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1. INTRODUCTION, DISCLAMERS AND SUMMARY

1.1. Introduction
As the title indicates it, in this paper the current issues of exhaustion of rights are reviewed. This topic has received great attention recently due to three court decisions. 
The first one is the decision of the Supreme Court of the United States (SCOTUS) adopted on March 19, 2013, in the Kirtsaeng v. Wiley case.
 The decision extended the application of the first sale doctrine to sales abroad (practically abolishing by this the right of importation and replacing the principle of national exhaustion with the principle of international exhaustion). The 6 to 3 majority of the Court based the decision on a previous SCOTUS decision adopted 15 years before in the Quality King v. L’anza case
 (in which, however, the Court did not modify yet the legal situation in such a drastic way as in Kirtsaeng, since it left still intact the right of distribution and the principle of national exhaustion in respect of copies manufactured and sold abroad). Thus, it is inevitable to consider Kirtsaeng together with Quality King. 

The other two decisions concerned a specific aspect of exhaustion of rights; namely “online exhaustion.” On July 3, 2012, the Court of Justice of the European Union (CJEU) adopted a preliminary ruling in the UsedSoft v. Oracle case
 declaring that, in respect of authorized downloading of a computer programs, the right of distribution is exhausted and that, thus, an acquirer of a program may allow another person to download it, provided that his or her original copy is deleted.  In contrast, on March 30, 2013, the District Court of Southern District of New York, in the Capital Records v. ReDigi case
 concerning the same issue – but with respect to phonorecords rather than computer programs – found that no such “online exhaustion” exists under the U.S. Copyright Act.    
Before analyzing these decisions in the light of the provisions of the U.S. Copyright Act and the relevant Directives of the European Union, also the applicable international norms are reviewed, in particular those which have significance from the viewpoint of the issues covered by the above-mentioned decisions, and at the end of the paper, it is also discussed what role the three-step test may have in respect of the exhaustion of rights. 

1.2. Disclaimers
This paper includes sincere and serious criticism of three court decisions (and, in contrast, the expressions of sincere recognition of the correctness of a fourth one). The criticism should in no way be interpreted as any absence of respect for the institution of courts and for the important role and objectivity of judges, including the courts and judges whose decisions are analyzed in the paper. The criticism only concerns the decisions which, in the view of the author of this paper, for certain reasons, are erroneous. 

The views expressed in this paper do not necessarily reflect the views of the organizations at which the author is working (or used to work).         

1.3. Summary

What is discussed and analyzed in the paper may be summed up briefly in this way:

1) Of the international copyright norms, the Berne Convention (explicitly only for cinematographic – and other audiovisual – adaptations and works, but it seems in an implied manner also for other categories of works) and the WIPO “Internet Treaties” – the WIPO Copyright Treaty (WCT), the WIPO Performances and Phonograms Treaty (WPPT) and the Beijing Treaty on Audiovisual Performances (BTAP) – provide for a right of distribution. 
2) The international treaties on copyright and related rights – including the TRIPS Agreement – refer to the possibility of exhaustion of the right of distribution (normally upon the first authorized sale or other transfer of ownership of copies and – as the U.S. Copyright Act mentions the copies of phonograms in a different manner – “phonorecords”) in different ways. They do not determine the possible geographical impact of possible exhaustion: whether national, regional or international.
3) Nevertheless, in the course of the preparatory work of the WCT and the WPPT, proposals were considered for the inclusion of provisions on national (regional) exhaustion of the right of distribution and, thus, as a corollary, on an exclusive right of importation. Those proposals were not adopted, but it is to be noted – as a relevant aspect for Kirtsaeng – that there was agreement in the preparatory committees on that national exhaustion of the right of distribution = right of importation; and right of importation = national exhaustion of the right of distribution.
4) In Quality King, the SCOTUS found that, when copies are manufactured in the U.S., exported abroad, and then re-imported into the U.S., no infringement of the right of distribution takes place by unauthorized importation since, in such a case, the right of distribution is already exhausted. However, the decision left the application of the principle of national exhaustion and the right of importation intact concerning the typical cases of importation; namely, concerning importation of copies manufactured abroad.
5) Two readings of Quality King were possible to justify this ruling. The first one was that the geographical aspect of manufacturing copies was decisive in the sense that, in respect of copies manufactured in the U.S. (“lawfully made under [the U.S. law]”), the right of distribution exhausts upon first sale also when it takes place abroad, while in the case of copies manufactured abroad (not made under the U.S. law) this is not the case. The second reading was possible on the basis of the finding of the Court according to which the act of exportation-importation (“shipping to another person in another country”) itself falls under the concept of “first sale”, and, thus, in case of exported copies, the right of distribution is exhausted in the U.S. before they are re-imported by such shipping originated in the U.S.. The first reading seems to have been in conflict with the provisions of the U.S. Copyright Act since its section 602(a)(1) – which provides that unauthorized importation of copies lawfully acquired abroad is an infringement of the right of distribution – does not differentiate from the viewpoint of the place of manufacturing of the copies. The harmony of the second reading with the U.S. Copyright Act seems to have depended on whether or not the extension of the concept of “first sale” to acts of exportation-importation (“shipping to another person in another country” is correct under the U.S. law; if it is, the decision was also correct since, in that case, when the exported copies were re-imported, the right of distribution was already exhausted under the U.S. law due to the first sale having taken place – or at least definitely having begun – there.
6) In Kirtsaeng, the SCOTUS majority took the first reading of Quality King mentioned above as a basis; however, the majority declared that it was wrong due to its geography-oriented nature. It ruled that any copy is lawfully made under the U.S. law irrespective of where it is manufactured, provided it is not to be regarded as infringing under U.S. law in view of the Copyright Act and the international treaties to which the U.S. is party. Justice Kagan and another Justice joining her pointed out that, as a result of this, the Court diminished the provisions of the U.S. Copyright Act on importation to fairly “esoteric” cases (which did not seem to be in accordance with intentions of Congress expressed in those provisions); nevertheless, they concurred with other four Justices to form a 6 - 3 majority. Justice Ginsburg and two more Justices made it even clearer in a dissenting opinion that the majority decision was in conflict with unequivocal provisions of the Copyright Act and the reasons – duly reflected in the legislative history – for which Congress had adopted those provisions, as well as with the consistently represented position of the Government (in fact, it amounted to an amendment of the US law and government policy resulting in a 180-degree change). In the dissenting opinion, Justice Ginsburg tried to protect the first reading of Quality King (the more so since she joined consensus 15 years ago on the basis of that reading). It seems, however, that the second reading – or a combination of the two readings –  would have offered a stronger position against the erroneous majority decision (and perhaps combined with Justice Kagan’s position, a 5 - 4 majority against replacing national exhaustion with international exhaustion and de facto abolishing the right of importation).
7) The provisions of Article 6 of the WCT on the right of distribution only cover first sale or other transfer of ownership of tangible copies. This means that the possibility of exhaustion of rights provided in paragraph (2) of the article also only apply in respect of distribution of tangible copies. Under the WCT, the flexibility to provide for exhaustion of rights does not extend to other kinds of copies, acts and rights. It is true that, on the basis of the "umbrella solution", it is allowed to characterize acts of making available to the public as acts of distribution. However, this does not change the fact that, in this case, what takes place is not distribution of tangible copies but distribution through reproduction (making intangible copies through downloading) through transmissions. The different legal characterization of the acts of reproduction and making available to the public does not allow Contracting Parties to provide for exhaustion of those rights.
8) The CJEU ruling in the UsedSoft case - introducing "online exhaustion" in respect of computer programs - is in conflict with the relevant provisions of the WCT and the Information Society Directive implementing the Treaty. Although the Court recognized that the ruling was not in accordance with the lex generalis provisions of that Directive, it based its judgment on alleged lex specialis elements of the Computer Programs Directive. However, none of the alleged lex specialis elements exists; the Court's arguments are badly founded. The CIEU's ruling tries to extend exhaustion of rights to the right of reproduction and, in a way, also to the right of making available to the public which is unacceptable under the international treaties and the acquis communautaire. Under the EU Treaty (TFEU), the Court's competence does not extend to the modification of the EU law. Thus, if the EU Treaty is regarded as a sort of EU "constitution", the ruling is unconstitutional and its applicability is dubious.

9) In contrast. Judge Sullivan's ReDigi judgment at the District Court of the Southern District of New York was in due accordance with both the international treaties and the U.S. Copyright Act. It rejected the idea of "online exhaustion" pointing out, inter alia, that downloading of phonorecords results in a new copy and, if it is made available by an actual owner of the record to somebody else without the authorization of the owner of rights, it is an infringement not only of the right of distribution but also of the right of reproduction for which the principle of exhaustion is not applicable.

10) The ReDigi decision has also pointed out that "online exhaustion" would conflict with a normal exploitation of phonorecords, and thus may also unreasonably prejudice the legitimate interests of owners of rights due to the perfect quality of digital copies, on the one hand, and the much greater ease and higher speed of subsequent "transfers" of copies (rather making new ones), on the other hand. It is justified to consider the exhaustion of rights as a limitation of rights. This makes the three-step test applicable, and due to the conflict with a normal exploitation of works (and "phonorecords") and the unjustified prejudice caused to the legitimate  interests of the owners of rights identified in ReDigi, the limitation of rights through “online exhaustion” would conflict with the test.  
2. INTERNATIONAL TREATIES: RIGHT OF DISTRIBUTION;

TERRITORIAL EFFECT OF EXHAUSTION; (IMPLIED) RIGHT OF IMPORTATION

2.1 Right of distribution under Article 14(1) of the Berne Convention; 
the “implied distribution right” theory and the “droit de destination”

At the level of the international norms, it is Article 14(1) of the Berne Convention in which a right of distribution was provided for the first time. It reads as follows:  

Authors of literary or artistic works shall have the exclusive right of authorizing:  

(i) the cinematographic adaptation and reproduction of these works, and the distribution of the works thus adapted or reproduced;   

(ii) the public performance and communication to the public by wire of the works thus adapted or reproduced. (Emphasis added)

The English text of the Convention does not offer sufficient guidance as to what acts are covered as acts of distribution. The French text is more informative and clearer because the expression “mise en circulation” – in literal English translation, “putting into circulation” – appears in it. It only means the first act of distribution (normally the first sale of a copy) as a result of which a copy is put into circulation. Since, under Article 37(1)(c) of the Convention, “[i]n case of differences of opinion on the interpretation of the various texts, the French text shall apply”, the French text determines the minimum obligation of countries of the Berne Union. It does not extend to granting any right concerning further distribution of copies having been put into circulation. That is; they may provide that, with the first sale or other first transfer of ownership of a copy, the right of distribution is exhausted; the owners of rights cannot control further acts of distribution. 

In the course of the preparatory work of the WCT, it was discussed how it should be interpreted that, in respect of cinematographic adaptations (and, by virtue of the reference in Article 14bis(1) to Article 14, cinematographic and other audiovisual works), the Berne Convention provides for a right of distribution (putting into circulation), but that it does not contain similar provisions concerning other categories of works. 
The International Bureau of WIPO developed the “theory of implied right of (first) distribution”. One of the justifications of the “theory” was the thesis that, in item (i) of Article 14(1), the provision on the right of distribution is redundant in the same way as the provision on the rights of adaptation and reproduction (rights, in respect of which item (i) is obviously redundant in view of Articles 9 and 12 of the Convention containing general provisions on those rights applicable for all work, including those mentioned in Articles 14(1)(i) and Article 14bis(1)). The other justification was the finding that the right of distribution is an indispensable corollary of the right of reproduction also in the case of other categories of works. Therefore, the International Bureau suggested that the “Berne Protocol” – the way the draft treaty later becoming the WCT was called at time – should include an interpretative provision to clarify that, under the Berne Convention, authors enjoy an exclusive right of first distribution of copies
 (existing until the first sale of copies, not excluding the possibility for Berne countries to grant such a right beyond the minimum obligation also for subsequent sales of copies
).              

It should be seen, however, that, even if – on the basis of the considerations discussed in the above-mentioned WIPO document – it may be concluded that, under the Berne Convention, a right of first distribution exists as an inseparable corollary to the right of reproduction,
 such a right is not of a significant practical importance.  The owner of the right of reproduction may control the conditions of the first distribution by means of contractual stipulations, and until the first sale (or other first transfer of ownership), the copies remain in the ownership of the person or legal entity who or which may be bound by such stipulations. The real complex issues only emerge in respect of the effect of the first sale; whether or not it results in the exhaustion of the right of distribution (usually it does) and, if it does, with what territorial effect: national, regional or international. 

In the context of the WCT, the issue of the right of distribution was solved in a more clear-cut way than just through an interpretative provision. At the third session of the Berne Protocol Committee held in June 1993, the views of the delegations were divided whether it would be sufficient to base the recognition of a right of first distribution just on an interpretative provision as mentioned above, and finally the Committee rather preferred the inclusion of an explicit provision on the right of distribution. This is further discussed below. 

2.2. The TRIPS Agreement on exhaustion of rights; agreeing on not agreeing

Article 6 of the TRIPS Agreement reads as follows:

For the purpose of dispute settlement under this Agreement, subject to the provisions of Articles 3 and 4 nothing in this Agreement shall be used to address the issue of the exhaustion of intellectual property rights. 

D. Gervais has summed up the negotiation history and the meaning of this provision in this way:  

WTO [members] that supported national exhaustion during the TRIPS negotiations  (including Switzerland and the United States) tried to enshrine the principle in the Agreement, while others (including Australia, Brazil, Hong Kong, India and New Zealand) defended so-called "international exhaustion" or, at least, the freedom for each WTO member to "decide… Under the system of international exhaustion, once a legal copy of product has been put into circulation (i.e. with the consent of the right holder) somewhere in the world, the rights in respect of such copy are exhausted… Under the national exhaus​tion system, rights are considered to be exploited territorially and, hence, authorisation must be obtained for each territory… The fact that exhaustion has been excluded, in the sense that international exhaustion cannot be invoked before a panel as a direct violation of TRIPS means that countries are still free to argue that territoriality already exists in conventions, in particular agreements incorporated into TRIPS.

From the viewpoint of the Kirtsaeng case discussed below, it is worthwhile noting that the U.S., as at all the other international forums, also during the TRIPS negotiations was in favor of national exhaustion (which, as rightly remarked by Gervais, means that exhaustion having taken place in another country is irrelevant; the right of distribution is still applicable in the country where the first sale has not taken place yet; which in turn, means a de facto or de iure right of importation).     

