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SHORT PAPER ON THE THREE-STEP TEST FOR THE APPLICATION OF EXCEPTIONS AND LIMITATIONS IN THE FIELD OF COPYRIGHT
Inclusion of the three-step test in the Berne Convention and its further application in international intellectual property treaties
The three-step test was introduced for the first time in the Berne Convention during the Stockholm revision conference in 1967. Article 9(2) of the Convention on the criteria of the application of exceptions to and limitations of the right of reproduction
  reads as follows:
It shall be a matter for legislation in the countries of the Union to permit the reproduction of such [literary and artistic] works in certain special cases, provided that such reproduction does not conflict with a normal exploitation of the work and does not unreasonably prejudice the legitimate interests of the author. (Emphasis added to highlight the structure of the provision.) 
The test offers sufficient flexibility but determines the limits beyond which national laws cannot go in establishing exceptions and limitations. In this way, it has proved to be an adequate means to establish due balance in the field of copyright. As a result, Article 13 of the TRIPS Agreement
 has extended the test – beyond its original coverage under Berne Article 9(2) – to all exceptions to and limitation of economic rights under copyright: 

(i) to all the specific exceptions to the right of reproduction (under Articles 10, 10bis and 11bis(3)) and the so-called “minor exceptions” to the right of public performance; 
(ii) to all the specific limitations (under Article 11bis(2) and 13(1)); and 
(iii) to any possible exceptions to, or limitations of, the exclusive right of rental not covered by the Berne Convention but provided, for certain categories of works, by the TRIPS Agreement. (Furthermore, the test has also been extended, in Article 26(2) and 30 of the Agreement, to the exceptions to and limitations of the rights in industrial designs and patents, respectively, in the same structure but with certain minor modifications of the second and third criteria.)
In the WIPO Copyright Treaty (WCT) and the WIPO Performances and Phonograms Treaty (WPPT) adopted in December 1996, the three-step test was also extended to all exceptions and limitations; both (i) to those which are specifically provided in the Berne Convention in certain specific cases; and (ii) to any possible exceptions to or limitations of those rights which have been newly recognized under the two Treaties.
 The latter rights mean, in addition to the right of rental provided in the same cases as in the TRIPS Agreement, the explicitly recognized right of distribution (which may also be considered as an indispensable corollary of the right of reproduction) and the exclusive right of (interactive) making available to the public (which, in the case of copyright may also be regarded as a combination of the existing right of communication to the public and the right of distribution). 
In 2000, the three-step test was interpreted by two WTO dispute settlement panels; first, in a patent case
 and then in a copyright case.
 The panel reports have confirmed that the test is a workable and effective means to establish and maintain due balance of interests.

The continued adequacy of the test – also in view of any new technological, business method and social developments – has been further confirmed in the Beijing Treaty on Audiovisual Performances (BTAP) adopted in June 2012, which, in its Article 13, contains exactly the same provisions on the test as Article 16 of the WPPT adopted 16 years before. 
Concepts of “limitations” and “exceptions”
The titles of Article 13 of the TRIPS Agreement and the relevant provisions of the WIPO Treaties refer to “Limitations and Exceptions.” In accordance with the ordinary meaning of the words, an “exception” means that the given acts are exempted from the application of the right concerned (no authorization is needed and there is no obligation to pay remuneration), while a “limitation” means that, although the right is applicable, it is limited in a certain way (for example, an exclusive right is limited to a mere right to remuneration or to a compulsory license).

Structure of the test
The provisions on the three-step test do not leave any doubt as to the structure of the analysis to be applied. There is a basic criterion according to which an exception or limitation may be applied only in a limited special case. Then two additional criteria determine further conditions of the application of exceptions or limitations. First, they must not conflict with a normal exploitation of (rights in) works or other protected subject matter. Secondly, even if  there is no such conflict, they must not unreasonably prejudice the legitimate interests of the owners of rights. Although this kind of step-by-step application of the test clearly follows from the text of the relevant provisions themselves, their negotiation history (the so-called “preparatory work”) also explicitly confirms it in the form of an agreed statement.
 
