora ted in tothe desig n of a
u sefu l a rticle iselig ible forcopyrig htprotection
on ly if the fea tu re (1)ca n be perceiv ed a sa
tw o-orthree-dim en sion a l w ork of a rtsepa ra te
from the u sefu l a rticle,a n d (2)w ou ld qu a lify a sa
protecta ble pictoria l,g ra phic,orscu lptu ra l
w ork — eitheron itsow n orfixed in som e ta n g ible
m ediu m of expression — if itw ere im a g in ed
sepa ra tely from the u sefu l a rticle ....”

P rotecta bility -Fea tu re of Usefu l A rticle
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• S u m m a ry ju dg m en torig in a lly g ra n ted in fa v orof
S ta rA thletica ;copyrig htsin cheerlea din g
u n iform chev ron pa ttern s fou n d in v a lid;desig n s
cou ld n otbe “sepa ra ted” from the u sefu l a rticle
tow hich desig n sw ere a pplied.

• 6th C ircu itC ou rtof A ppea lsrev ersed the district
cou rtdecision , a ck n ow ledg in g U.S .cou rtsha v e
n otu sed a clea r,con sisten t“sepa ra bility” test.

• S plita m on g circu itcou rtstil n ow ;a sm a n y a s9
testsrecog n ized for“sepa ra bility”.

S ta rA thletica – C a se H istory
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• H ybrid testforsepa ra bility

• A pplica bility n otlim ited toa ppa rel

• B roa derim pa ctton on -fu n ction a l a spectsof
produ cta n d pa ck a g in g desig n s

• Ju stice Gin sbu rg ’scon cu rren ce distin g u ished
chev ron desig n sa tissu e a scopyrig hta ble
sta n din g a lon e,sepa ra bility a n a lysisu n n ecessa ry

• P rotecta bility of chev ron desig n su n decided,
rem a n ded todistrictcou rtforcon sidera tion .

S ta rA thletica -In terpreta tion
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- Tha n k you foryou ra tten tion !
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