2.3. The WIPO “Internet Treaties” on the right of distribution and on its (possible) exhaustion: no right of distribution (and exhaustion) for intangible copies

The three WIPO “Internet Treaties” – the WCT, the WPPT and the BTAP
 – include, in substance, the same provision (and an agreed statement added to it)
 on the right of distribution and its possible exhaustion (there are only “mutatis mutandis” differences due to the differing objects of protection covered):
Article 6

Right of Distribution

(1) [Authors of literary and artistic works][Performers][Producers of phonograms]  shall enjoy the exclusive right of authorizing the making available to the public of the original and copies of their [works][performances][phonograms] through sale or other transfer of ownership.

(2) Nothing in this Treaty shall affect the freedom of Contracting Parties to determine the conditions, if any, under which the exhaustion of the right in paragraph (1) applies after the first sale or other transfer of ownership of the original or a copy of the [work][performance][phonogram] with the authorization of the [author][performer][producer of the phonogram].

Agreed statement concerning [Articles 6 and 7]
[Articles 2(e), 8, 9, 12 and 13]
[Article 8 and 9]
: as used in these Articles, the expressions “copies” and “original and copies” being subject to the  right of distribution and the right of rental under the said Articles, refer exclusively to fixed copies that can be put into circulation as tangible objects.  (Emphasis added.) 
The provisions of the three WIPO Treaties are similar to Article 6 of the TRIPS Agreement in that they do not regulate the question of exhaustion of the right of distribution, but they also differ from the TRIPS provisions in three aspects.

First, the TRIPS provision does not provide for a right of distribution. It only states the non-application of the WTO dispute settlement system in respect of the exhaustion of rights, which normally only concerns the right of distribution. In contrast, the provisions of the WIPO Treaties provide for such a right to be applied for the making available of copies (or originals) to the public through sale or other transfer of property.   

Secondly, the provisions of the WIPO Treaties also indicate the reason for which Contracting Parties may provide for exhaustion of this right; namely that the first sale of a copy (or an original) has taken place. They foresee exhaustion only as an option and do not determine its territorial impact if it is applied, whether national, regional or international. 

Thirdly (and, from the viewpoint of the question of exhaustion of rights, the most importantly), the agreed statement added to the provisions of the WIPO treaties also clarify that the right of distribution prescribed in those provisions is only applicable for the distribution of tangible copies (and originals).  As discussed below, this is particularly important from the viewpoint of the question of “online exhaustion”.  

It is worthwhile noting that the right of distribution provided in the WIPO Treaties does not extend to rental (and lending) of copies and originals since such acts do not involve transfer of ownership (but only temporary transfer of possession). 

The WIPO Treaties provide for separate rental right for the same categories of objects of protection as the TRIPS Agreement; namely for computer programs, audiovisual works and phonograms.
 

On the basis of the principle of “relative freedom of legal characterization,”
 it is possible for Contracting Parties to characterize rental (and lending) as “distribution”. Where they do so, on the basis of the same principle, they are obligated to exempt rental in the cases prescribed in the TRIPS Agreement and the WIPO Treaties from the exhaustion of the right of “distribution”.   

2.4. Preparatory work of the WIPO “Internet Treaties”: national or regional exhaustion of the right of distribution = right of importation; right of importation = national or regional exhaustion of the right of distribution

A right of importation means the right of the owners of rights to authorize or prohibit bringing copies (originals) into the country where such a right exists (normally, for distributing them – making then available to the public through sale or other transfer of ownership – there).  If a country provides for international exhaustion of the right of distribution, in that country, obviously no right of importation exists (“parallel import” is allowed). In contrast, if national or regional exhaustion is applied, with sales or other transfers of ownership outside the national or regional territory, the right of distribution is not exhausted; the owners of rights may exercise their exclusive right in the country or region concerned until the first sale or other first transfer of ownership taking place there. Even where there is no explicit provision on the right of importation but only on national/regional exhaustion of the right of distribution or on prohibition of "parallel import", this means a de facto right of importation (and, as a matter of fact - even if this is not explicitly stated in the law - also a de iure right of importation, since copies may only be brought into the country concerned if it is authorized by the owners of rights).

Thus, from national or regional exhaustion of the right of distribution, the existence of a right of importation may be "reverse engineered". The question is whether or not, from the existence of a right of importation in a national law, it may also be derived that national exhaustion applies (that is, the sales or other transfers of ownership taking place abroad are irrelevant from the viewpoint of exhaustion of rights). If there is really an exclusive right of importation, the answer to this question may hardly be other than affirmative. (In spite of this, as discussed below, in the Kirtsaeng case, the majority of the SCOTUS has found that, although the US Copyright Act provides for a right of importation, international exhaustion applies irrespective of where the first sale of copies takes place.)

The working document submitted to the first session of the "Berne Protocol Committee"
 held in November 1991 dealt with the so-called distribution-related rights under two titles: "Right of Distribution: Right of Rental and Public Lending Right" and "Right of Importation". These issues, however, were only discussed at the second session of the Committee in February 1992.

The working document presented the arguments for the recognition of a right of importation in the following way:

... The history and various provisions of the Berne Convention - particularly its provisions concerning national treatment - indicate that the rights granted under the Berne Convention have always been construed as territorial rights; that is, rights existing separately and independently country by country. Therefore, the mere fact that a certain act (e.g. reproduction) whose performance requires the author's authorization according to the law of one country has been authorized by the author in that country does not make the performance of that (or any other) act lawful in another country. This is further evidenced (i) by Article 16 concerning seizure of infringing copies which are not necessarily infringing copies in the country from which they are imported, (ii) by Article 13(3) on seizure of sound record​ings imported without permission from another country where they have been produced on the basis of a non-voluntary license, and by (iii) Article IV(4)(a) of the Appendix which forbids the exportation of copies made on the basis of compulsory translation or reproduction licenses...

.... It seems that, for the sake of appropriate application of the principle of territoriality of copyright in respect of one of the basic rights, the right of reproduction, provisions are necessary to make it clear that, without the authorization of the copyright owner, it is an infringement to import copies of a work into a country for distribution.

The document suggested that the proposed "Protocol" provide as follows: "except where the importation is by a private person for his personal use, it is the exclusive right of the  author to authorize the importation of copies of his work, even where such copies were made with his authorization”.

On the issue of the right of importation, a passionate debate took place. Some del​egations were in favor of international effect of the exhaustion of the right of distribution (which meant the legalization of parallel import and the denial of any right of importation),
 while others were of the view that “the right of importa​tion was inherent in the principle of territoriality of copyright and was already covered by the notion of reproduction under the Berne Convention” and that “provisions to confirm this were all that was needed in the proposed protocol”.
 Finally, it was decided just to keep the issue on the agenda of the Committee for further study.

The modified (reduced) terms of reference of the Committee determined by the WIPO General Assembly in September 1992
 mentioned the issues of “distribution right, including impor​tation right”
 as one of the ten items to be covered by the work of the Committee, and invited the International Bureau of WIPO to prepare new proposals.
The new document prepared by the International Bureau prepared for the third session of the Committee held in June 1993,
 was based on “the theory of implied rights of distribution and importation” under the Berne Convention, which, in respect of the right of importation was presented – stressing the territorial nature of copyright protection – in the same way as in the previous document quoted above, but the new  document also specifically addressed the theory of “international exhaustion” of the right of distribution as a basis for denying any right of importation and discussed the possible undesirable consequences thereof:
…This theory does not take into account a well-established principle of competition law for the revision of which no reason has emerged, namely the prin​ciple that the “vertical” exercise of exclusive intellectual property rights – such as the licensing of distribution rights by the author or other owner of copyright to differ​ent persons in different countries – does not constitute anti-competitive activity. Application of this theory might stimulate imports and promote international competition as a matter of trade law or policy, but it seems doubtful that a change in one of the fundamental rules of the international copyright system is the right way to achieve this result. The principle of territoriality provides security for the chain of authorizations that permit orderly supply of copies for international distri​bution. A possible alternative to this system could be unorganized and sporadic local supply of copies, or, rather, supply from a single source, possibly a great dis​tance away, with less sensitivity to the needs of each market, on the one hand, and loss of the possibility of copyright owners to control one of the main forms of ex​ploitation of their works, with the double result of increasing piracy and under​mining the resources for important creative segments of the cultural and information industries and, as an inevitable consequence, a decrease in the supply of new works (that is, just the opposite of what is intended).
 (Emphasis added.)
The working document suggested that the proposed “Protocol” provide for “territorial” (meaning national or regional) ex​haustion of the right of distribution and, in accordance with this, for a right of importation.

At the third session of the Committee, there was a heated debate about the issue of the right of importation. Some delegations and observers expressed support for the proposals in the in the working document, while some others opposed them.
 Due to the division of views, the Committee decided to study the issue of the right of importation further.

After this, the three joint sessions of the “Berne Protocol Committee” and the “New Instrument Committee” (the latter preparing a treaty which has become the WPPT) took place in September 1995, February 1996, and May 1996, which formed the decisive stage of the preparatory work before the Diplomatic Conference. In this stage, the proposals and comments made by the various delegations were already identified in the WIPO documents.  
At the first joint session, the U.S. Delegation proposed that both the “Berne Protocol” and the “New Instrument” include express provisions on the right of distribution with the possibility of limited exceptions as well as on the right of importation. The U.S. proposal pointed out the reasons for the recognition of the right of importation as follows:
An exclusive right to authorize or prohibit the importation of works or sound recordings, even after first sale, is important. Intellectual property rights are essen​tially territorial in nature. Permitting the rights owner to determine where and how to market a product allows the rights owner to respond to the needs of domestic markets. Just as book publishers enter into contracts that provide for low cost books in developing countries, so do sound recording producers adjust pricing to the de​mands of local markets. Pricing to the local market helps to discourage piracy and protects domestic rights owners as well as foreign rights owners. If the relevant in​terests abuse this ability to price to the market, competition laws and policies can be employed in a targeted fashion to address specific anti-competitive practices. It is es​sential that we ensure the ability to limit the distribution of these copies to the mar​ket for which they are priced and for which licenses are negotiated.

The discussions at the first joint meeting did not eliminate the existing differences of opinions. The situation did not change at the second and the third (before the Diplomatic Conference, the last) joint sessions of the Committees either (where the U.S. Delegation was again among those delegations which proposed the inclusion of provisions on an explicit right of importation
), and, in fact, even no further debates took place on the issue of the right of importation. However, it is worthwhile noting the summary statement of the Chairman at the second joint sessions since it reflected the understanding of the Committees concerning the issue of the territorial effect of the exhaustion of the right of distribution and its relationship with the existence or absence of a right of importation:     
There was an agreement on the need to recog​nize a general distribution right but the positions differed concerning the question of the territorial effect of the exhaustion of such a right with the first sale of copies. It had been found at the previous sessions that there were three groups of countries: one in favor of territorial and regional exhaustion, and, as a consequence, in favor of an explicit or implicit recognition of a right of importation; one in favor of interna​tional exhaustion, and, as a consequence, against the recognition of a right of im​portation; and one which had not taken a final stand on this issue… It seemed that the issues involved… should now be solved through negotiations in the next stage of the preparatory work. Therefore, he proposed that the discussion should not be reopened on this subject matter at the current session, and noted that the Committees agreed with that.”
  (Emphasis added.) 
As it can be seen, the WIPO Committees did recognize that national or regional exhaustion of the right of distribution = right of importation; and right of importation = national or regional exhaustion of the right of distribution.   
The Basic Proposals submitted to the Diplomatic Conference held in December 1996 consisting of drafts of what became as the WCT and the WPPT – as one of the alternatives – contained draft provisions on exclusive rights of importation. The two alternatives, in the case of the draft WCT read as follows:      
Alternative A
Right of Distribution and Right of Importation

(1) Authors of literary and artistic works shall enjoy the exclusive right of authoriz​ing:

(i) the making available to the public of the original and copies of their works
through sale or other transfer of ownership;

(ii) the importation of the original and copies of their works, even following any sale or other transfer of ownership of the original or copies by or pursuant to au​thorization.

(2) National legislation of a Contracting Party may provide that the right provided for in paragraph (1)(i) does not apply to distribution of the original or any copy of any work that has been sold or the ownership of which has been otherwise trans​ferred in that Contracting Party's territory by or pursuant to authorization.
(3) The right of importation in paragraph (1)(ii) does not apply where the impor​tation is effected by a person solely for his personal and non-commercial use as part of his personal luggage.
Alternative B
Right of Distribution
(1) Authors of literary and artistic works shall enjoy the exclusive right of authoriz​ing the making available to the public of the original and copies of their works through sale or other transfer of ownership.
(2) A Contracting Party may provide that the right provided for in paragraph (1) does not apply to distribution after the first sale or other transfer of ownership of the original or copies of works by or pursuant to authorization.

The issue of the exhaustion and, with close relationship with it, the issue of the right of importation were among those about which the negotiations took place at „informal consultations” of which no written records have been prepared and only the outcome of the negotiations was presented in the form of proposal submitted by the delegation also selected by consensus at the informal negotiations. What was presented on the right of distribution
 corresponded to the text adopted by the Diplomatic Conference, in the case of the WCT as Article 6 (quoted above), after a very short discussion
 – leaving the regulation of these issues completely to the national laws of the Contracting Parties.   
3. QUALITY KING AND KIRTSAENG – THE SCOTUS SOMEWHAT HAS BEEN LOST DURING ITS EXCURSIONS ABROAD; CONGRESS’ GPS MIGHT BRING IT HOME SAFE

3. 1. The US Copyright Act on the right of distribution, its exhaustion
and the right of importation
Section 106(3) of the US Copyright Act provides for an exclusive right of distribution as follows:

Subject to sections 107 through 122, the owner of copyright under this title has the exclusive rights to do and to authorize any of the following:…

        (3) to distribute copies or phonorecords of the copyrighted work to the public by sale or other transfer of ownership, or by rental, lease, or lending; (emphasis added). 

As it can be seen, here the concept of distribution is broader than under the WIPO “Internet Treaties” since, in addition to sale and other transfer of ownership, it also extends to transfer of mere possession by rental, lease and lending. 

