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Nederlandse Samenvatting 

 

Deze verhandeling bespreekt de problemen voor het auteursrecht veroorzaakt door de digitale 

revolutie, en meer in het bijzonder door het verschijnen van online distributie. Dit marketing model 

heeft een invloed op de toepassing van het uitputtingsbeginsel als een uitzondering op de exclusieve 

distributierechten van de auteurs. Dit principe luid als volgt: van zodra de houder van de auteursrecht 

verkoopt een exemplaar van het werk met zijn toestemming, worden zijn/haar distributierechten op dat 

ene exemplaar uitgeput. De koper kan vrij beschikken over dit exemplaar en kan eventueel beslissen om 

hem door te verkopen. Het beginsel van de uitputting is ingevoerd om ervoor te zorgen dat het goed 

wordt losgekoppeld van zijn eigenaar bij een koop transactie en om te voorkomen dat de markt wordt 

verdeeld door eigenaars van intellectuele eigendomsrechten. De economische interesten van auteurs 

worden principieel niet in het gedrang gebracht, aangezien ze een beloning krijgen door de eerste 

verkoop van het exemplaar. Dit geldt niet voor online distributie om twee redenen. Ten eerste, zijn de 

kosten in het digitale wereld om een nieuwe exemplaar te creëren en de kosten om dit exemplaar te 

versturen naar gelijk welke plaats in het wereld nul. Daarom zouden auteurs niet kunnen concurreren 

met tweedehands exemplaren die bovendien dezelfde kwaliteit vertonen als de nieuwe originelen. Ten 

tweede, wordt het reproductierecht van de auteur overtreden in het digitale wereld omdat elke online 

distributie tot de totstandkoming van een nieuwe exemplaar leidt. Er is geen guarantie dat de 

oorspronkelijke exemplaar verwijderd zal worden. Deze situatie zorgt voor problemen voor wetgevers. 

Aan de ene hand, leidt de afwezigheid van uitputting in het digitale wereld tot de volgende drie 

kwesties. Ten eerste, worden online consumenten gediscrimineerd ten aanzien van offline consumenten 

omdat de eerstgenoemden geen volle eigendom over het goed verkrijgen: ze kunnen niet vrij erover 

beschikken. Ten tweede, zorgt de afwezigheid van een tweedehands markt voor de versterking van de 

positie van auteurs: ze kunnen de prijs bepalen zonder vrees van concurrerende tweedehands 

producten. Ten derde, kan de toepassing van dit beginsel potentieel uitlopen op een verdeelde markt 

waar de auteurs verschillende prijzen kunnen zetten voor verschillende staten. Aan de andere kant, zal 

digitale uitputting leiden tot een vermindering van de stimulans voor auteurs te creëren, aangezien hun 

beloning in het gedrang wordt gebracht. Om die redenen staan vandaag de wetgevende macht, de 

rechterlijke macht en de rechtsleer voor een dilemma met betrekking tot de toepassbaarheid van 

digitale uitputting. 
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Deze masterproef is bedoeld als een hulpmiddel voor iedereen die geinteresseerd is in de effecten van 

uitputting. De hoofdvraag is of dit principe geschikt is voor het digitale wereld. Om die redenen wordt 

de regelgeving daaromtrent in de twee meest ontwikkelde informatie maatschappijen ter wereld, de EU 

en de VS, uiteengezet en vergeleken. De resultaten van dit onderzoek worden kritisch beoordeeld. Als 

conclusie van het onderzoek kan men stellen dat er geen ideale oplossing is. De wetgever in de EU en in 

de VS heeft gekozen voor de minst nadelige optie, de verwerping van digitale uitputting. Het is 

aanbevolen dat deze status quo wordt grotendeels gehandhaafd.  Oplossingen voor de bestaande 

problemen, en meer in het bijzonder voor de toenemende macht van houders van auteursrechten, zijn 

te zoeken buiten de kwestie van uitputting. Het is zelfs aan te raden dat men naar oplossingen zoekt in 

andere domeinen van het recht zoals het belastingsrecht. Bovendien, de vrees van excessieve prijzen 

kan, bijvoorbeeld, verholpen worden door het mededingingsrecht. Technologische alternatieven, 

namelijk “digital rights management” en het “forward and delete” voorstel, vormen ook een deel van de 

analyse. De verhandeling biedt een kijk op de toekomst  voor het beginsel van de uitputting aan. 