The three criteria of the test 
The first criterion is that an exception or limitation may only be applied in certain special cases. There has always been agreement that this criterion means that the scope of application of an exception or limitation must be duly limited; it must not result in a general open-ended exemption from the obligation to protect the right concerned. The adjective “certain” is interpreted in different ways; it seems, however, that the most appropriate interpretation is to consider it as a synonym of “some” without any separate substantial meaning (such as that the conditions under which an exception of limitation may be applied would have to be fixed in a very detailed manner). The really substantial criterion determining the special nature of the test is that there should be a sound legal-political justification for the application of an exception or limitation. Thus, the criterion of “special case” is both of a quantitative and of a qualitative-normative nature. This follows from the very objective of the test – namely, due balancing of interests – and it is also confirmed by the documents of the negotiation history.
  
The second criterion is that an exception or limitation must not conflict with a normal exploitation of (rights in) works. There is no dispute on that “exploitation” means extraction of the economic value of rights. As the documents of the negotiation history confirm, “normal exploitation” is both an empirical and a normative concept. It means “all forms of exploiting a work which [has], or likely to acquire, considerable economic or practical importance.”
 The reference to possible future forms of exploitation may be regarded in itself as a normative – rather than a mere empirical – criterion. It seems, however, that normalcy also means that the protection of copyright is not supposed to serve the exercise of rights for purposes other than extracting economic value therefrom and which are alien to the objectives of copyright (such as for preventing access to information that is important for the public interest or for suppressing competition). The meaning of the word “conflict” is also quite clear, and the documents of the negotiation history further clarify it in the sense that an exception or limitation “should not enter into economic competition with [the rights in the] works.”
 
It is the third step where the fine tuning of establishing an adequate balance of interests may and should take place. An exception or limitation may cause certain prejudice to the legitimate interests of owners of rights (obtaining remuneration to recoup their creative and financial investments with reasonable profit that may guarantee sustainable creation and production of works), but it must not be of an unreasonable nature. The principle of reasonable proportionality should prevail.
 
Application of the test for specific exceptions and limitations allowed under the Berne Convention
The provisions of Article 13 of the TRIPS Agreement, Article 10 of the WCT, Article 16 of the WPPT and Article 13 of the BTAP make it clear that the three-step test must control not only the introduction of possible new exceptions and limitations where these Treaties (or the underlining Berne Convention as provided in its Article 9(2)) allow, but – at least as regards the second and third criteria of the test
 – also the application of the specific exceptions and limitations permitted under the Berne Convention (see Articles 10, 10bis, 11bis(2) and (3) and 13(1) and the “minor exceptions” to the right of public performance).  
In this respect, the three-step test applies as an interpretation tool for the specifically provided exceptions and limitations. In October 1996, a document was published by WIPO on “Implications of the TRIPS Agreement on Treaties Administered by WIPO” prepared in accordance with the decision of the WIPO General Assembly.
 The document expressed this interpretation-tool nature of the three-step test as provided in Article 13 of the TRIPS Agreement as follows: “None of the limitations and exceptions permitted by the Berne Convention, if correctly applied, conflicts with the normal exploitation of the work and none of them should, if correctly applied, prejudice unreasonably the legitimate interests of the right holder… Thus generally and normally, there is no conflict between the Berne Convention and the TRIPS Agreement as far exceptions and limitations are concerned.”
 In view of the provision of Article 13 of the Agreement, the objective of the extension of the application of the test to the specifically provided exceptions and limitations is to guarantee that they are correctly applied and, thus, they do not conflict with a normal exploitation of works and do not prejudice unreasonably the legitimate interests of owners of rights.               

The 1996 Diplomatic Conference adopted an Agreed Statement concerning Article 10 of the WCT on the three-step test which reads as follows: “It is also understood that Article 10(2) neither reduces nor extends the scope of applicability of the limitations and exceptions permitted by the Berne Convention.” In view of the clear provision of Article 10(2) – under which any limitations or exceptions under the Convention must be subject to the three-step test – this Agreed Statement has the same meaning as what is mentioned in the above-mentioned WIPO document in respect of Article 13 of the TRIPS Agreement. Namely, that an interpretation tool is involved,
 and that, at least, the second and third criteria of the test should be duly taken into account in order to make it sure that the specifically provided exceptions and limitations are applied in accordance with the test.   
Fair use and the three-step test 
Fair use – contrary to the three-step test – is not an internationally recognized legal concept. It only exists in a small number of countries and not necessarily in the same way. It may mean broadly differing criteria and forms of applications (whether partly codified in statutory law or basically left to case law). 