Section 109(a) provides for the exhaustion of this right with the (first) sale and other (first) disposing of possession: 

§ 109. Limitations on exclusive rights: Effect of transfer of particular copy or phonorecord

(a) 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… (Emphasis added.)
In the U.S. Copyright Act, the right of rental prescribed by the TRIPS Agreement and the WIPO “Internet Treaties” are provided through an exception to the above-quoted exhaustion rule in section 109 (b) of the Copyright Act. 
Section 109(a), if read alone, does not offer any guidance on the issue of territorial effect of exhaustion, whether it is national (and, thus, the owners of rights may control importation into the US) or international (and, thus, “parallel import” is free).  However, section 602(a) seems to provide a clear response to this question. Its key provisions read as follows:
   
Infringing Importation…—

(1) Importation.—Importation into the United States, without the authority of the owner of copyright under this title, of copies or phonorecords of a work that have been acquired outside the United States is an infringement of the exclusive right to distribute copies or phonorecords under section 106, actionable under section 501…

(3) Exceptions.—This subsection does not apply to—

(A) importation… under the authority or for the use of the Government of the United States or of any State or political subdivision of a State, but not including copies or phonorecords for use in schools, or copies of any audiovisual work imported for purposes other than archival use;

(B) importation… for the private use of the importer… and not for distribution, by any person with respect to no more than one copy or phonorecord of any one work at any one time, or by any person arriving from outside the United States… with respect to copies or phonorecords forming part of such person’s personal baggage; or 

(C) importation by or for an organization operated for scholarly, educational, or religious purposes and not for private gain, with respect to no more than one copy of an audiovisual work solely for its archival purposes, and no more than five copies or phonorecords of any other work for its library lending or archival purposes, unless the importation of such copies or phonorecords is part of an activity consisting of systematic reproduction or distribution, engaged in by such organization in violation of the provisions of section 108(g)(2). (Emphasis added.)
From these provisions, it follows that the U.S. Copyright Act foresees national exhaustion with the right of copyright owners to control importation – with certain exceptions. The introductory lines of 602(a)(1) clarifies that the provisions cover those copies and phonorecords (hereinafter together: copies) that have been acquired abroad. In the English dictionaries, to acquire something, is defined in general as to buy something, to make property one's own or to be given something.
 This presupposes sale or other transfer of ownership by somebody else. Therefore, for a non-U.S. outsider (as the author of this paper) who applies the generally accepted principles of interpretation of legal texts, section 602(a)(1) may hardly be understood in any way other than that the right of importation (unless some exceptions are applicable) covers those cases where the copies imported have been sold abroad; in other words, in cases where the first sale (or any subsequent sale before importation) has taken place abroad. Still in other words, this means that, under the U.S. copyright law, national - rather than international - exhaustion applies. If there were any doubt about this for a foreigner - who applies the generally accepted principles of interpretation of legal texts, such as, in this case, the a contrario principle - the provisions of section 602(a)(3) on exceptions to the right of importation dissolve any doubt whatsoever.

If there were any doubt about this for a foreigner – who applies the generally accepted principles of interpretation of legal texts, such as, in this case, the a contrario principle – the provisions of section 602(a)(3) on exceptions to the right of importation dissolve any doubt whatsoever.   

On the basis of the a contrario principle, it may be found that

(i) unauthorized importation by a person not for private use is an infringement of the right of distribution in case of copies acquired (first sold) abroad;
 

(ii) unauthorized importation by a person for distribution is an infringement of the right of distribution;
 

(iii) unauthorized importation by a person of more than one copy is an infringement of the right of distribution unless the copies are imported in the person’ personal baggage;
 

(iv) unauthorized importation for educational purposes – in cases other than those mentioned in the above-analyzed subsection (a)(1)(B) – is an infringement of the right of distribution if it is not performed by an organization operated for such purposes;

(v) unauthorized importation for educational purposes even by educational institutions is an infringement of the right of distribution if it is performed for private gain.
 

(vi) unauthorized importation by educational institutions even for library lending or archival purposes is an infringement of the right of distribution if more than five copies are imported for such purposes.
   

If the Congress had intended to extend the effect of exhaustion to first sale of copies abroad, none of the above-mentioned exceptions to the right of importation would have had to be provided in the law.   

When sections 106(3) and 602(a)(1) are read together, they appear to be in accordance with the finding made during the preparatory work of the two WIPO “Internet Treaties” according to which “national or regional exhaustion of the right of distribution = right of importation; and right of importation = national or regional exhaustion of the right of distribution”.  This is so since section 602(a)(1) provides that unauthorized importation of copies acquired (sold by others) abroad is an infringement of the right of distribution provided in section 106(3). It is an infringement because the right is not exhausted in the case of copies acquired (sold by others) abroad = it is not exhausted by first sale abroad = national exhaustion applies. The exclusive right of distribution is to be applied in an intact way as provided in section 106(3) when copies are imported into the US. It is another matter that this right then shares the fate of the exclusive rights provided in section 106 in the sense that it is subject to sections 107 to 122. In particular, it is subject to section to 109(a) on exhaustion of the right of distribution by first sale – but only where the first sale takes place in the U.S. and not abroad. Congress has made it clear that the circumvention of the possibility of the exercise of the exclusive right of distribution applicable in the U.S. under the Copyright Act through importing copies into the country (in cases others than those provided in section 602(a)(3)) without the authorization of the copyright owner is an infringement of the right of distribution.

The unauthorized importation is an infringement of the right of distribution in a specific way.  For the completion of the infringement, it is not necessary to actually distribute copies by sale or otherwise as a result of which the right would be exhausted in the U.S.; the infringement of the right of distribution takes place in a pre-first-sale stage (from the viewpoint of the U.S market and the application of the right under the U.S. law). If the copyright owners did not have the right of controlling import and, thus, importers were free to sell or otherwise distribute copies imported by them, the copyright owners would be deprived from the chance of exploiting the right of distribution. 

The Copyright Act reflects that Congress was aware of this specific nature of infringement of the right of distribution (in the pre-first-sale stage in the U.S.) since section 501(a) differentiates between infringement of the right of distribution through unauthorized importation, on the one hand, and other infringements of the economic rights, on the other hand. Actual unauthorized distribution of copies through (first) sale or otherwise (for the first time) falls in the latter category. If an importer also reaches the stage of actual distribution, the two acts may merge together. However, irrespective of whether or not it reaches that stage, unauthorized importation is infringement of the right of distribution; it takes place already before the first sale of the imported copies in the U.S. The provision reads as follows: 
501. Infringement of copyright

(a) Anyone who violates any of the exclusive rights of the copyright owner as provided by sections 106 through 122 or of the author as provided in section 106A(a), or who imports copies or phonorecords into the United States in violation of section 602, is an infringer of the copyright or right of the author, as the case may be… 

As discussed below, in the Quality King case, the Solicitor General – rightly enough – pointed out that first sale abroad does not exhaust the right of distribution in the U.S.; it only exhausts the right of distribution when, after importation, it is exercised by the owner of rights through selling it for the first time in the U.S. The text of section 501 grants full support for this position. 
3.2. Quality King
: the crossroad where the SCOTUS 
seems to have turned in an unsafe direction
3.1.1. Under Quality King, copies lawfully manufactured in (made under the law of) another country were not subject to the first sale doctrine. The “Syllabus”
 of Quality King is summed up the essence of the decision in the following way: “Held: The first sale doctrine endorsed in §109(a) is applicable to imported copies.”
  This blunt statement did not correspond to the ruling of the SCOTUS. The Court’s decision only covered an atypical form of importation of copies sold abroad; namely, to copies made in the U.S., exported abroad, sold there and then imported back into the U.S.. It made the case even more atypical – from the viewpoint of copyright – that what had made such a world tour were hair care products; copyright was only involved because labels had been affixed to the containers and those labels enjoyed copyright protection. The ruling, according to which the right of importation does not apply for copies first sold abroad only concerned such copies arriving back from the “world tour”. The decision clarified that it did not cover copies lawfully manufactured and sold abroad and then imported into the U.S.: 

The argument that the statutory exceptions to §602(a) are superfluous if the first sale doctrine is applicable rests on the assumption that the coverage of that section is co-extensive with the coverage of §109(a). But since it is, in fact, broader because it encompasses copies that are not subject to the first sale doctrine – e.g., copies that are lawfully made under the law of another country – the exceptions do protect the traveler who may have made an isolated purchase of a copy of a work that could not be imported in bulk for purposes of resale. As we read the Act, although both the first sale doctrine embodied in §109(a) and the exceptions in §602(a) may be applicable in some situations, the former does not subsume the latter; those provisions retain significant independent meaning.
 (Emphasis added.) 

3.1.2. Maintaining the right of importation intact in certain – just in typical – cases of importation allowed avoiding clear conflict with the Copyright Act. This clarification according to which copies lawfully made and sold abroad are not subject to “the first sale doctrine endorsed in §109(a)” was suitable to avoid making section 602(a) on the right of importation – and on the exceptions to it – “superfluous”.
 It was indispensable for the objective for which it was made; namely to prove that the ruling did not get inevitable contradictions with the provisions of section 602(a)(1)(3) on exceptions to the right of importation. Under section 602(a), the right of importation covers copies acquired abroad (typically bought abroad which means sale by the previous owners of the copies). It was indispensable to make this clarification since it would have been a denial not only of the a contrario principle of interpretation of legal texts, but also of the basic principles of logic on which it is based, if the Court had not stated that the right of importation for copies sold abroad were applicable at least in certain relevant cases. Without this, it would have followed from the decision that the provisions on exceptions provided in section 602(a)(3) would not have had any meaning; they would have boiled down to nonsense, since they would have been exceptions to a rule that would not have existed. It would not have been appropriate to presume that Congress had acted in such a nonsensical way.
By this clarification, the Court did not abolish the right of importation; it maintained it in respect of the most typical cases of importation: in respect of copies manufactured and sold abroad. This may have been the reason for which the copyright industries apparently did not pay sufficient attention to the case, and this was certainly the reason for which the decision was adopted unanimously. Justice Ginsburg's concurring opinion reflected the understanding about such sort of limited impact of the decision in this way:  
This case involves a “round trip” journey, travel of the copies in question from the United States to places abroad, then back again. I join the Court’s opinion recognizing that we do not today resolve cases in which the allegedly infringing imports were manufactured abroad. See W. Patry, Copyright Law and Practice 166—170 (1997 Supp.) (commenting that provisions of Title 17 do not apply extraterritorially unless expressly so stated, hence the words “lawfully made under this title” in the “first sale” provision, 17 U.S.C. § 109(a), must mean “lawfully made in the United States”); see generally P. Goldstein, Copyright §16.0, pp. 16:1—16:2 (2d ed. 1998) (“Copyright protection is territorial. The rights granted by the United States Copyright Act extend no farther than the nation’s borders.”).

As it is described and discussed below, it was in the Kirtsaeng case 15 years later that the SCOTUS’ majority decision, contrary to Quality King, made the exceptions to the right of importation superfluous by de facto eliminating the right of importation provided in section 602(a)(1). However, as Justice Kagan’s concurring opinion pointed out, this unfortunate step was already programed in Quality King (at least, in one of its possible readings discussed above). 

3.1.3. Legal infection: not recognizing that the infringement of the right of distribution by unauthorized importation into, and by actual unauthorized sale in, the U.S. are not the same. The virus infecting the Supreme Court’s GPS when using it in Quality King consisted in the following interpretation: 
The statutory language clearly demonstrates that the right granted by §602(a) is subject to §109(a). Significantly, §602(a) does not categorically prohibit the unauthorized importation of copyrighted materials, but provides that, with three exceptions, such “[i]mportation … is an infringement of the exclusive right to distribute … under [§]106 … .” Section 106 in turn expressly states that all of the exclusive rights therein granted–including the distribution right granted by subsection (3)–are limited by §§107 through 120. One of those limitations is provided by §109(a), which expressly permits the owner of a lawfully made copy to sell that copy “[n]otwithstanding the provisions of [§]106(3).” After the first sale of a copyrighted item “lawfully made under this title,” any subsequent purchaser, whether from a domestic or a foreign reseller, is obviously an “owner” of that item. Read literally, §109(a) unambiguously states that such an owner “is entitled, without the authority of the copyright owner, to sell” that item. Moreover, since §602(a) merely provides that unauthorized importation is an infringement of an exclusive right “under [§]106,” and since that limited right does not encompass resales by lawful owners, §602(a)’s literal text is simply inapplicable to both domestic and foreign owners of… products who decide to import and resell them here.
 

The key problem emerged in respect of the interpretation of the following phrase in section 602(a): “[i]mportation … is an infringement of the exclusive right to distribute … under [§]106 …” 

The Court rejected L’anza’s argument that the provisions of section 602(a), and particularly those of its subsection (3) on exceptions, are superfluous if limited by the first sale doctrine stating that “[t]he short answer is that this argument does not adequately explain why the words ‘under [§]106’ appear in §602(a)”. Those who accept and apply the above-discussed WIPO axiom adopted in the course of the preparation of the two “Internet Treaties” – national or regional exhaustion of the right of distribution = right of importation; right of importation = national or regional exhaustion of the right of distribution – may easily offer a fully “adequate explanation” why the words “under [§]106” appear in §602(a), explanation that ensures harmony with text of section 602 and the other relevant provisions of the Copyright Act. On the basis of this WIPO equation, it may be understood why and how the infringement of the exclusive right of distribution takes place as a result of the circumvention of its applicability in the U.S. through unauthorized importation. The possible exhaustion of this right granted in another country through the first (or any subsequent) sale of the copies does not exhaust the right of distribution in the U.S. The right remains intact until the first sale of the copies in the U.S. authorized by the owner of rights. When applied in the U.S., it is truly subject to section 109(a), but its applicability in the U.S. until the first sale in the U.S. is guaranteed by section 602(a). 

This seems to be an adequate interpretation and the only one on the basis of which other relevant provisions of the Copyright Act (in particular, those on the exceptions to the right of importation = to the principle of national exhaustion of the right of distribution) are not condemned to become superfluous, non-applicable and de facto abolished. Therefore, this is an adequate interpretation, while an interpretation which makes those provisions superfluous, non-applicable and which, thus, de facto abolish them simply cannot be adequate. 