Alhoewel het geloofwaardig lijkt dat een nieuw tendens, het verschaffen van toegang tot de 

beschermde werken, die in principe niet kan worden uitgeput, de plaats van online distributie zal 

innemen, zullen de hierbesproken problemen relevant blijven in elk geval. 
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I. Introduction 

 

1. An Illustration of the Topic with an Example 
 

1. The evolution of technology presents the legal world with the difficult task to apply the existing laws 

in another way or to create new laws which are suitable for the modern society that we live in. 

Nowadays, customers of music are often confronted with the following question: “Will I buy the album 

fixed on a tangible object, like a CD or a vinyl (gramophone record), or will I download it in an MP3 

version for which I will pay, for example, via iTunes?” Suppose you are such a customer and we live in a 

world where piracy does not exist. You may choose the second option because of the durability of the 

quality of the song, the possibility to buy one song instead of a whole album and the fast delivery. But 

what if you do not like the song? There is an existing secondary market for CDs, but can you sell your 

digital MP3 file? Do you infringe the copyright of the author by creating a second copy of the MP3 song, 

which you will sell or even give for free to some of your friends? This example illustrates in a simple way 

the main issue dealt with in this paper, the issue of digital exhaustion. But first, before delving into legal 

analysis, a few concepts deserve explanation. 

 

2. Terminology 
 

2. The principle of exhaustion, also known as the first sale doctrine in the USA, allows the buyer of a 

good, protected by an intellectual property right, to sell or dispose of the good as he sees fit. In other 

words, the rightholder cannot control the further distribution of a product once he/she places it on the 

market with his/her consent. This is how the doctrine works in the physical world, where commodities 

are distributed in a physical way, such as a purchase in a shop or a delivery by post. 

 

3. Nowadays many works, such as software, songs, e-books and films, are transmitted online.  This is 

called online or digital distribution: “the practice of delivering content without the use of physical 

media, typically by downloading via the internet directly to a consumer's device”.1 The combinations of 

                                                           
1
 http://en.wikipedia.org/wiki/Online_distribution#Notable_online_distributors (last visited May 29, 2011) 

http://en.wikipedia.org/wiki/Internet
http://en.wikipedia.org/wiki/Online_distribution#Notable_online_distributors
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the words intangible and immaterial2 with dissemination, delivery and transmission are used as 

synonyms for online distribution. 

 

4. Digital goods are in the centre of the discussion. From a technical point of view, they are “an invisible 

string of stored electrical voltages (the high voltage corresponding to an encoded ‘1,’ the low to ‘0,’ 

which are binary representations of the individual elements of the work, whether they be letters or 

numbers or a point on a bit map).”3 However, the definition given by Wikipedia seems more suitable for 

the purposes of this paper: a digital good is “an intangible good sold through the internet such as 

a software license, e-book, or serial number”4. Since the first sale doctrine is affected not by the method 

of production but by the method of distribution5, the second definition is used for the purposes of this 

paper.  

 

3. Delimitation of the Specific Subject Matter of the Paper  
 

5. The main research questions of this paper are whether the distribution right of a copyright holder is 

exhausted when goods are transmitted online, and whether the answer to this question produces 

desirable effects. In order to clarify the specific subject matter of this paper, a clear distinction should be 

made between two situations.6 In the first one, orders are placed over the internet but a material copy 

is delivered “offline”. Even if parallel imports are affected by the rise of the internet, there is no question 

here that exhaustion is applicable. The second one, however, is concerned with a copy which is 

downloaded and stored in the hard disk of a computer, as a consequence of the abovementioned digital 

distribution. The paper deals with the second type of situation.  

 

6. What is the reason for the conflict between online distribution and exhaustion? Whereas the material 

delivery of a CD or a DVD, for example, would not hamper the application of the first sale doctrine, the 

same is not true with respect to online transmitted works, such as MP3s. The application of the principle 

of exhaustion to the latter may be detrimental to the IPR holder as the sales of his/her goods may 

                                                           
2
 The antonyms are tangible, material, traditional, offline and conventional. 

3
 P. Samuelson, “Digital Media and the Changing Face of Intellectual Property Law”, Rutgers Computer & Tech. L.J. 1990, Vol. 16, 

334. 
4
 http://en.wiktionary.org/wiki/digital_good (last visited May 24, 2011). 