When reference is made to fair use, usually the US system is in mind. Under the fair use doctrine – codified in section 107 of the US Copyright Act – the most relevant "special cases" are identified in a non-exhaustive manner.
  The section lists four criteria
 which should be taken into account to determine whether or not in a given case the fair use defense is applicable.  However, section 107 is derived from, and is inseparably linked to, an extremely rich and complex case law, and it is only along with that case law that it is meaningful. On the one hand, it is a statutory codification of the criteria of fair use developed by the US courts for many decades and, on the other hand, the well-established case law is indispensable to guarantee – along with the other statutory provisions in the Copyright Act – that the US copyright law is in accordance with the international copyright provisions and, in particular, with each of the cumulative conditions of the three-step test. 
Articles 7 and 8 of the TRIPS Agreement (and other so-called “externalities”) should be taken into account for – and not beyond – the application of the three-step test
As it has been clarified in the WTO dispute settlement cases, Articles 7 and 8 of the TRIPS Agreement on “Objectives”
 and “Principles”
 should be taken into account for the application of the three-step test and they may justify allowing certain exceptions and limitations in certain cases and in a certain manner in accordance with the three criteria of the test. However, it also has been made clear that, where they are duly taken into account for the application of the test, it would not be appropriate to try to take them into account once more as some kind of further external criteria.

The same applies as regards other possible so-called “externalities,” such as human rights considerations, protection of privacy and personal data, competition aspects and the like. They may and should be taken into account within the framework of the application of the three-step test on the basis of the above-described normative interpretation of the three criteria.
Application of the three-step test in the digital online environment 
The agreed statements adopted concerning the relevant provisions of the WCT, the WPPT and the BTAP clarify that they “permit Contracting Parties to carry forward and appropriately extend into the digital online environment limitations and exceptions in their national laws which have been considered applicable under the Berne Convention” or “to devise new exceptions and limitations that are appropriate in the digital network environment.” These statements are linked to the provisions on the three-step test and, thus, it is obvious that the test is applicable in all the cases mentioned in the agreed statements. This means that the existing exceptions and limitations may be “carried forward” and new ones may be devised – but only where they are “appropriate” in the sense that they fulfill each of the criteria of the test also under the new conditions of the digital online environment.
  
These statements and the repeated inclusion of provisions on the three-step test in the WCT and WPPT in December 1996 and in the BTAP in June 2012 (in the latter, in the way as in the WPPT) definitely rebut certain unsubstantiated slogans according to which, although the three-step test may have made sense in 1967 when it was first elaborated but its criteria are no longer relevant in the new environment. Such slogans are completely unfounded for the obvious reason that the criteria of the test are technologically-neutral. The scope of special cases may change somewhat but an exception or limitation continues being applicable only in special cases. There may also be new developments as regards the ways of exploiting works, but this is not a defensible reason to claim that now there may be conflicts with normal exploitation of works. And, of course, it would be an absurd idea to suggest that, in view of certain new developments, now exceptions and limitations should be allowed also where they unreasonably prejudice the legitimate interests of owners of rights.
The Appendix to the Berne Convention, the special status of LDCs under the TRIPS Agreement – and the three-step test 
Under Article 20 of the Berne Convention which – by virtue of Article 9(1) of the TRIPS Agreement and Article 1(4) of the WCT is also applicable for the Agreement and the Treaty – no special agreement may result in new norms that would decrease the existing level of protection. Nevertheless, it has been recognized that there are certain developing countries that are not yet in the position of being able to fulfill some of the minimum obligations. This has led to the adoption of the Appendix to the Berne Convention which allows special treatment for such developing countries (through translation and reprint compulsory licenses). Although the provisions of the Appendix seem to be out-of-date, this principle is confirmed and applied also in the form of preferential rules under the TRIPS Agreement for such developing countries which mean now the category of least developing countries (LDCs). It would be misleading to say just that, in the framework of preferential treatment for LDCs, the three-step test is not applicable, since the real situation is that the international minimum obligations in general do not bind the LDCs yet – with the exception of a very narrow scope of general obligations provided in the Agreement.
 