If the Supreme Court’s (in view of the author of this paper, inadequate) “short answer” is regarded not only as short-hand answer but also the full and valid answer for the question of interpretation of the relationships within the section 106(3) – section 109(a) – section 602 triangle, the majority decision of the Kirtsaeng decision truly would have followed from it quite logically. However, as it was stated by the Court, it was not intended to be the summary of the results of a complete analysis; it was just a short answer which in that way could have hardly served as a real precedence. And the detailed analysis of the Quality King decision reveals that it is a misleading answer.  
In Quality King, the SCOTUS – not on the basis of this headlines-type short answer, but on the basis of a more complete analysis – adopted an interpretation that saved the right of importation and the principle of national exhaustion in respect of the typical form of importation; namely, importation of copies manufactured abroad. The court found that the unauthorized importation of such copies was an infringement under section 602(a) irrespective of whether or not they had been sold abroad before importation.  Thus, from the viewpoint of such copies the “short answer” could hardly be regarded as a correct summary of the full answer. 
3.1.4. The finding that the first sale doctrine does not apply to copies manufactured abroad was not a dictum but an indispensable element of the Quality King decision. The SCOTUS stated its full interpretation – and not just its “short answer” – in an unequivocal manner in trying to refute L’anza’s argument according to which “§602(a), and particularly its three exceptions, are superfluous if limited by the first sale doctrine”:

§602(a) applies to a category of copies that are neither piratical nor “lawfully made under this title.” That category encompasses copies that were “lawfully made” not under the United States Copyright Act, but instead, under the law of some other country… 

Even in the absence of a market allocation agreement between, for example, a publisher of the U. S. edition and a publisher of the British edition of the same work, each such publisher could make lawful copies. If the author of the work gave the exclusive U. S. distribution rights – enforceable under the Act – to the publisher of the U. S. edition and the exclusive British distribution rights to the publisher of the British edition, however, presumably only those made by the publisher of the U. S. edition would be “lawfully made under this title” within the meaning of §109(a). The first sale doctrine would not provide the publisher of the British edition who decided to sell in the American market with a defense to an action under §602(a) (or
, for that matter, to an action under §106(3), if there was a distribution of the copies).

As it is described and discussed below, in Kirtsaeng, the SCOTUS majority alleged that the statements making clear that the first sale doctrine under section 109(a) does not apply to copies manufactured and sold abroad (and then imported without authorization) was just a dictum
 and, thus, it did not bind the Court. This allegation was based on the use of the word “presumably” in the following sentence quoted above:  “presumably only those made by the publisher of the U. S. edition would be ‘lawfully made under this title’ within the meaning of §109(a)”.  However, this phrase only appears in a remark in connection with an example. In contrast, no doubt whatsoever, no mere “presumptive” position was reflected in those statements of the Court, already quoted above, which covered the key aspects of the issue: 

The argument that the statutory exceptions to §602(a) are superfluous if the first sale doctrine is applicable rests on the assumption that the coverage of that section is coextensive with the coverage of §109(a). But… it is, in fact, broader because it encompasses copies that are not subject to the first sale doctrine – e.g., copies that are lawfully made under the law of another country.
 
These statements do not suggest that they have been based only on some “presumptions”. They are fundamental and indispensable elements of the interpretation adopted by the Court, since it is on this basis, and only on this basis, that the exceptions to section 602(a) have not become superfluous.
 It would be hardly justified to characterize this as a mere dictum. 
Thus, Justice Ginsburg had solid basis to clarify in her concurring opinion that the Quality King decision only covered copies manufactured in the US, exported abroad and then imported back; it did not cover copies made abroad. No other SCOTUS Justice participating in the unanimous decision expressed any doubt about this clarification; and it would have been a surprise if they had had any doubt, since what was stated by Justice Ginsburg was in full accordance with the decision.   
3.1.5. Under Quality King, exportation-importation of copies (although not necessarily correctly construed basis) fell under the concept of “sale”; thus, it was possible to recognize copies exported from the U.S. as having gone through their first sale in the U.S. (through an act taking place from – and, thus, still in – the U.S.). One may still point out that Quality King established that, due to the first sale doctrine, section 602(a) does not apply for certain imported copies and that this was suitable for serving as a basis for the Kirtsaeng decision 15 year later.  However, under Quality King, it was not necessarily the place of the manufacture of copies sold abroad that was truly decisive. From one element of the interpretation adopted by the Court, it followed that the copies exported and later re-imported into the U.S. was regarded to have gone through already the stage of first sale when they were exported.  Exportation is an act performed from – and therefore still in – the territory of the U.S.. This offered another reason for which Justice Ginsburg – and presumably the other Justices not questioning the validity of what she stated in her concurring opinion – had solid basis to consider that the decision only covered atypical cases where copies were manufactured in the U.S. and then made a “round trip” as Justice Ginsburg put it.    

This interpretation of the Court concerning the act of exportation as falling under the concept of first sale followed inevitably from the construction it used for the concept of first sale in respect of importation to reject the Solicitor General’s position (according to which an act of importation is not yet an act of distribution):

Whether viewed from the standpoint of the importer or from that of the copyright holder, the textual argument advanced by the Solicitor General – that the act of ‘importation’ is neither a sale nor a disposal of a copy under §109(a) – is unpersuasive. Strictly speaking, an importer could, of course, carry merchandise from one country to another without surrendering custody of it. In a typical commercial transaction, however, the shipper transfers “possession, custody, control and title to the products” to a different person, and L’anza assumes that petitioner’s importation of the L’anza shipments included such a transfer. An ordinary interpretation of the statement that a person is entitled “to sell or otherwise dispose of the possession” of an item surely includes the right to ship it to another person in another country.

If this might truly be regarded to be a valid meaning of “sale” under the US Copyright Act – as it seems the Quality King court regarded it valid – in respect of importation, it is necessarily must be regarded to be valid also in respect of exportation (the more so because the expression “to ship it to another person in another country” used in the decision in connection with legal characterization of importation, in fact, is rather the description of an act of exportation (from the country of exportation to another country). 
On the basis of this interpretation, a simpler and more direct basis was available for the Court than the place of manufacture of copies to conclude that there was no infringement of the right of distribution (by unauthorized importation) in respect of copies previously exported from the U.S. to another country. Namely that, since exportation (“shipping to another person in another country”) fell under the concept of first “sale”, before the copies were re-imported the right of distribution had been exhausted in the U.S. due to a first sale having taken place there; therefore, section 602(a) would not be applicable anymore.  On this basis, Justice Ginsburg and the other SCOTUS Justices not expressing any opposition to the statements made in her concurring opinion had one more possible reason (and in fact a more direct and solid reason) to understand that the decision did not cover copies manufactured abroad.
 

However, unfortunately the Quality King court presented this interpretation not from the viewpoint of exportation but rather of importation. It was used as an argument to reject the Solicitor General’s (also L’anza’s and some amicis’) position according to which the word “importation” in §602(a) describes an act that is not covered by the language in §109(a) authorizing a subsequent owner “to sell or otherwise dispose of the possession of” a copy.
: 

[T]he Solicitor General’s cramped reading of the text of the statutes is at odds not only with §602(a)’s more flexible treatment of unauthorized importation as an infringement of the distribution right (even when there is no literal “distribution”), but also with the necessarily broad reach of §109(a). The whole point of the first sale doctrine is that once the copyright owner places a copyrighted item in the stream of commerce by selling it, he has exhausted his exclusive statutory right to control its distribution.
 

The way the author of this paper reads and understands this comment, it contradicts the Court’s previous statements to reject the Solicitor General’s position according to which importation is not distribution yet even if it infringes the right of importation, and that two different legal situations are involved. First, the Court speaks about “unauthorized importation” “as an infringement of the distribution right (even when there is no literal ‘distribution’)”.  This was just the Solicitor General’ point: importation is not a “distribution” (yet). Secondly, the Court states that “the whole point of the first sale doctrine is that once the copyright owner places a copyrighted item in the stream of commerce by selling it, he has exhausted his exclusive statutory right to control its distribution.” In the stage of an act of importation alone, as the Solicitor General rightly pointed out, a copy is not yet in the stream of commerce “by selling it;” the copy is not yet distributed, it is not yet in the stage of sale as a result of which the right of distribution would be exhausted. 

Let us take, however, the broad interpretation adopted by the Court as a possible basis according to which an act of importation itself is an act of distribution in the U.S. This would lend another – direct – meaning to the provision of section 602(a)(1) under which unauthorized importation is infringement of the right of distribution. The Court did not speak about what is taking place in the country from where the copies are imported. From the viewpoint of that country, the same act is an act of exportation. As discussed above, under the interpretation of the Court, such an act of exportation inevitably also qualified as distribution; in fact, even more so since the importation side of the act described by the Court as “to ship it [the copy] to another person in another country” is only a completion of what is originated in the country of exportation. That act, however, concerns the right of distribution provided in the county of exportation. As the Quality King court rightly stated – and as explicitly pointed out in Justice Ginsburg’s concurring opinion – the decision according to which the first sale of copies (under Quality King, including by the first shipping of them to be imported into the US), did not apply to copies manufactured abroad. This means that although, under the interpretation of the Court, exportation – consisting in “shipping [a copy] to another person in another country [in the given case, in the US]” – was necessarily recognized as a “sale” taking place in the exporting country where the copies were made, it did not concern the application of section 602(a); such a sale taking place abroad was not recognized as a suitable defense concerning the infringement of the right of distribution by unauthorized importation. Under the interpretation of the Court, copies manufactured in another country and then shipped by a person from that country to the U.S., “sale” took place (at least also – but rather mainly) – in that country.                   

3.1.6. Infringements of the right of distribution through unauthorized (first) sale, on the one hand, and, on the other hand, the infringement of the right of distribution by unauthorized importation are two distinct concepts. However, the author of this paper (who may be influenced by the concept of distribution applied in WIPO documents and the discussions in competent WIPO bodies, according to which distribution only takes place by sale or other transfer of ownership – and definitely not yet by merely shipping copies for subsequent distribution by sale or other subsequent transfer of ownership) is of the view that the Solicitor General’s interpretation, according to which infringement of the right of distribution through unauthorized distribution, in particular by unauthorized (first) sale, in the U.S., on the one hand, and, on the other hand, the infringement of the right of distribution by unauthorized importation (for subsequent distribution, in particular for sale) are two distinct concepts.

The Solicitor General had good reasons to point out in Quality King - as referred to his statement by Justice Kagan in her concurring opinion in Kirtsaeng - the different nature of these two kinds of infringements (and the acts covered by the rights infringed):

[T]he Solicitor General offered a cogent argument... He reasoned that §109(a) does not limit §602(a)(l) because the former authorizes owners only to "sell" or "dispose" of copies—not to import them: The Act’s first-sale provision and its importation ban thus regulate separate, non-overlapping spheres of conduct. See Brief for United States as Amicus Curiae in Quality King, O. T. 1996, No. 96-1470, pp. 5,8-10. That reading remains the Government's preferred way of construing the statute. See Tr. of Oral Arg. 44 ("[W]e think that we still would adhere to our view that section 109(a) should not be read as a limitation on section 602(a)(1)"); see also ante, at 32-33; post at 21, n. 15 (GINSBURG, J., dissenting).60

As pointed out above, section 501(a) supported the Solicitor General's position:

Anyone [l]who violates any of the exclusive rights of the copyright owner as provided by sections 106 through 118 [2] or of the author as provided in section 106A(a), [3] or who imports copies or phonorecords into the United States in violation of section 602, is an infringer of the copyright or right of the author, as the case may be. (Inner numbering included.)

The Quality King court recognized that the use of the words "or who imports," rather than words such as "including one who imports," is more consistent with an interpretation that a violation of §602 is distinct from a violation of §106 (and thus not subject to the first sale doctrine set out in §109(a)) than with the interpretation that it is a species of such a violation. However, it added that “[n]evertheless, the force of that inference is outweighed by other provisions in the statutory text.”

Two comments may be made on the latter remark of the Court. First, it may hardly be regarded just as an inference that two distinct cases are involved; the text unequivocally reflects the understanding that infringement of the right of distribution through unauthorized importation (normally for subsequent distribution) is different from the infringement of the right through actual unauthorized distribution. Secondly, the arguments of the Court on how “other provisions in the statutory text” outweigh this “inference” (which is much more; it is rather a statutory clarification) are not persuasive. 

The first such argument of the Court argument is presented in this way: 

Most directly relevant is the fact that the text of §602(a) itself unambiguously states that the prohibited importation is an infringement of the exclusive distribution right “under section 106, actionable under section 501.” Unlike that phrase, which identifies §602 violations as a species of §106 violations, the text of §106A, which is also crossreferenced in §501, uses starkly different language. It states that the author’s right protected by §106A is “independent of the exclusive rights provided in Section 106.” The contrast between the relevant language in §602 and that in §106A strongly implies that only the latter describes an independent right.

This argument is hardly suitable to raise any doubt about the fact that section 501(a) refers to two distinct forms of infringements of the right of distribution. The independence of “moral rights” provided in section 106A may be found in a completely different dimension. As the Court itself mentions in footnote 21, “Section 106A is analogous to Article 6bis of the Berne Convention…, but its coverage is more limited.” The independence of moral rights from economic rights as stated in Article 6bis(1) of the Convention
 is valid irrespective of which economic right is involved and in which way that economic right is infringed. It has nothing to do with the question of relationship between two economic rights or between two sorts of infringements of the same right.  
With its other argument, the Court equally moved into a dimension which had nothing to do with the question of whether or not section 501(a) differentiates between two distinct forms of infringements of the right of distribution (it does, of course).  The Court argues in this way:  

Of even greater importance is the fact that the §106 rights are subject not only to the first sale defense in §109(a), but also to all of the other provisions of “sections 107 through 120.” If §602(a) functioned independently, none of those sections would limit its coverage. For example, the “fair use” defense embodied in §107 would be unavailable to importers if §602(a) created a separate right not subject to the limitations on the §106(3) distribution right. Under L’anza’s interpretation of the Act, it presumably would be unlawful for a distributor to import copies of a British newspaper that contained a book review quoting excerpts from an American novel protected by a United States copyright. Given the importance of the fair use defense to publishers of scholarly works, as well as to publishers of periodicals, it is difficult to believe that Congress intended to impose an absolute ban on the importation of all such works containing any copying of material protected by a United States copyright.