5
 For example, even if a CD or a DVD is digitally produced, it does not create problems for the principle of exhaustion because it 

remains a tangible object which can only be physically transferred. 
6
 See W. Rothnie, “Parallel Imports and Copyright”, Business Law International 2005, Vol.6, 368. 

http://en.wiktionary.org/wiki/intangible
http://en.wiktionary.org/wiki/good
http://en.wiktionary.org/wiki/internet
http://en.wiktionary.org/wiki/software
http://en.wiktionary.org/wiki/e-book
http://en.wiktionary.org/wiki/serial_number
http://en.wiktionary.org/wiki/digital_good
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decrease heavily. This is due to the specific characteristics of digital goods.7 First, they can be 

reproduced fast and at low costs. For instance, you can make a copy of an MP3 by using the copy/paste 

function, while a copy of a CD may take some material and software. This example is even more 

convincing with respect to tangible books and e-books. Second, the distribution can also occur fast and 

at low costs to all places in the world. In addition, in order for digital exhaustion to resemble exhaustion 

in the physical world, the buyer of a copy should erase it from the hard disk before reselling it. 

Otherwise the exclusive reproduction right of the copyright holder, which is not subject to exhaustion, 

would be infringed, as the purchaser is not only transferring a copy, but also creating a new one. Given 

that a deletion of the old copies cannot be guaranteed, the application of exhaustion to online 

transmissions can become very problematical. Therefore, some academics argue that the different 

nature of digitally transmitted goods should lead to different treatment if the balance between the 

rights of the IPR holders and the public interest is to be preserved.8 Others claim that, since online 

consumers, in contrast to offline consumers, are deprived of the right to resell the product, digital 

exhaustion must be applied to prevent such discrimination.9 Both arguments for and against its 

application are discussed in this paper.  

 

Although the exhaustion doctrine is applicable to all intellectual property rights, the problem will only be 

analysed with respect to copyright, since it is affected in a very significant way by the modern 

technology.10 The goods protected by patents, trademarks or designs are mainly materially distributed, 

with the use of a tangible carrier. By contrast, many copyrighted goods nowadays, such as music or 

software, are transmitted online. Therefore, the problem of exhaustion in the digital environment is 

particularly relevant to copyright. The other intellectual property rights may be touched upon in order to 

explain the application of the exhaustion doctrine to traditional goods, but they will stay out of the main 

analysis.  

 

7. In order to fully grasp the problems created by digital distribution for the principle of exhaustion, the 

raison d'être and the application of the first sale doctrine in the physical world makes an integral part of 

this paper. That requires an explanation of parallel trade, a concept which is always linked to 

exhaustion. It is “essentially arbitrage within policy-integrated markets of IPR-protected goods, which 

                                                           
7
 Y. Gaubiac, “The exhaustion of rights in the analogue and digital environment”, in UNESCO Copyright Bulletin 2002, Vol. 36, 2 

8
 Infra Chapter V.1.A. 

9
 Infra Chapter V.1.B. 

10
 See V. Calaba, “Quibbles ‘N Bites: Making a Digital First Sale Doctrine Feasible”, Mich. Telecomm. Tech. L. Rev. 2002, vol. 9, 7-

9. 
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may have different prices across countries”.11 In other words, parallel imports occur in the event of a 

price difference of the same product between two countries, which is so significant that the importer 

can make a profit by buying the product in country B, where the prices are lower, and selling it in 

country A, taking into account his/her distribution costs. These are legal products and not counterfeit 

ones. To illustrate this with an example, suppose that the price of a CD is 15 euro in place A and 10 euro 

in place B and you want to start a business by buying CDs in place B and selling them at the price of 13 

euro in place A. However, some legal issues arise. Are you allowed to do this or do you infringe 

intellectual property rights (IPRs) of the right holder? Will the same situation occur with respect to 

goods purchased through a download on the internet? The legal answers to these practical questions 

are not obvious and not the same throughout the world. The advantages and disadvantages of parallel 

trade and the different approaches by the EU and the USA are discussed in this paper. The three main 

types of exhaustion (national, international and regional) and their implications for international trade 

also form part of the analysis.12 

 

8. The paper does not focus on the international framework of copyright, as the exhaustion problem is 

not present in the Berne Convention13, and the TRIPS agreement14 gives member states the freedom to 

choose a form of exhaustion. However, certain issues are relevant for the main question in the thesis. 