-.-.-.-.-.-.-.-
� For the description of the preparatory work of Article 9(2) of the Convention (and Article 9(1) on the right of reproduction), see „Guide to the Copyright and Related Rights Treaties Administered by WIPO and Glossary of Copyright and Related Rights Terms,” WIPO publication No. 891 (E), 2003 (hereinafter: WIPO Guide and Glossary), pp. 54 to 57. 


� The provision reads as follows: “Members shall confine limitations or exceptions to exclusive rights to certain special cases which do not conflict with a normal exploitation of the work and do not unreasonably prejudice the legitimate interests of the right holder.” (Emphasis added to highlight the structure of the provision.) As it can be seen, in substance this is the same as Article 9(2) of the Berne Convention but it also emphasis the limited nature of the special cases (“confined to”). Article 13 appears after all the other provisions of the Agreement on copyright. Therefore, it is obvious that the expression “limitations or exceptions to exclusive rights” – in the absence of any contrary statement – means any exceptions or limitations to any exclusive rights to be protected under the Agreement; including those which follow from the obligation of complying with the Berne Convention under Article 9(1) of the Agreement.   


� Article 10 of the WCT provides as follows:


“(1) Contracting Parties may, in their national legislation, provide for limitations and exceptions to the rights granted to authors of literary and artistic works under this Treaty in certain special cases that do not conflict with a normal exploitation of the work and do not unreasonably prejudice the legitimate interests of the author.


“(2) Contracting Parties shall, when applying the Berne Convention, confine any limitations or exceptions to rights provided for therein to certain special cases that do not conflict with a normal exploitation of the work and do not unreasonably prejudice the legitimate interests of the author.” (Emphasis added to highlight the structure of the provision). Paragraph (2) refers to any limitations or exceptions provided for in the Berne Convention. This does not allow any interpretation other than that the three-step test – or at least its second and three criteria – must be taken into account also for the application of the specific exceptions and limitations provided in the Convention.  


� WT/DS114/R of 17 March 2000 (Canada – Patents).


� WT/DS160/R of 15 June 2000 (USA – Copyright).


� The patent panel has adopted a report which states that, by virtue of Article 30 of the TRIPS Agreement any acts may be performed during the patent term (including complete production runs) that are necessary for obtaining a market approval for generic pharmaceutical products in order that its production may begin immediately after the expiry of the term of protection (contrary to the position of the European Communities which had initiated the case and according to which only laboratory experiments would have to be allowed).  The copyright panel also have determined on the basis of Article 13 of the Agreement the scope of exceptions to performing rights in a broader manner than what is generally the case, e.g., under European copyright laws.    


� See the definitions under title „Exceptions and limitations” in WIPO Guide and Glossary, pp. 286-287.    


� At the 1967 Stockholm Diplomatic Conference, the Chairman of Main Committee announced the adoption of the following statement: “If it is considered that reproduction conflicts with the normal exploitation of the work, reproduction is not permitted at all.  If it is considered that reproduction does not conflict with the normal exploitation of the work, the next step would be to consider whether it does not unreasonably prejudice the legitimate interests of the author.  Only if such is not the case would it be possible in certain special cases to introduce a compulsory license, or to provide for use without payment.” (Emphasis added, see Records of the Intellectual Property Conference of Stockholm, June 11 to 14, 1967, WIPO, 1971 (hereinafter: Records of the Stockholm conference), pp. 1145-1146. A group of academics has suggested in the so-called “Munich Declaration” that the three-step test may be applied in a way that none of the three criteria have to be “prioritized” and decisive (on the understanding that one of them – in particular, the second one on no conflict with a normal exploitation – may be disregarded and an exception or limitation may still be applied). This idea is in conflict with the nature and structure of test provided in the relevant treaty provisions and with the corresponding agreed statement. Thus, the majority of internationally recognized copyright experts has not signed and does not support the “Declaration.” The two above-mentioned WTO panels also have applied the three-step test in the prescribed step-by-step manner as have many national courts. They have proved that the intended “judicious” way applying the test may follow from an adequate interpretation of the three criteria and there is no need to invent a new test that neglects the treaty provisions and their negotiation history.  For further details this, see Mihály Ficsor: “� HYPERLINK "http://www.copyrightseesaw.net/archive/?sw_10_item=15" �Munich Declaration on the Three-step Test - Respectable Objective, Wrong Way to Try to Achieve It�.” at � HYPERLINK "http://www.copyrightseesaw.net/archive/?sw_10_item=15" �www.copyrightseesaw.net/archive/?sw_10_item=15� (hereinafter: Ficsor).   