The question of whether a work the copies of which are imported infringes copyright or it does not infringe copyright because the fair use defense applies has nothing to do with the question of whether or not unauthorized importation (for subsequent distribution) of copies under section 602(a) and actual unauthorized distribution by performing an act mentioned in section 106(3) are two distinct forms of infringements of the right of distribution. They do qualify as distinct forms of infringement as section 501(a) clarifies it. Section 602(a) is only relevant where the copies are not infringing copies; thus, “by definition” it is only applicable where any suggestion about an infringement, for example, on the basis of the fair use defense, may be refuted. Section 602(a) applies the same way in case of the copies of works in respect of which, due to the fair use defense, it turns out that they are not infringing as in the case of copies of works about which no doubts whatsoever does emerge about their lawful nature. No matter for what reasons a work is lawful, the unauthorized importation of its copies qualifies as infringement under section 602(a) even if they have not entered yet the stage of actual distribution by sale (or other disposition of possession falling under the first sale doctrine). The success or failure of the fair use defense is only relevant from the viewpoint of whether truly section 602(a) is applicable (because, on the basis of the fair use defense, the copies are to be regarded as lawful copies) or rather section 602(b) (because, due to the failure of the fair use defense, infringing copies are involved).                    

This unjustified denial in Quality King of the distinct nature of the two above-mentioned forms of infringements of copyright has contributed to an erroneous majority decision in the Kirtsaeng case – as rightly stated in the dissenting opinion filed by Justice Ginsburg.
3.3. Kirtsaeng
: eliminating decisive elements of Quality King and adopting a new interpretation leading to full conflict with – de facto amending – the U.S. Copyright Act
3.3.1. In contrast with Quality King, Kirtsaeng concerned mainstream copyright. In the Kirtsaeng case, what was at issue was not just unauthorized importation of “ordinary commercial products that use copyrighted material as a marketing aid”
 as the SCOTUS characterized the subject matter of Quality King. Kirtsaeng, a Thai student, with the assistance of his family, had imported more than 600 copies of textbooks from Thailand not for his studies but for selling them in the U.S. This produced profit for him since the textbooks manufactured in Thailand with the authorization of the publisher (John Wiley & Sons, Inc.) – due to different market conditions – had been sold in that country at a price much lower than in the US.             

3.3.2. Removing the key element of Quality King as alleged “dictum” which was indispensable jn the Court’s legal construction to avoid a clear conflict with the Copyright Act.   The 6 - 3 majority of the SCOTUS revised and changed the key findings of Quality King as a result of which that decision did not make the exceptions to section 602(a)(1) superfluous. Namely, because the case only applied to the unauthorized importation of copies manufactured in the US, exported (“shipping to another country” characterized by the Quality King court as falling under the concept of “sale”) and then reimported into the U.S. and did not apply to copies manufactured abroad and imported into the US. In contrast, in Kirtsaeng, the Court ruled that the right of distribution is exhausted by sale abroad also in the case of copies manufactured abroad. 

The Kirtsaeng majority claimed that the statement in Quality King pointing out that the decision did not make the exceptions to section 602(a) “superfluous” because it did not concern the unauthorized importation of copies manufactured abroad was not truly part of the decision; it was just a dictum and, thus, it did not bind the Court as a precedence.           

It is true that unauthorized importation of copies manufactured abroad was not a specific issue in Quality King, but the interpretation of the relationships of the provisions in the section 106(3) – section 109(a) – section 602(a) triangle definitely was. 

A principle laid down by the Court in one of its earlier rulings (and quoted by Justice Ginsburg at the beginning of her dissenting opinion) reflects that the U.S. constitutional system – unsurprisingly – is also based on the separation of powers: “In the interpretation of statutes, the function of the courts is easily stated. It is to construe the language so as to give effect to the intent of Congress.”
 The Kirtsaeng majority alleged that the Quality King court had not truly held that section 602(a)(1) applied to unauthorized importation of copies lawfully manufactured and sold abroad (but not sold yet in the U.S.); it just referred to this as a presumption. For those who have read the text of Quality King quoted above, it is clear that this is not the case. The following statement in Quality King, already twice quoted above, was a key element of fulfilling the task “to construe the language so as to give effect to the intent of Congress”:
The argument that the statutory exceptions to §602(a) are superfluous if the first sale doctrine is applicable rests on the assumption that the coverage of that section is coextensive with the coverage of §109(a). But since it is, in fact, broader because it encompasses copies that are not subject to the first sale doctrine – e.g., copies that are lawfully made under the law of another country – the exceptions do protect the traveler who may have made an isolated purchase of a copy of a work that could not be imported in bulk for purposes of resale. As we read the Act, although both the first sale doctrine embodied in §109(a) and the exceptions in §602(a) may be applicable in some situations, the former does not subsume the latter; those provisions retain significant independent meaning.
 (Emphasis added.)
In Quality King, this unequivocal recognition that copies lawfully made abroad are not subject to the first sale doctrine and, thus, in case of their unauthorized importation, section 602(a)(1) applies, was the main guarantee not getting into inevitable conflict with the intent of the Congress clearly expressed in the text of the relevant statutory provisions. This is so since, as pointed out above, if both copies lawfully made in the U.S. and copies lawfully made abroad had been excluded from the application of section 602(a)(1), the provisions of section 602 on importation of lawfully made copies would have been de facto abolished. 

In Kirtsaeng – as not only Justice Ginsburg in her dissenting opinion and Justices Kennedy and Scalia joining her but (although reluctantly and with differing conclusions) also Justice Kagan in her concurring opinion and Justice Alito joining her recognized – the Court adopted a ruling that got in conflict with the intent of the Congress unequivocally expressed in section 602(a)(1). 

The ruling of the Kirtsaeng majority has made the provisions of section 602(a)(3) on exceptions completely “superfluous” (in clearer terms: non-applicable and de facto abolished) since they include exceptions to section 602(a)(1) determining cases where and under what conditions unauthorized importation of lawfully made copies does not infringe the right of distribution. If the interpretation adopted by the majority were correct (it is not) it would mean that Congress has adopted exceptions to a non-existing rule, something which does not seem to be an appropriate suggestion about Congress’ activities.   

In this way, Kirtsaeng has removed a key aspect of Quality King which was still suitable to avoid an irreparable conflict with Congress’ intention duly expressed in section 602(a). 
3.3.3. A built-in problem in Quality King that could have been corrected but that the Kirtsaeng court rather magnified to get in a head-on crash with the Copyright Act. As Justice Kagan has pointed out in her “concurring”
 opinion, it turned out in the Kirtsaeng case that already Quality King created such a conflict. It did allow unauthorized importation of copies lawfully made in the U.S., exported abroad and re-imported into the U.S.; the act performed by the defendant – in spite of the previous exportation of the copies concerned – was still an unauthorized importation.  (However, as pointed out above, Quality King offered another possible reading according to which exportation of the copies (“shipping to another person in another country”) fell under the concept of “first sale” as a result of which, when the copies were reimported, they were already beyond the stage of first sale and, thus, since the right of distribution had been exhausted, no conflict emerged with section 602(a)(1).)       

Justice Kagan has pointed out that the SCOTUS, by permitting unauthorized importation of copies manufactured and sold abroad, had reduced the applicability of section 602(a)(1) “to fairly esoteric applications.”
 Justice Ginsburg has also stated this in her dissenting opinion as follows:

(T)he Court reduces §602(a)(1) to insignificance. As the Court appears to acknowledge […], the only independent effect §602(a)(1) has under today’s decision is to prohibit unauthorized importations carried out by persons who merely have possession of, but do not own, the imported copies [emphasis added by the author of this paper] See 17 U. S. C. §109(a) (§109(a) applies to any “owner of a particular copy or phonorecord lawfully made under this title” [emphasis added by Justice Ginsburg]). If this is enough to avoid rendering §602(a)(1)entirely “superfluous” […], it hardly suffices to give the owner’s importation right the scope Congress intended it to have.
   (Emphasis added.) 

3.3.4. It seems that, by Kirtsaeng, section 602(a)(1) of the Copyright Act has not only been reduced to insignificance but it has been de facto abolished. It is submitted that, due to the reasons mentioned by Justices Kagan and Ginsburg, the Court not only has reduced section 602(a)(1) to insignificance, but it has de facto abolished it. This is so because, according to the Court’s majority, the section would not apply to lawfully made copies already sold abroad but only to copies not sold yet and being merely in the possession of the “importers” without qualifying as owners.
 Consequently, in the U.S. – unless the possible reading of Quality King is applied, according to which “shipping to another country” falls under the concept of first “sale” (not taken as a basis in Kirtsaeng) – but, in fact, also in the country from where they are exported, such copies have not gone through the stage of first sale yet. The right of distribution is not exhausted yet irrespective of whether the principle of national, regional or international exhaustion is applied. Due to this, if such “importers” – only lawfully possessing and not owning the copies – still tried to behave as owners and to sell the copies (“by definition” in the form of first sale) in the U.S. without authorization by the owners of rights, they would commit two kinds of violations of law. First, since they would not qualify as third parties, but as parties bound by contracts, the owners of rights could have legal remedies for breach of contract. Secondly, since unauthorized first sale would take place, the owners of rights could make use of all the legal remedies and sanctions for the infringement of their exclusive right of distribution.                                        

Congress has not adopted such completely superfluous and meaningless provision as section 602(a)(1) according to the interpretation adopted by the Kirtsaeng majority. The text of the subsection obviously contradicts the idea that it does not cover copies the ownership of which is acquired abroad (normally through buying the copies which means that others sell them). The provision applies to unauthorized importation of “copies or phonorecords of a work that have been acquired outside the United States” (emphasis added).  If Congress truly had intended to clarify that, in the case of section 602(a)(1), “acquiring” – for some reason (but hardly easily construable reason, if construable at all) – exceptionally does not include acquisition of copies by buying them (and, thus, sold by others), it could have done so; but it did not. 

The text of the provisions of session 602(a)(3) on exceptions to section 602(a)(1) covers importation of copies without (the need for) authorization that are acquired abroad in this way. Let us take for example of probably the broadest exception under section 602(a)(3)(C) concerning “importation by or for an organization operated for scholarly, educational, or religious purposes and not for private gain, with respect to no more than one copy of an audiovisual work solely for its archival purposes, and no more than five copies or phonorecords of any other work [acquired abroad] for its library lending or archival purposes.” These uses – for lending and archival purposes – normally presuppose ownership of copies; thus, this provision (but also the other provisions on exceptions) covers cases where acquisition of copies abroad necessarily means acquiring ownership of copies (which, thus, goes through the stage of first sale abroad). 
It goes without saying that there would be no need for these exceptions if the importation of copies acquired (bought) abroad – due to the application of the principle of international exhaustion – were free under the Copyright Act, and in particular under its section 602(a)(1). 

Therefore, the correct interpretation of section 602(a)(1) is that it does cover such copies.     
3.3.5. The legislative history also proves that the Kirtsaeng decision – which is also in conflict with the consistently represented position of the Government – is badly founded. Congress certainly did not have any intention to adopt superfluous and meaningless provisions. The legislative history of section 602(a)(1) thoroughly presented and analyzed in Justice Ginsburg’s dissenting opinion reflects in an unambiguous way
 that the administration proposed and the Congress opted for the application of the principle of national exhaustion of the right of distribution (along with the right of importation that goes along with this principle) for the same reasons as in other countries where it is applied and as discussed in the course of the preparation of the two WIPO “Internet Treaties.” Publishers presented the problem that, without a right of importation, they could not normally exploit their right of distribution (and their underlining right of reproduction) abroad. They could not adapt prices to the conditions of foreign markets because, if they sell copies in a country at a lower price corresponding to the standard of living there, those copies may invade the U.S. market. The importers can sell copies at prices lower than what the owners of rights apply (in accordance with the U.S. standard of living) in order to recoup their investments with a reasonable profit. First, the argument emerged that this problem might also be solved through contractual arrangements, but it was then made clear that contracts would not offer any help vis-à-vis third party importers not bound by any contract. This justification was presented during the preparation of what became section 602(a)(1) and (3) –  and only this justification. The legislative history confirms what follows from the ordinary meaning of the texts of the relevant provisions. 

The Kirtsaeng majority tried to shrug off and disregard legislative history by stating (i) that the above-mentioned justification was presented in an earlier stage of the preparatory work (in the 60s and section 602(a) was only adopted as part of the 1976 Act) and (ii) that the legislative history “at best, is not conclusive.”
 As Justice Ginsburg’s dissenting opinion proves it,
 the fact that this legal-political justification of section 602(a)(1) was discussed in an earlier stage of the preparatory work does not change the fact that the above-mentioned justification was the only (and sufficient) one; no other justification had emerged before Congress adopted the provision. 

The allegation according to which the legislative history of section 602(a)(1) had not been conclusive was not substantiated by the Kirtsaeng majority. Only a reference was made to one of the witnesses concerning the need for avoiding conflict with a reasonable application of the first sale doctrine; but the witness only referred to the case where somebody buys a copy for himself or herself abroad.
 However, exactly such a case is covered by one of the exceptions to section 602(a)(1) in section 602(a)(3)(B). This – along with the other exceptions provided in section 602(a)(3) – confirms, in view of the a contrario principle, that, in all the  cases not covered by such an exception, unauthorized importation is an infringement of the right of distribution also where lawfully made copies are involved. 

3.3.6. “Parade of horribles” (in practice, non-existing) problems. The Kirtsaeng majority presented (the way Justice Ginsburg called it) a “parade of horribles”
 by referring to possible negative impacts of the (in fact, correct) interpretation of section 602(a)(1) according to which it provides for a right of importation resulting from the application of the principle of national exhaustion. The majority itself recognized that such problems had not emerged in practice but it stated that they might emerge if the SCOTUS interpreted section 602(a)(1) in that way. However, as Justice Ginsburg pointed out in a thorough and persuasive manner in her dissenting opinion,
 the attempt of trying to justify the de facto abolition of section 602(a)(1) due to such non-existing problems based just on some theoretical hypotheses was condemned to failure. 

First, it was unnecessary to try to predict what would happen if the Court recognized that unauthorized importation of copies manufactured and sold (from the viewpoint of importers, acquired ( bought) abroad is infringement as provided in section 602(a)(1). It was unnecessary since this interpretation had prevailed already for about 30 years clearly reflected also in legal literature
 and still no lawsuit had been launched during that period due to any of the theoretical problems outlined by the Kirtsaeng majority.      