First, Article 6 of the TRIPS agreement is mentioned in order to demonstrate the disagreement at 

international level on the issue of the type of exhaustion which a state can apply. Second, the WIPO 

Copyright Treaty (WCT)15, its scope of application and the obligations of its member states are discussed, 

because this treaty was adopted with the purpose of solving some problems created by the new 

technology. 

 

4. Methods  
 

                                                           
11

 M. Ganlandt and K. Maskus, “Intellectual Property Rights, Parallel Imports and Strategic Behavior”, No. 704 IFN Working 
Paper, 2007, http://swopec.hhs.se/iuiwop/abs/iuiwop0704.htm (last visited May 26, 2011), 1. 
12

 Infra 24. An overview on this topic can be found in F. Abbott, T. Cottier and F. Gurry, International Intellectual Property in an 
Integrated World Economy, New York, Aspen Publishers, 2007, 59. 
13

 Berne Convention for the Protection of Literary and Artistic Works, Sept. 9, 1886, as revised at Paris on July 24, 1971 and 
amended in 1979, S. Treaty Doc. No. 99-27 (1986)  [The 1979 amended version does not appear in U.N.T.S. or I.L.M.]. 
14

 Agreement on Trade-Related Aspects of Intellectual Property Rights, Apr. 15, 1994, Marrakesh Agreement Establishing the 
World Trade Organization, Annex 1C, 1869 U.N.T.S. 299; 33 I.L.M. 1197 (1994). 
15

 WIPO Copyright Treaty (WCT), Dec. 20, 1996, S. Treaty Doc. No. 105-17 (1997); 36 I.L.M. 65 (1997). 

http://swopec.hhs.se/iuiwop/abs/iuiwop0704.htm
http://www.eisil.org/index.php?sid=492188715&id=557&t=link_details&cat=484
http://www.eisil.org/index.php?sid=947915273&id=554&t=link_details&cat=484
http://heinonline.org/HOL/Page?handle=hein.journals/intlm33&collection=journals&page=1197
http://www.eisil.org/index.php?sid=492188715&id=1951&t=link_details&cat=484
http://heinonline.org/HOL/Page?collection=ustreaties&handle=hein.ustreaties/kav05017&id=1&size=2&set_as_cursor=0
http://heinonline.org/HOL/Page?handle=hein.journals/intlm36&collection=ustreaties&id=81
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9. Two methods of analysis are used throughout the paper. First, an overview of the legal solutions given 

to the application of the first sale doctrine to digital exhaustion in the two main exporters of copyrighted 

goods in the world, the USA and the EU, is presented, after which those two are briefly compared. A 

discussion of the reasons as to why the exhaustion doctrine was introduced and the evolution in the 

case law and the legislation related to the exhaustion of the immaterial distribution right is instrumental 

in distinguishing from the application of the doctrine to online transmitted goods. The latter is the focus 

of research. In order to make a thorough comparison, a number of sources are consulted and discussed. 

The legislation, its interpretation in the case law and different authors’ opinions are stated and 

examined. The focus with respect to US law is on the two main legislative acts: the 1976 U.S. Copyright 

Act16 and the Digital Millennium Copyright Act17. With respect to EU Law, the Information Society 

Directive18 (hereinafter referred to as the InfoSoc Directive) together with other directives on 

databases19 and software protection20 are the targets of the analysis. Some legislative proposals which 

were not adopted21 are also relevant in order to look for other possible solutions. Not only the law in 

theory, but also the law in practice will be taken into account, since it is indispensable for a correct 

comparison. This comparison gives us an idea of how the two most developed legal systems in the world 

deal with the problem of copyright and digitally transmitted goods. The paper does not only search for 

differences, but also looks for the reasons why these differences exist. In order to explain the 

differences, the different market structure of the EU and the USA is explained. 