� For further analysis, see WIPO Guide and Glossary at pp. 57-58; and Martin Senftleben: „Copyright, Limitations and the Three-step Test,” Kluwer Law International, 2004 (hereinafter: Senftleben), pp. 133 to 152; Ficsor, pp. 6 to 8.  


� See Records of the Stockholm conference, p. 112. 


� Ibid. For further analysis, see WIPO Guide and Glossary, pp. 58-59; Senftleben, pp. 168-194; Ficsor, pp. 8-10.       


� For further analysis, see WIPO Guide and Glossary, pp. 59-60;  Senftleben , pp. 210-243; Ficsor, pp. 9-10.


� It may be considered that the provisions of the Berne Convention on specific exceptions and limitations identify certain specific cases. Nevertheless, it follows from Article 13 of the TRIPS Agreement and Article 10(2) of the WCT that they must be applied in accordance with the three-step test. This means that their concrete application should be in accordance with the second and third criteria of the test.      


� WIPO publication 464(E), 1996, p. 3 (emphasis added).  


� Ibid., pp. 22-23. 


� See WIPO Guide and Glossary, pp. 213-214;, Senftleben, pp. 121-124 ; Ficsor, pp. 213-214.  


� „[P]urposes such as criticism, comment, news reporting, teaching (including multiple copies for classroom use), scholarship, or research.” 


� The second sentence of section 107 reads as follows: “In determining whether the use made of a work in any particular case is a fair use the factors to be considered shall include— 


(1) the purpose and character of the use, including whether such use is of a commercial nature or is for nonprofit educational purposes;


(2) the nature of the copyrighted work;


(3) the amount and substantiality of the portion used in relation to the copyrighted work as a whole; and


(4) the effect of the use upon the potential market for or value of the copyrighted work.”


� Article 7 reads as follows: “The protection and enforcement of intellectual property rights should contribute to the promotion of technological innovation and to the transfer and dissemination of technology, to the mutual advantage of producers and users of technological knowledge and in a manner conducive to social and economic welfare, and to a balance of rights and obligations. (Emphasis added).


� Article 8 reads as follows:  


“1. Members may, in formulating or amending their laws and regulations, adopt measures necessary to protect public health and nutrition, and to promote the public interest in sectors of vital importance to their socio-economic and technological development, provided that such measures are consistent with the provisions of this Agreement.  


“2. Appropriate measures, provided that they are consistent with the provisions of this Agreement, may be needed to prevent the abuse of intellectual property rights by right holders or the resort to practices which unreasonably restrain trade or adversely affect the international transfer of technology. (Emphasis added.) 


� In  the relevant WTO panel report, (WT/DS114/R), this was stated in the following way:


 “7.26 In the Panel's view, Article 30's very existence amounts to a recognition that the definition of patent rights contained in Article 28 would need certain adjustments. On the other hand, the three limiting conditions attached to Article 30 testify strongly that the negotiators of the Agreement did not intend Article 30 to bring about what would be equivalent to a renegotiation of the basic balance of the Agreement. Obviously, the exact scope of Article 30's authority will depend on the specific meaning given to its limiting conditions. The words of those conditions must be examined with particular care on this point. Both the goals and the limitations stated in Articles 7 and 8.1 must obviously be borne in mind when doing so as well as those of other provisions of the TRIPS Agreement which indicate its object and purposes.” (Emphasis added.)


� See WIPO Guide and Glossary, p. 215; Ficsor, pp. 3-4.   


� See Article 66 of the TRIPS Agreement on “ Least-Developed Country Members.” 
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