Secondly, and most importantly, the hypothetical problems listed were not real problems. Even if it occurred to an owner of rights to allege violation of section 602(a)(1) in the cases which the “copyright minimalist” lobbyists invented to try to frighten the majority, there were multiple reasons for which such a claim could not be successful. The volume of this paper does not allow going through all the badly founded allegations presented by the majority and the persuasive arguments on the basis of which Justice Ginsburg pulverized them. It seems sufficient to mention a couple of examples of the imaginary “horribles” which not only does not have any connection with reality as proved in the dissenting opinion, but which also show how strangely the Kirtsaeng majority interpreted the SCOTUS’ task correctly determined by the Court itself previously in accordance with principle of separation of power as mentioned already above: “In the interpretation of statutes, the function of the courts is easily stated. It is to construe the language so as to give effect to the intent of Congress.”
 The Kirtsaeng majority recognized that Congress, in certain precisely determined cases, had adopted exceptions allowing free importation of copies acquired abroad. However, by presenting the “parade of horribles”, it tried to prove that the Congress was wrong since (possibly with the exception of some imaginary and marginally “esoteric” cases, but in fact – if the concept of acquisition is applied correctly – with no exception), importation of copies acquired abroad must be free (i) for the objectives which the exceptions under section 602(a)(3)(B) try to serve, but without the limitations prescribed there by Congress; and (ii) in fact, in all possible cases not only in those covered by those exceptions.  
The Court lists as one of the alleged “horrible” consequences that “under a geographical interpretation a contemporary tourist who buys, say, at Shakespeare and Co. (in Paris), a dozen copies of a foreign book for American friends might find that she had violated the copyright law.”
 Congress did contemplate these kinds of cases when it provided for the exception under section 602(a)(1)(B) which provides for an exception in case of “importation… for the private use of the importer… and not for distribution, by any person with respect to no more than one copy or phonorecord of any one work at any one time, or by any person arriving from outside the United States… with respect to copies or phonorecords forming part of such person’s personal baggage” (emphasis added). This exception allows importation by a person of copies of books bought in Paris at Shakespeare and Co. or elsewhere in his or her personal baggage. However, what Kirtsaeng did had nothing to do with this; he imported more than 600 copies and not in his personal luggage, not for his friends as kinds of presents but for distribution for profit-making purposes. When Congress provided in the Copyright Act for such an exception, it made it clear in an unequivocal manner that – a contrario – when a person imports copies beyond the scope, and for purposes other than what is determined in section 602(a)(3)(B), it is infringement of the right of distribution. The Kirtsaeng majority did not agree with the intention of Congress expressed in statutory law with such an unmistaken clarity; it de facto modified the Copyright Act declaring that any importation by any person any number of copies acquired (bought) abroad in any manner (not only in personal baggage but in any other way whatsoever) for any purpose (not only personal use or use by friends but also for profit-making purpose) is free. Of course, also free is what the too cautious Congress declared free in 602(a)(3)(B), which, however, in this way has become completely superfluous and just a proof that Congress, in view of the Kirtsaeng majority, was not sufficiently liberal to allow free importation of copies bought (sold by others) abroad.       

The majority has also outlined another “horrible” consequence of maintaining the  importation right and the principle of national exhaustion. It refers to the submission of frightened librarians who had complained that if the SCOTUS did not extend the application of the first sale doctrine to copies acquired abroad and imported into the U.S. they would not be able to lend copies in their collections.  Not only Justice Ginsburg in her dissenting opinion but also Justice Kagan in her “concurring” opinion points out why this “horrible” is practically a non-existing problem: 

But if Congress views the shrinking of §602(a)(1) as a problem, it should recognize Quality King—not our deci​sion today—as the culprit. Here, after all, we merely construe §109(a); Quality King is the decision holding that §109(a) limits §602(a)(1). Had we come out the opposite way in that case, §602(a)(1) would allow a copyright owner to restrict the importation of copies irrespective of the first-sale doctrine.
 That result would enable the copy​right owner to divide international markets in the way John Wiley claims Congress intended when enacting §602(a)(1). But it would do so without imposing down​ stream liability on those who purchase and resell in the United States copies that happen to have been manufactured abroad. In other words, that outcome would tar​get unauthorized importers alone, and not the “libraries, used-book dealers, technology companies, consumer-goods retailers, and museums” with whom the Court today is rightly concerned. Ante, at 19. Assuming Congress adopted §602(a)(1) to permit market segmentation, I suspect that is how Congress thought the provision would work—not by removing first-sale protection from every copy manufactured abroad[… ], but by enabling the copyright holder to control imports….
  (Emphasis added.) 
This means that there is no problem for libraries to lend copies lawfully manufactured and bought (sold by others) abroad and lawfully imported into the U.S. Furthermore, section 602(a)(3)(C) allows for libraries to import up to five copies without authorization for lending them (of which it follows a contario that unauthorized importation is an infringement of the right of distribution under section 602(a)(1) even if libraries import in this way more than five copies. (However, as Justice Kagan has rightly pointed out, libraries can lend and dispose of any number of copies imported with authorization or bought in the U.S.)        

3.3.7. Failed attempts of the Kirtsaeng majority at trying to prove that section 602(a)(1) would still be applicable (in certain “esoteric” cases). The Kirtsaeng majority has tried to prove that unauthorized importation may still be an infringement also under its construction; namely, in those cases where the importers are not owners of the copies imported; that is, where they have not acquired the copies but they import them nevertheless:

§602(a)(1) would still forbid importing (without permission, and subject to the exceptions in §602(a)(3)) copies lawfully made abroad, for example, where (1) a foreign publisher operating as the licensee of an American publisher prints copies of a book overseas but, prior to any authorized sale, seeks to send them to the United States; (2) a foreign printer or other manufacturer (if not the “owner” for purposes of §109(a), e.g., before an authorized sale) sought to send copyrighted goods to the United States; (3) “a book publisher transports copies to a wholesaler” and the wholesaler (not yet the owner) sends them to the United States, see Copyright Law Revision, pt. 4, at 211 (giving this example); or (4) a foreign film distributor, having leased films for distribution, or any other licensee, consignee, or bailee sought to send them to the United States. See, e.g., 2 Nimmer on Copyright §8.12[B][1][a], at 8–159 (“Section 109(a) provides that the distribution right may be exercised solely with respect to the initial disposition of copies of a work, not to prevent or restrict the resale or other further transfer of possession of such copies”). These examples show that §602(a)(1) retains significance.
  

It is difficult to see how these examples – 100% sure having never been considered by Congress as a reason justifying the adoption of section 602(a)(1) – would do what the Kirtsaeng majority believes they do; namely that they show that under the majority’s construction this provision retains any significance whatsoever.  This is so since section 602(a)(1) speaks about importation of “copies or phonorecords of a work that have been acquired outside the United States.” Acquisition of copies means – or at least typically means – buying copies (and the exceptions listed in section 602(a)(3) indicate beyond any doubt that Congress, of course, understood the word “acquired” in that way.
 
3.4. Legal-political considerations about the territorial effect of exhaustion of rights 
and about the right of importation
The Kirtsaeng decision amending U.S. legislation and getting in conflict with governmental policy by adopting the principle of international exhaustion and, consequently, de facto abolishing the right of importation provided by Congress in section 602(a)(1) of the Copyright Act was welcomed and hailed by copyright minimalists as a victory from the viewpoint of public interests. For example, the press release of Public Knowledge (PK) expressed happiness in this way: "We are glad that the Supreme Court recognized and prevented the harm that could have been done by the decision of the lower court. This is a big win for the public interest, students, libraries, retailers, and consumers of all sorts who will be protected by this decision."
 There was also celebration that the copyright industries had lost and internet intermediaries had gained as a result of the decision: “This is a serious setback for large book, movie, record and software companies, and a victory for eBay and other e-commerce companies.”
 However, for example, the press release of the Motion Picture Association of America (MPAA) drew attention to the negative consequences of the 180-grade modification of the legal situation made by the SCOTUS majority:  "We believe today's Supreme Court decision will hinder American businesses' ability to compete overseas to the detriment of the long-term economic interests of the United States and particularly its creative industries.”

These declarations did not concern the question of what was or what would have been the right decision in view of the de lege lata situation under the U.S. copyright legislation but rather reflected certain de lege ferenda legal-political considerations.  Such considerations were also discussed during the preparatory work of the two WIPO “Internet Treaties,” in particular at the third session of the “Berne Protocol” Committee held in June 1993 preparing what became the WCT. The report of the session reflected the debate in this way:

… The reasons given in opposition to the right of importation included the fol​lowing: (i) once copies of works which were made with the authorization of the copyright owner are placed on the market, the right of distribution should be considered exhausted and not subject to a further right to control importation of such copies (“international exhaustion”); (ii) owners of rights can control im​portation of copies of works by contractual means; therefore, a right of impor​tation would be superfluous; (iii) the right of the owner of copyright to control the importation of copies of works is an unacceptable restriction on the free cir​culation of goods and cultural products; (iv) importation of lawfully-made copies of works is not the same as piracy, which could be addressed through other mech​anisms, such as provisions on enforcement of rights, including customs controls; (v) a separate right of importation may restrict the flow of cultural goods across national borders, by requiring that licences for the use of works be negotiated on a country-by-country basis; (vi) control over importation may be anti-competi​tive and may contribute to unreasonable disparities in prices between countries; and (vii) the introduction of such a right in the field of copyright may have repercussions as regards other intellectual property rights.

… The reasons given in favor of the right of importation were as follows: (i) the in​vestment necessary to bring works to market, and to develop new products, re​quire the security that markets may be divided territorially; (ii) the long-term effect of allowing parallel importation would be to concentrate the international distribution system in the hands of a few major entities which can afford a global presence, to the detriment of small entities that seek to promote alternative mar​kets; (in) absence of a right of importation would vitiate the right of the author to grant exclusive territorial licences, and would end the current system of supply from a plurality of sources; (iv) erosion of the principle of territoriality of copy​right may contribute to illegal copying, including piracy, of lawfully-made copies of works (for example, copies of computer programs not equipped with anti-copy systems) which are intended for markets where there is less risk of unauthorized copying; (v) customs controls cannot function without a right to authorize or pre​vent the importation of copies; (vi) enforcement of the right of importation by contractual means is illusory, since contracts between the owner of rights and li​censees are not binding on third persons; and (vii) if the author is able to secure his main market by the right of importation, he is favorably inclined to grant separ​ate rights for developing countries at a lower price.
 (Emphasis added.) 
The arguments in favor an (implied) importation right – which means national or regional exhaustion of the right of importation – seem to be much weighty if the consequences of international exhaustion are taken into account and analyzed from the viewpoint of both those countries where works are mainly created and produced and those which are rather the markets of works and in three subsequent stages (i) in the relatively short period when, in a creating-producing industrialized country like the US the legal situation has just changed and suddenly international exhaustion replaces national exhaustion as what follows from Kirtsaeng (but contrary to statutory law); (ii) in the period when owners of rights have adapted already their distributing and pricing policy to the new legal situation; and (iii) in a longer run when the impact of the new legal situation may be fully felt. 

Within a relatively short period after the replacement of national exhaustion by international exhaustion and the abolition of a right of importation in a creating-producing industrialized countries, might truly be advantageous for the members of the public and organizations using works protected by copyright because the floodgate is open for importation of cheaper copies (cheaper as a result of differential prices adapted to the conditions of other countries). In developing countries, in that period, there would not be yet any truly important change, although it is possible that due to the attractive chance to gain profit by exporting (or re-exporting) copies to a richer market of an industrialized country may have already some negative effect of the supply of authorized copies in the developing countries. It is true that in this period, the big losers would be the copyright industries (along with their creative and technical people)  since the possibility of selling copies at a higher price in the market where this has been possible and needed for recouping their investments with a reasonable profit may dramatically shrink.   

The situation would change by the time when owners of rights have been able to adapt their distribution and pricing policy to the new situation. In order to avoid the inundation of priority markets by cheap (or at least cheaper) copies imported from other countries, they would be constrained to apply less differential prices by reducing them in richer markets and increasing them in poorer markets. From this kind of relative harmonization of price level, the consumers and other users of richer countries, in principle, would gain something, but the consumers and other users of poorer countries would lose; they would have to pay more. However, the differences of the economic situations, standards of living and price environments between certain countries would be too big for sufficient harmonization. Such harmonization would hardly be possible, for example, between the U.S. and the least developed countries (LDCs). Therefore, if the owners of rights wanted to protect the markets where they may recoup their investments with a reasonable profit necessary for sustainable creation and production of cultural and information goods, they would have to abandon serving the markets of those poor countries. This, however, might lead to double detrimental consequences since, first, in this way the public of those poor countries might lose access to works of knowledge and entertainment and, secondly, the situation thus emerging in such countries might lead to an eruption of piracy. 

In a longer run, it seems all the stakeholders might lose more or less. Not only the public and the institutions of the LDCs and other poor countries, and not only the copyright industries and their creative and technical people. Due to the negative impact on those industries through the decreasing market resources, their capacity and incentives to create and produce would necessarily shrink. Thus, although consumers on other users might be happy to get access to works at a cheaper price, they would have access quite probably to less works and at a lower quality. The outcome would be the same as in other cases where short-sighted people celebrate the reduction or elimination of copyright protection as a guarantee for “freer access” to valuable works.          
4. USEDSOFT AND REDIGI – THE CJEU HAS ERRED, JUSTICE SULLIVAN HAS GOT IT RIGHT;

NO “ONLINE EXHAUSTION” RIGHTS FOR INTAGIBLE COPIES
4.1. UsedSoft:
the CJEU’s attempt at extending the doctrine of exhaustion of rights (without due competence) to the online environment (where it is not applicable)
4.1.1. Introductory remarks. In the UsedSoft v. Oracle case, the subject matter of the dispute was Oracle’s programs covered by end-user license agreements (EULAs).  The EULAs contained terms forbidding the licensees to transfer the computer programs to a third parties. UsedSoft, a company based in Germany, allows its costumers “reselling”, through its online system, programs covered by the licenses.  
The CJEU held that the exhaustion of the right of distribution is also applicable for copies of computer programs made through online transmissions.
  