 

10. Second, after the first part of the analysis establishes whether digital exhaustion is applied in the 

USA and the EU, the second part adopts a functional approach in order to assess the desirability of those 

current rules, taking into account their effects on society and business. After all a good law is a law that 

anticipates its consequences and serves its intended purpose in real life. The objective of the provided 

effects-based analysis is to aid legislators and highest courts in making decisions upon the exhaustion 

doctrine, which would have positive social results. The question asked is whether the existing laws in the 

EU and the USA are suitable to deal with digitally transmitted goods. Do they create certain 

                                                           
16

 U.S. Copyright Act of 19 October 1976, came into force on Jan. 1, 1978, Pub. L. 94-553, 90 Stat. 2541 (1976). 
17

 Digital Millennium Copyright Act of 28 October 1998, Pub. L. 105-304, 112 Stat. 2860 (1998). 
18

 Directive of the European Parliament and of the Council (EC) 29/2001 of 22 May 2001 on the harmonization of certain 
aspects of copyright and related rights in the information society, OJ L167/10 of 22 June 2001. 
19

 Directive of the European Parliament and of the Council (EC) 9/1996 of 11 March 1996 on the legal protection of databases, 
OJ L77/20 of 27 March 1996. 
20

 Directive 2009/24/EC of the European Parliament and of the Council of 23 April 2009 on the legal protection of computer 
programs, OJ L 111/16 of 5 May 2009. 
21

 For example, the simultaneous destruction proposal. See Infra Chapter VI.1. 
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inefficiencies related to international trade? Can there be a second hand market for digital goods? Is it 

not possible, for example, to have a market for second hand digital books the same way we have a 

market for old paper books? These are some of the questions discussed in the second part of the 

analysis. In order to answer them, the impact of the current legal system on the stakeholders, 

consumers and copyright holders, in each of the compared models is examined. After a careful 

evaluation of the advantages and disadvantages of each system a decision as to the best solution is 

presented. This analysis of the effects of the legal rules continues with respect to the proposed 

alternative solutions. The following questions are examined below. Is the simultaneous destruction 

proposal a better solution? Is it not more efficient to allow the application of the first sale doctrine and 

to rely on encryption and other technological protection? Or should one not change the whole copyright 

system and apply alternative compensation systems? The paper analyses the most common alternative 

options and their advantages and disadvantages with an emphasis on the effects of each proposal. 

 

5. Structure 
 

11. This thesis deals with the application of the exhaustion doctrine to digitally transmitted goods in the 

EU and in the USA. It is organized as follows. After these introductory remarks, Part II treats copyright 

law and, more precisely, the reason for its existence, the conflict between the interest of the copyright 

holders and the public interests, the different rights granted to copyright holders, the concept of “a 

copy” and the issue of “fixation in a tangible material”. All these elements are crucial to understanding 

the problem. Part III analyses parallel trade, the reason for its existence and its impact on business. The 

important question related to this topic is whether the manufacturer, or in the case of intellectual 

property protected goods the IPR holder, can obstruct the trade of grey goods22. Part IV examines the 

application of the exhaustion doctrine in the physical world. Whether the first sale principle can be also 

applied in the digital world is examined in Part V. The desirability of the answer to this question, based 

on its effects on society, is discussed in this part as well. Part VI searches for other alternative solutions 

to the problem. Finally, Part VII answers the main question and concludes. 

 

II. What is Copyright? A Brief Introduction to Copyright Law and Its Exhaustion 

                                                           
22
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1. Copyright and Its Distinctive Features 
 

12. Before concentrating on the specific problems created by the digital media, one should first grasp 

what copyright is and what its characteristics are. It is an exclusive right given to the author of an 

original work for a limited time. Since the ultimate goal is to stimulate creative works and at the same 

time not to stifle innovation, there are three aspects of the legislation which attempt to ensure this goal. 

First, it is important to keep in mind that only the expression of an idea is protected and not the idea. It 

is not often easy to distinguish between an expression and an idea. One should regard it as a continuum 

with those two concepts as beginning and end. The more detailed an idea is, and the more decisions the 

author has to make, the more likely it becomes that the idea has been expressed. One can, for example, 

write a book about a wizard, as long as the distinct elements of the book Harry Potter are not copied. 

Second, the protection is limited in time, after which the work becomes a part of the public domain. The 

Berne Convention requires that every state provide for a protection of at least 50 years after the death 

of the author.23 However, most countries, such as the USA24, have chosen to extend the duration to 70 

years after the author’s death. The term of protection in the EU is harmonized and amounts also to 70 

years after the author’s death with some exceptions to related rights.25  The European Commission even 

proposed to extend the term of protection for performers and sound recordings to 95 years.26 Third, 

every legal system provides for certain exceptions to the copyright protection. Generally, every country 

has an own set of exceptions. However, the two most common ones are fair use, also called fair dealing 

in the UK, and the exhaustion of copyright, which will be dealt with later in this chapter. Those three 

limitations of copyright ensure that the balance does not go too much in favour of the holders of the 

rights. 

 

13. Copyright gives authors a monopoly on their works. This is, however, not an economic monopoly, 

but a legal one. For instance, having an exclusive right on a particular detective book does not mean that 

the author has the monopoly on the relevant market of detective books. Therefore, profit is not 

automatically related to copyright.27 The owner of the right will be rewarded only if the public 
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appreciates his/her work. Nevertheless, it is the role of the legislator to create an environment in which 

copyright holders receive the necessary protection which would allow them to have a fair opportunity to 

be remunerated. This would not be the case if a system of digital exhaustion significantly impairs the 

sales of the right holders.28 

 

14. Another important feature is the absence of formality. In contrast to patents or trademarks, one 

ought not to register a work in order to receive protection for it. This was harmonized by Article 5.2 of 

the Berne Convention which states that “the enjoyment and the exercise of those rights shall not be 

subject to any formality”. Before the introduction of this provision, every work had to comply with the 

conditions imposed by the country of origin of the work.29 Some authors argue that some kind of 

register would be useful in a digital environment, where works can be easily transformed.30  

 

15. The absence of any registration does not mean that works need not be recorded in material form. It 

is required that works be fixed in a tangible carrier. The main reason for this condition is related to 

evidence.31 It would be very difficult to prove authorship if the work is not recorded. The question can 

arise as to whether certain digital goods, such as MP3s fulfill this requirement. Section 101 of the US 

Copyright Act gives a definition of what ‘fixed’ means: “sufficiently permanent or stable to permit it to 

be perceived, reproduced, or otherwise communicated for a period of time of more than transitory 

duration”. Since an MP3 is most often stored in a hard disk, it should be considered as fixed in a tangible 

medium.32  

 

2. Reasons for the Existence of Copyright Protection 

 

16. Since copyright restricts the use of works in society in a very significant way, one must regularly 

question its legitimacy and desirability. In order to understand the current state of copyright law and to 

                                                           
28

 For the discussion on this issue, see infra 78. 
29
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cyberspace, Cheltenham, Edward Elgar, 2010, 303. 
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 L. Bently and B. Sherman, Intellectual Property Law, 3
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32

 B. Hyde, “The First Sale Doctrine and Digital Phonorecords”, Duke L. & Tech. Rev.  2001, paras. 10-12. 



16 
 

assess how the digital era can affect the present balance, the justifications for the existence of copyright 

must be analysed. 

 

A. Incentive to Create 

 

17. The main reason for the protections of the expression of ideas is incentive-based.33 Copyright 

provides authors with a stimulus to innovate so that his/her work can enter the public domain in the 

future and thus can contribute to public welfare. Without having the certainty that his/her book would 

be protected, even the most spiritual author would probably decide to do something else than writing 

books and would change his/her profession, since he/she would not be able to make a living out of it. 

The absence of protection will lead to a situation beneficial for “free riders”34: they can print the book 

without paying any remuneration to the author. Writing a book is a big investment of time and effort. 

However, once the work is finished and published, it becomes much easier to make other copies at 

negligible costs. This is even more so in the new digital era, since the cost of transmitting digitally an e-

book or an MP3, for example, is zero. Leaving the original works unprotected will result in a situation of 

“market failure” in which “the production and dissemination of cultural objects would not take place at 

an optimal level”35. This may have as a consequence a society which is culturally poor. Therefore, 

exclusive rights must be granted to authors, so that they have the possibility to recoup their investment 

and even make a profit. 