In its UsedSoft decision, the CJEU erred for several reasons and adopted new law by practically amending the existing EU norms. Under the EU Treaty, the Court’s competence does not extend to the creation of new law, neither to the amendment of the existing EU law. If the EU Treaty (Treaty on the Functioning of the European Union (TFEU)) is considered as a kind of “constitution” of the EU, in fact, this form of kind of “judicial activism” is unconstitutional.
 Thus, the validity of UsedSoft is, to put it in a mild way, doubtful.     

4.1.2. The WCT and the Information Society Directive do not allow “online exhaustion” in respect of intangible copies. As discussed above, the WCT only allows limiting the exclusive right of distribution by exhaustion with the first sale of copies if tangible copies are involved.  It does not include similar possibility in the case of copies made through online transmission (through downloading) in a way that the holder of the copy, or anybody else on his behalf, might make a new copy through the transmission.

The Information Society Directive
 has implemented the WCT adequately in respect of all categories of works – including computer programs to which all the provisions of the Treaty apply including those which are relevant from the viewpoint of the right of distribution and the possibility of limiting it by exhaustion.

The CJEU has quoted Recital (29) and Article 3(3) of the Information Society Directive covering these issues but it has adopted a ruling which is in conflict with that recital and article:
   

Recital (29): „The question of exhaustion does not arise in the case of services and on-line services in particular. This also applies with regard to a material copy of a work or other subject-matter made by a user of such a service with the consent of the rightholder… Unlike CD-ROM or CD-I, where the intellectual property is incorporated in a material medium, namely an item of goods, every on-line service is in fact an act which should be subject to authorisation where the copyright or related right so provides.” 

Article 3(3): The rights referred to in paragraphs 1 [the right of reproduction] and 2 [the right of communication to the public, including making available to the public] shall not be exhausted by any act of communication to the public or making available to the public as set out in this Article.  (Emphasis added.)

4.1.3. Although reproduction of intangible copies (through downloading) through transmissions by means of online services may be characterized as “distribution.” this cannot change the fact that acts of reproduction and making available are involved covered by rights in respect of which no exhaustion of rights is allowed. When „used” programs are uploaded to the UsedSoft system and then downloaded into the computers of the new acquirers of the programs, new intangible copies are made.

The right of reproduction cannot be „exhausted” under the international treaties and the „acquis communautaire”. The acts of making copies through transmission may be characterized as „sale” or „distribution.”  This is not the real issue; this is in accordance with the principle of „relative freedom of legal characterization”
 of acts covered by protected rights and the acceptability of such legal characterization was recognized at the Diplomatic Conference. However, under this principle, a specific legal characterization cannot change the nature and the level of protection of the rights involved (with possible limitations allowed or not allowed). It cannot be disregarded what is actually taking place in the UsedSoft system that would is characterized as “distribution”; namely “distribution” through reproduction (making intangible copies through downloading) through transmissions. The different legal characterization of the acts of reproduction and making available to the public does not allow Contracting Parties to provide for exhaustion of those rights.      
In spite of this, The CJEU ruled that the right of making available characterized by it as „distribution” and the right of reproduction in respect of making (downloading) copies through online transmissions are exhausted by making intangible copies through transmission.

This is in obvious conflict with the above-quoted provisions of the WCT and the Information Society Directive.  

4.1.4. The CJEU’s theory according to which specific rules of the Computer Programs Directive would justify its ruling in conflict with the WCT and the Information Society Directive is erroneous. The CJEU has tried to defend its ruling on the basis that the Computer Program Directive (adopted in 1991; consolidated in 2009)
 is lex specialis in relation to the Information Society Directive and that the ruling was based on specific provisions of the Computer Programs Directive differing from the general provisions of the Information Society Directive as lex generalis.  

However, the arguments on which the “lex specialis” construction was based cannot stand any serious scrutiny.  It is really true that the Information Society Directive, under its Article 1(2), leaves intact and no way affects the provisions of the previously adopted five copyright directives, including the Computer Programs Directive. However, this means that, where there is no specific rule (lex specialis), the lex generalis of the Information Society Directive applies in accordance with the WIPO treaties which it has implemented.  

There is no specific provision in the Computer Programs Directive which would serve as a basis for the CJEU’ preliminary ruling. What happened in UsedSoft was that, the CJEU “retrospectively” amended the Computer Programs Directive. It built specific rules into that Directive differing from the general rules under the Information Society Directive (and under the WCT implemented by the Directive); specific rules that are not part of that Directive. Then the Court referred to those new rules created by it (with no competence under the EU Treaty), as lex specialis.
Let us take CJEU’s arguments about the alleged lex specialis (consisting in a set of incorrect and non sequitur inferences).  

4.1.5. The use of a computer program, without separate authorization, by the lawful acquirer for its intended purpose mentioned in Article 5(1) of the Computer Programs Directive obviously does not include the right to authorize another person to make a new copy (even if, the original acquirer allegedly destroys his or her copy). Where the CJEU believes to have found a specific rule is Article 5(1) of the Computer Program Directive.
  It reads as follows:

In the absence of specific contractual provisions, the acts referred to in points (a) and (b) of Article 4(1) shall not require authorisation by the rightholder where they are necessary for the use of the computer program by the lawful acquirer in accordance with its intended purpose, including for error correction. (Emphasis added.)
There are various reasons for which this provision is completely unsuitable to support the CJEU’s “lex specialis” construction. 

First, let us suppose (but not accept at all) that Article 5(1) might apply for the acts of uploading a program by its lawful acquirer into the UsedSoft system and for making a new copy by somebody else through downloading it through that system and that all this might be regarded as acts permitted to the lawful acquirer of the original copy of the program as „necessary for the use of the computer program.” Would not the provisio at the beginning of of Article 5(1) – „[i]n the absence of specific contractual provisions” – be applicable in such a case? Might there be any appropriate reason to allege that the owner of rights in a computer program – while allowing the use the program, e.g. under an EULA – could not prohibit the acts mentioned in Article 5(1) by contract? It seems none; there is no such reason; the proviso “[i]n the absence of specific contractual provisions” is not limited in a way that this kind of contractual provision would be excluded.   

However, there is also a more substantive and decisive reason for which Article 5(1) of the Directive does not support the CJEU’s legal construction. Article 5(1) is about the question of what a lawful acquirer may do after having lawfully acquired a computer program. In UsedSoft, the factual issues were completely different.  The questions were (i) whether or not it is “an act necessary for the use of the computer program” to authorize somebody else to acquire a program by making a new copy through online transmission; (ii) whether or not UsedSoft is allowed to use its system for making the program available to somebody else to acquire – in fact, rather make – a copy thereof through online transmission; (iii) whether or not, under such circumstances, those who download – make – copies of the programs in their computers without the authorization of the owner of copyright are „lawful acquirers;” (iv) otherwise, whether or not acquiring – making  – a new copy of the program without the authorization of the copyright owner is an act “necessary for the use of the computer program by the lawful acquirer” at all in view of the fact that the act consists exactly in acquiring – making – a copy the program for subsequent use. And, of course, behind these questions, there was (and is) the fundamental question whether or not the right to authorize making intangible copies through online transmission (irrespective whether or not it is characterized as distribution) may be exhausted as a result of the first such authorized making a copy (reproduction) through online transmission. Under Article 5(1) of the Directive, the answer to all these questions is an inevitable, clear and load “No”.  

4.1.6. The Court uses typical circular reasoning in trying to prove “online exhaustion” of intangible copies on the basis of Article 5(1) of the Computer Programs Directive.  The CJEU replies in a weird way to the views expressed by national governments stating what is obvious, namely that Article 5(1) only covers the use of the lawful acquirer of the program and does not cover making a new copy by somebody else (even if it is authorized by a lawful acquirer of a copy – but not by the owner of right, and even if another copy is allegedly destroyed):      
… The Argument put forward by Oracle, Ireland and the French and Italian Governments that the concept of ‘lawful acquirer’ in Article 5(1) of Directive 2009/24 relates only to an acquirer who is authorised, under a licence agreement concluded directly with the copyright holder, to use the computer programme cannot be accepted.

…That argument would have the effect of allowing the copyright holder to prevent the effective use of any used copy in respect of which his distribution right has been exhausted under Article 4(2) of Directive 2009/24, by relying on his exclusive right of reproduction laid down in Article 4(1)(a) of that directive, and would thus render ineffective the exhaustion of the distribution right under Article 4(2).

This is an excellent example of the grave logical fallacy of circular reasoning (circulus in probando). The Court tried to prove its legal theory about „online exhaustion” of the right of distribution in respect of intangible copies by alleging that, under Article 5(1) of the Directive, the use by a lawful acquirer of the program also means making a new copy by somebody else through downloading through transmission through the system of a commercial intermediary.  When national governments pointed out that this theory is in obvious conflict with the unequivocal text of Article 5(1), the Court rejected these fully justified remarks by referring what it tried to prove; namely that the right of distribution is exhausted by distribution through reproduction (by downloading intangible copies) through transmissions.   

It also transpires from the Court’s response that, under its theory, the exhaustion also would cover the right of reproduction. It would be impossible to deny that the right to authorize   making a new copy does not exhaust by authorizing the making of a copy. However, the Court still tries to abolish the right to authorize the making a new intangible copy for those owners of rights who have authorized the making of such a copy. It rejects the legal impossibility of the exhaustion of this right as an argument (an irrefutable argument) against its theory of “online exhaustion” which it would like to prove by stating that there is such an exhaustion and that the owners of right would, in a way, misuse their right of reproduction to circumvent the exhaustion the existence of which it tries to prove (with no success).                   

4.1.7. The general provisions of the Information Society Directive use the expression “sale… of copies” exactly in the same way and in the same context as the Computer Program Directive; referring to this expression as lex specialis is with no foundation. In the CJEU’s preliminary ruling, there are also other arguments which, however, do not stand any serious legal scrutiny either. 

The preliminary ruling stresses that Article 4(2) of the Computer Programs Directive refers –   without further specification – to “sale … of a copy of a program”, and „thus makes no distinction according to the tangible or intangible form of the copy in question.” This is considered by the Court as lex specialis justifying the exhaustion of acts of making copies through online transmissions.

However, the lex generalis provision of Article 4(2) of the Information Society Directive contains exactly the same language „sale of copies of the work” (where „work” means any work including any computer program). There is no difference whatsoever between the two Directives in this respect. There is no obstacle to characterize making copies through transmission as distribution through sale. This, however, does not change the fact that exhaustion only applies to a given copy first „sold” and it has nothing to do with the making another copy other than that given copy through online transmission. 

4.1.8. To refer to the expression “in any form” in Article 1(2) of the Computer Programs Directive as lex specialis is anachronistic; hardly anything might be more typically lex generalis in the field of copyright than this in view of the same expression used in Article 2(1) of the Berne Convention. The CJEU still refers to Article 1(2) of the Computer Programs Directive which states that „[p]rotection in accordance with this Directive shall apply to the expression in any form of a computer program” and Recital 7 of Directive specifying that „computer programs” it aims to protect „include programs in any form, including those which are incorporated into hardware”. Immediately after this, the Court makes this sweeping statement:  „Those provisions thus make abundantly clear the intention of the European Union legislature to assimilate, for the purposes of the protection laid down by Directive 2009/24, tangible and intangible copies of computer programs.”
 

Two comments should be added to the latter argument. First, the CJEU does not elaborate on how the reference to this provision and this recital would support its position; how the form of computer programs may influence the application of copyright granted in respect of the programs when the Directive just states that it equally applies to any computer programs in any form. In UsedSoft, the issue was not this; the issue was the question of exhaustion of rights in computer programs irrespective of their forms.  Secondly and more importantly, the essence of the Court’ argument is that the statement that computer programs are protected by copyright „in any form” shows that lex specialis is involved. This is one of the weirdest suggestions in the preliminary ruling, since only someone who has forgotten of Article 2(1) of the Berne Convention can make it.  This is so because this provision of the Berne Convention provides in respect of any literary and artistic works that they are protected “whatever may be the mode of form” of their expression (and, of course, as Article 10(1) of the TRIPS Agreement and Article 3 of the WCT clarifies it, computer programs are protected as literary works in any mode or form; the latter provision using exactly the same language as Article 2(1) of the Berne Convention, “whatever may be the mode of form of their expression” (of the computer programs). 
Under the WCT and under the EU Directives (not only under the Computer Programs Directive but also under the Information Society Directive), both tangible and intangible copies of computer programs (but, it should be added: equally both tangible and intangible copies of any other literary and artistic works) qualify as copies and are, thus, covered by the right of reproduction. This is not a specific rule under the Computer Programs Directive in comparison with the general rules of Information Society Directive. In fact, one could hardly imagine any more obvious absence of lex specialis than in the case of Article 4(2) of the Computer Programs Directive.  (Furthermore, it should be noted again that, in UsedSoft, the issue was not this; the issue was the exhaustion of rights; including the exhaustion of the right of reproduction (which, of course, in the case of that right does not apply). 

4.1.9. Summary of the CJEU’s arguments: they not only do not support “abundantly” the preliminary ruling; they do not offer any support at all.  On the basis of the analysis above, it must be stated that the CJEU did not have any reason to speak about “provisions” making “abundantly clear” what is included in the preliminary ruling about alleged lex specialis rules in respect of the question of exhaustion of rights. In fact, none of those provisions supports the Court’s ruling. None – nothing, zero, nada, rien, zippo, zilch. 

4.1.10. An absurd statement by the CJEU: the copy obtained by the lawful acquirer and the copy downloaded by somebody else through transmission by using the UsedSoft system is the same copy.  No mention has been made yet of the most stupefying statement that the CJEU inevitably had to make since, without such a statement, it would not have been able to avoid  recognizing what is obvious; namely that its whole construction collapses if it is scrutinized on the basis of the EU law. Under Article 4(c) of the Computer Programs Directive, “[t]he 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…”  Exhaustion only applies to „that copy”; the copy which is acquired as a result of first sale. So the CJEU states: the copy which is made as a result of the transmission through the UsedSoft system in the computer of somebody else is „that copy”;
 that is, the same copy as the one which was originally made through the authorized transmission from the website of the owner of rights. Come on, “that copy”, the same copy? Let us avoid characterizing, by any fitting adjective, the absence of relationship of this statement with reality.  

4.1.11. There are truly lex specialis elements in the Computer Programs Directive, but none of those alleged by the CJEU exists;  in fact, it is in conflict with the EU Treaty (TCEU) that the Court has tried to amend the EU law to which its competence does not extend.  There are really specific norms in the Computer Program Directive which form lex specialis, such as the provisions on decompilation of programs. However, there is no lex specialis element that would justify the exhaustion of the right of reproduction and the right of making available in case of making copies through online transmission, irrespective of whether or not what at actually takes place in this respect is characterized as „distribution”. 

It is already not a de lege lata but a typical de lege ferenda argument that exhaustion might be justified since the original copy is supposed to be deleted and, thus, only one copy remains at the end. It is said that such making of another copy through transmission may have the same effect as transfer of the same copy. There are legal and legal-political problems with this de lege ferenda argument; but the justified doubts about the allegation that “only one copy remains” seems to be even bigger problem. Oracle pointed out that it cannot be safely controlled that, when a copy included into the UsedSoft system by the original owner of the program, there is no other copy available already on an external device. The CJEU tries to shrug off this fundamental problem by pointing out that, after all, it is also difficult to make sure in other cases that no infringing copies are made.
 This strange statement shows that the Court pretended to forget how big difference is between infringements forbidden and a legal construction creating easy possibility – and also an excuse – for infringements undermining the chance for normal exploitation of works. It is the same as alleging that essentially there is no difference, from the viewpoint of hens, between two cases: on the one hand, the case where the fox has to go get them in henhouses and, on the other hand, the case where hens are regularly delivered in the foxhole with the inscription in their necks “please, remember you are not supposed to eat them”.

The CJEU has entered the field of legislation by including something in the Computer Programs Directive „retrospectively” that was not there and, through this, modifying the actual acquis communautaire; the acquis adopted in accordance with due legislative procedure by those Union bodies which, in contrast with the Court, truly have competence to create new norms and modify old ones.   

The CJEU’s possible excuse is that it has acted, instead of the European Parliament and the Council, in favor of the functioning of the internal market is completely groundless. This is, however, not a valid argument, because, if legislative measures had been needed for this purpose, it would not have been a matter of the Court which has no competence for this. 

It is important to note that, if the Parliament and the Council had had any intention to modify the acquis the way the Court has tried to amend it, there would have been an opportunity to do so in 2009 when the codified version of the Computer Programs Directive was adopted. No such intention, no such idea emerged. 

One may shrug off this unfortunate intrusion of the CJEU into the field of legislation by saying that hopefully the cloud technology with its virtualization environment not necessitating downloading programs and other works in the end-users’ devices and/or the transformation of the contractual system may offer solutions for the owners of rights to prevent conflicts with normal exploitation of their rights. However, this may hardly solve immediate problems.

One may also say that after all, the CJEU ruling only concerns computer programs and it does not apply to other categories of works (even not to data bases and video games in which computer programs are only one of the elements). However, caution is needed in this respect. There is no guarantee that the other categories of works will not become victims of the CJEU’s „judicial activism” (which is a euphemism standing for unconstitutionality).  
4.2. ReDigi
: no online exhaustion for intangible copies; 
example for how the CJEU would have had to act in UsedSoft 
ReDigi.com was a kind of online music store established in a way similar to the UsedSoft system. It was advertised as „the world’s first and only marketplace for digital used music."
 The “marketplace” allowed users to store their recordings in online lockers and "sell" them through the "Cloud." If its customers wished to "sell" a "used" digital recording through the system, they had to download ReDigi's software. The software made it possible for customers to designate the recordings legally purchased from iTunes Store or ReDigi that they wished to sell from their devices. In such a case, ReDigi removed the eligible recordings from the seller's device and stored them in its “cloud” for "sale." Buyers were able to view a list of recordings that were for sale, and purchased and download them.

Capitol Records filed a lawsuit against ReDigi. In its complaint, Capitol Records claimed that the ReDigi was liable for several violations, including direct infringement, contributory and vicarious liability, and inducement of copyright infringement; it engaged in unauthorized reproduction, distribution, and public performances of the plaintiff’s works and assisted users in making unauthorized copies and sales. In response, ReDigi has claimed fair use and the first sale doctrine as a defense; it contended that its system, which removed the digital copy from its prior owner's access, so that only one person "owned" the digital copy at any time, should enjoy the same exemption from copyright liability as do tangible used books and records. 

Judge Sullivan of the District Court of the Southern District of New York found in favor of the plaintiff – and rightly enough.  He adopted an order granting Capitol Records "motion for summary judgment on its claims for ReDigi's direct, contributory, and vicarious infringement of its reproduction rights".
 

The original version of this paper was delivered at the ALAI Congress which took place in Cartagena, Colombia, in September 2013. The report of the U.S. ALAI Group prepared in response to the congress questionnaire included a precise description of Judge Sullivan’s order. It is sufficient to refer to its essence which shows that the District Court has done what the CJEU should have done in respect of „online exhaustion” (but it has done just the opposite).  As it has been stressed in the order, the Court has applied the law in its existing de lege lata form and has not volunteered to take over Congress’ legislative role on the basis of some de lege ferenda ideas.   

The summary of the U.S. ALAI Group read as follows: 

[T]he Court held that, even if the transfer of a copy of a work over the internet does not produce extra retention copies, so that there is only one copy of the work before and after the transfer, it nonetheless infringes the copyright owner’s exclusive reproduction right. Reproduction occurs when a work is fixed in a new material object, and the fact that the file moves from one material object to another means a reproduction occurred. In finding that the reproduction right was implicated, the court rejected the application of the first sale doctrine and further declined to find that the use was “fair”. Because the copies that ReDigi distributed were unauthorized, the court held that ReDigi had violated both the reproduction and the distribution rights.

The court reasoned that the first sale doctrine applies only to the owner of a “particular” copy and is limited to the sale or other transfer of material items in the stream of commerce. Because the communication of a digital file (as opposed to a material object, such as a CD, in which the file is fixed) necessarily results in the creation of a new material instantiation (in the recipient’s hard drive), the recipient will not have obtained possession of “that copy”.  New copies of works fall outside the scope of the first sale doctrine.

The Court’s order pointed out that “it is the creation of a new material object and not an additional material object that defines the reproduction right”
 and rejected ReDigi’s argument that the Court’s reading of section 109(a) of the Copyright Act on the first sale doctrine would exclude digital copies of works from the meaning of the statute:
Section 109(a) still protects a lawful owner’s sale of her “particular” phonorecord, be it a computer hard disk, iPod, or other memory device onto which the file was originally downloaded. While this limitation clearly presents obstacles to resale that are different from, and perhaps even more onerous than those involved in the resale of CDs and cassettes, the limitation is hardly absurd – the first sale doctrine was enacted in a world where the ease and speed of data transfer could not have been imagined. There are many reasons… for why such physical limitations may be desirable.
 (Emphasis added.)
5. EXHAUSTION OF RIGHTS, FAIR USE AND THE THREE-STEP TEXT

5.1. ReDigi: rejection of the fair use claim

As discussed above, Justice Sullivan also rejected ReDigi’s claim that its activity was allowed as fair use. The order has stated as follows:

On the record before it, the Court has little difficulty concluding that ReDigi’s reproduction and distribution of Capitol’s copyrighted works falls well outside the fair use defense. ReDigi obliquely argues that uploading to and downloading from the Cloud Locker for storage and personal use are protected fair use… Significantly, Capitol does not contest that claim… Instead, Capitol asserts only that uploading to and downloading from the Cloud Locker incident to sale fall outside the ambit of fair use. The Court agrees. See Arista Records, LLC v. Doe 3, 604 F.3d 110, 124 (2d Cir. 2010) (rejecting application of fair use to user uploads and downloads on P2P file-sharing network).
 (Emphasis added.) 

The District Court has analyzed the four factors of fair use listed in section 107 of the Copyright Act and finds that “[e]ach of the statutory factors counsels against a finding of fair use.”
 It is particularly justified to quote the findings concerning the fourth factor:
ReDigi’s sales are likely to undercut the “market for or value of the copyrighted work” and, accordingly, the fourth factor cuts against a finding of fair use. Cf. Arista Records, LLC v. Doe 3, 604 F.3d at 124 (rejecting application of fair use to P2P file sharing, in part, because “the likely detrimental effect of file-sharing on the value of copyrighted compositions is well documented.” (citing Metro-Goldwyn-Mayer Studios Inc. v. Grokster, Ltd., 545 U.S. 913, 923 (2005)). The product sold in ReDigi’s secondary market is indistinguishable from that sold in the legitimate primary market save for its lower price. The clear inference is that ReDigi will divert buyers away from that primary market. ReDigi incredibly argues that Capitol is preempted from making a market-based argument because Capitol itself condones downloading of its works on iTunes. (ReDigi Mem. 18.) Of course, Capitol, as copyright owner, does not forfeit its right to claim copyright infringement merely because it permits certain uses of its works. This argument, too, is therefore unavailing.
 
In sum, ReDigi facilitates and profits from the sale of copyrighted commercial recordings, transferred in their entirety, with a likely detrimental impact on the primary market for these goods. Accordingly, the Court concludes that the fair use defense does not permit ReDigi’s users to upload and download files to and from the Cloud Locker incident to sale.
  (Emphasis added.)
5.2. Findings in ReDigi about what may qualify as conflict with a normal exploitation of works and unreasonable prejudice to the legitimate interests of owners of rights; possible  relevance from the viewpoint of the tree-step test 
The Court’s findings concerning the fourth factor seems to be a paraphrase of a statement according to which ReDigi’s unauthorized distribution (sales) of digital copies conflicted with a normal exploitation of the recordings and thus also unreasonably prejudiced the legitimate interests of the owners of rights. 

This indicates that it is justified to ask the question of whether or not the exhaustion of rights is also controlled by the three-step test as provided in Article 9(2) of the Berne Convention, Article 13 of the TRIPS Agreement and Article 10 of the WCT.  

A further reason for considering this question is to which Judge Sullivan has also referred in the order. Namely, the reason for which the US Copyright Office in its report on the Digital Millennium Copyright Act rejected extension of the first sale doctrine to the distribution of digital works, and pointed out that the justifications for the first sale doctrine in the physical world could not be imported into the digital domain. The USCO stated that “the impact of the [first sale] doctrine on copyright owners [is] limited in the off-line world by a number of factors, including geography and the gradual degradation of books and analog works.”

The ReDigi order has quoted the USCO report as follows:  

[P]hysical copies of works degrade with time and use, making used copies less desirable than new ones. Digital information does not degrade, and can be reproduced perfectly on a recipient’s computer. The “used” copy is just as desirable as (in fact, is indistinguishable from) a new copy of the same work. Time, space, effort and cost no longer act as barriers to the movement of copies, since digital copies can be transmitted nearly instantaneously anywhere in the world with minimal effort and negligible cost. The need to transport physical copies of works, which acts as a natural brake on the effect of resales on the copyright owner’s market, no longer exists in the realm of digital transmissions. The ability of such “used” copies to compete for market share with new copies is thus far greater in the digital world.”
 (Emphasis added.)

Since there is hardly any doubt about a conflict with a normal exploitations of works and, thus, also about an unreasonable prejudice to the legitimate interests of the owners of rights, the only question concerning the applicability of the three-step test for the exhaustion of rights is whether an exception to or limitation of rights is involved (since the test is to control exceptions to and limitations of economic rights).
5.3. Reasons for which exhaustion of rights may be regarded as a limitation of the rights concerned justifying the application of the three-step test

Exhaustion of rights is certainly not an exception to the rights concerned. However, according to the meaning of the word (and, under Article 31(1) of the Vienna Convention on the Law of Treaties, this is decisive for the interpretation of a treaty provision
) it does qualify as a kind of limitation of rights. Such an interpretation is strengthened by those provisions of the "Internet Treaties" (Article 6(2) of the WCT, Articles 8(2) and 12(2) of the WPPT and Article 8(2) of the BTAP) which make it clear that exhaustion is not an indispensable constituting element of the concept of the right of distribution; the Contracting Parties are allowed to provide for exhaustion on the basis of the same kind of language as what is used in provisions on exceptions and limitations. Let us take the text of Article 6(2) of the WCT:

Nothing in this Treaty shall affect the freedom of Contracting Parties to determine the conditions, if any, under which the exhaustion of the right in paragraph (1) applies after the first sale or other transfer of ownership of the original or the copy of the work with the authorization of the author. (Emphasis added.)
In the text quoted above, emphasis is added to the term "determine the conditions" which is the same as in Article 11bis(2) of the Berne Convention allowing limitations of the right of broadcasting (and the rights concerning related acts). Emphasis is also added to the words "if any" underlining that, in principle, a Contracting Party may choose not to provide for exhaustion of the right.

Therefore, there is no obstacle to apply the three-step test to the exhaustion of rights as a limitation. The ReDigi order offers sufficient reasons for a finding that unauthorized „online distribution” (through reproduction through transmissions) may get in conflict with the three-step test.
 
There is still one more issue to consider in this respect. Article 6(2) of the WCT reads as follows: 
Nothing in this Treaty shall affect the freedom of Contracting Parties to determine the conditions, if any, under which the exhaustion of the right in paragraph (1) applies after the first sale or other transfer of ownership of the original or a [tangible!] copy of the work with the authorization of the author.
„Nothing in this Treaty shall affect… the freedom” might, in principle, be interpreted as meaning that even Article 10 on the three-step test does not affect the freedom to provide for exhaustion of the right of distribution. The author of this paper is of the view that this interpretation would be badly founded but that, in respect of so-called „online distribution,” its possibility does not even emerge since Article 6 of the WCT only applies where tangible copies are distributed; thus, the freedom is not applicable for what may be legally characterized as “distribution” of intangible copies through reproduction through transmissions, but which, in the absence of tangible copies, is not covered by Article 6 – and, thus, neither is covered by the clause of such “freedom”.      

However, even if it were supposed – without accepting it – that Article 6(2) is applicable for „online distribution,” the „Nothing in this Treaty” clause would not mean that making new copies would not be subject to the three-step test under Article 9(2) of the Berne Convention (and as a matter of redundancy also under Article 10(2) of the WCT). This would follow both from the non-derogation provision of Article 1(2) of the WCT and from Article 20 of the Berne Convention to be complied with under Article 1(4) of the Treaty). 

Thus, it seems a well-founded interpretation that the three-step test is also applicable for limitations of rights through exhaustion. It follows from this that it is justified to state that massive unauthorized online “re-sale” (distribution through reproduction through transmissions) of copies of works is in conflict with the test.

[End of paper]    
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