 

Yet, issues remain with respect to the optimal level of protection. The task of a legislator is to strike the 

right balance between providing an incentive for authors, on the one hand, and giving access to the 

works, on the other.36 The ultimate goal is to increase the amount of original works and to ensure that 

the public has access to them. The incentive provided by copyright protection should merely be a means 

to achieve this objective. This is best illustrated in the words of Justice Stewart: 

 

“Creative work is to be encouraged and rewarded, but private motivation must ultimately serve the 

cause of promoting broad public availability of literature, music, and the other arts. The immediate 
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 Bently and Sherman, supra note 31, 37-38. 
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 P. Torremans, Intellectual Property Law, supra note 27, 12. 
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 Bently and Sherman , supra note 31, 37-38. 
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effect of our copyright law is to secure a fair return to an “author’s” creative labour. However, the 

ultimate aim is, by this incentive, to stimulate artistic creativity for the general public good.”37 

 

18. In order to ensure that incentives to create exist, copyright curbs competition. Nevertheless, 

restrictions imposed on the level of production may enhance competition on the level of creation.38 By 

allowing a legal monopoly on the expression of an idea for a limited period of time, the number of 

producers of a work is limited in order to give authors an incentive to create. Therefore, there is no 

natural conflict between copyright and competition. Moreover, one of the reasons why only the 

expression is protected and not the idea itself is not to stifle innovation and freedom of expression.  

 

B. Reward 

 

19. Another reason for the existence of copyright is to reward the creator. Although the notion of 

reward is often used in the incentive-based theory, those two differ at least in one important aspect. In 

contrast to the incentive-based theory, where reward is a means to increase the stimulus to create, in 

this second theory reward is granted because it is fair to remunerate the author for his/her effort and 

investment of time and labour.39 It seems reasonable to give something in return to those who satisfy a 

cultural want in society. That would justify the gift of exclusive rights. Nonetheless, this is a too simplistic 

theory which fails to explain the specific characteristics of copyright law, such as limited protection in 

time, idea/expression dichotomy and so on. One of the justifications of the existence of exhaustion of 

copyright is also based on a reward theory. However, the main concern there is to preserve the 

incentives for creators to innovate.40 

 

C. Natural Right 

 

20. According to the natural rights theory, copyright is justified because it is normal to grant property 

rights to an individual if something originates from him/her. Therefore, copying would be seen as a 

theft. Theorists are, however, divided as to what exactly justifies the grant of protection. European 
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traditions seem to make a strong connection between the persona of the creator and his/her work: the 

work is an extension of its creator.41 US authors find justification in the labour theory: the works are the 

fruits of the intellectual labour, and they should therefore belong to the author.42 It is argued that the 

natural theory on its own is likely to generate a stronger and longer protection of copyrighted works. On 

the contrary, an incentive-based copyright system would grant only as much protection as necessary in 

order to provide the right incentives to create. Based on those arguments, it seems that, even though 

those theories can be used together and not separately, the current copyright system is above all 

influenced by the incentive-based theory. Therefore, it is essential that the development of new 

technologies do not prevent copyright law from stimulating creations, as this will be detrimental to the 

logic of the whole system. 

 

3. Exhaustion/First Sale Doctrine 
 

A. Definition 

 

21. Once a copyright protected product is placed on the market with the consent of the author, he/she 

is not allowed to prevent the free circulation or the re-sale of the product. This is the principle of 

exhaustion, which exists in three forms: national, international and regional. However, the first sale 

doctrine, as it is also called, applies only with respect to that one copy of the work. The owner of the 

copy of a work may sell it but not reproduce it. This is a limitation of the rights granted to copyright 

owners. It should be noted that exhaustion is related to the distribution right. The exclusive right to 

reproduce the work is not exhausted after the first sale.43 One should also be aware of some exceptions 

to this general statement, for example in Dior/Evora44, where exhaustion was applied to the 

reproduction right. Furthermore, very recently it has been proposed that the first sale doctrine affects 

the provision of services as well.45  The principle is therefore prone to new interpretations. 
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B. Reasons for Existence of the Exhaustion Principle 

 

22. What is the rationale behind the principle of exhaustion? There are a few available theories as to 

why it should exist. An analysis of those is essential in order to assess whether they are still valid in the 

new digital era.  

 

Perhaps the main objective of this principle is to ensure the free circulation of goods. The free 

movement of goods in the European internal market was definitely the primary reason for introducing 

exhaustion in the Deutsche Grammophone case.46 This so-called ‘marketability theory’47 is also 

applicable to a purely national market, like the one in the USA. Exhaustion would allow a secondary 

market which would bring about many advantages. It contributes to a more optimal distribution of the 

works. For instance, even if a book on EU law published before the Treaty of Lisbon is not up-to-date for 

a legal practitioner in EU law, it could still be of use to a beginning student for a price less than the one 

for an up-to-date book. Another practical benefit from the existence of secondary markets is the 

increased affordability of the product.48 Due to sites, such as e-bay, copyright holders face serious intra-

brand49 competition which has an impact on the original price of the product. It is not only the 

affordability, but also the availability of the product that benefits from secondary markets. Used copies 

raise the supply of a certain good in different geographic areas. In addition, second-hand copies ensure 

that the public has access to works which cease to be available. This may occur when a work is out of 

print, when the copyright holders withdraw the work or withhold it as a part of a marketing strategy.50 

In other words, the free flow of the goods will increase the supply of cultural assets in the society. 

  

Secondly, the author has the opportunity to receive an adequate remuneration with the first sale of the 

product. In other words, he/she realized the full value of the work. Therefore, there is no need to grant 

                                                           
46

 CJEU, 8 June 1981, Case C-78/70, Deutsche Grammophon Gesellschaft mbH v Metro-SB-Großmärkte GmbH & Co. KG, ECR 
1971, I-00487. 
47

 A. Wiebe, ”The economic perspective: exhaustion in the digital age”, in BENTLY, L., SUTHERSANEN, U., and TORREMANS, P., 
Global copyright: three hundred years since the Statute of Anne, from 1709 to cyberspace, Cheltenham, Edward Elgar, 2010, 
322. 
48

 A. Perzanowski and J. Schultz, “Digital Exhaustion”, UCLA L.Rev. 2011, Vol. 58, 894-896. 
49

“Intra-brand competition is competition among retailers or distributors of the same brand”, 
http://stats.oecd.org/glossary/detail.asp?ID=3153 (last visited May 24, 2011). The term is mostly used with trademarks. In a 
copyright context, intra-brand competition has the meaning of competition between copies of the same copyrighted product. 
By contrast, inter-brand competition is competition between similar products on the relevant market. 
50

 R. Reese, “The First Sale Doctrine in the Era of Digital Networks”, Boston College L. Rev. 2003, 592-603. 

http://stats.oecd.org/glossary/detail.asp?ID=3153


20 
 

him/her the right to control the further distribution of the work. This is the ‘remuneration or reward 

theory’.51 

 

Thirdly, there is the ‘property theory’, according to which exhaustion ensures that the title of a good 

accompanies it.52 Without the first sale doctrine it would be difficult to define the type of ownership a 

buyer of a copyrighted work has. He/she would be unable to sell the product, which is one of the most 

important features of owning a property. Those three justifications for the existence of the first sale 

doctrine are tested by the emergence of online distribution. Here below follows an explanation of the 

impact of this new business model. 

 

C. Exhaustion and Online Transmissions: Distortion of the Equation 

 

“Copyright is today under stress. It is also under attack.”53 

 

23. Although this statement is almost thirty years old, it is still relevant today and will most likely be 

relevant in the future. Technological innovations have always created problems for copyright law. In 

fact, the emergence of an invention led to the first copyright act in the United Kingdom, and arguably in 

the world.54 The Statute of Anna was enacted in 1709 and provided writers with the necessary 

protection in an era when the printing press threatened to damage significantly the incentives to write. 

In the 16th century copying of books became far too easy in comparison to the period before the 

invention of the printing press when books could only be copied manually. This led to the creation of the 

statute. In a similar fashion, later technological achievements, such as the radio, the TV, the video 

recorder, the CD recorder, DVD recorder, etc, have questioned the ability of the existing laws to adapt to 

new inventions. Since the emergence of the internet, and in particular peer-to-peer file sharing and 

streaming, copyright law has faced many serious problems. 
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Online transmission, the new business model which had been made available with the invention of the 

internet, modified the balance which existed between copyright holders and the public with respect to 

traditional means of transmission. However, the authors of digitally transmitted works may prove to be 

the beneficiaries of those changes.55 In order to analyze this problem, there is one question which 

should be answered in the first place. Why does digital transmission have such an impact on the 

exhaustion of copyright? Firstly, digital goods do not deteriorate with time. An e-book, for example, will 

preserve its quality if it is transferred to a new owner. By contrast, the quality of a tangible book 

worsens when it is passed from hand to hand. Secondly, the costs of reproducing a work digitally is 

either zero or negligible. This is not the case with a tangible book, which has relatively high paper costs. 

Thirdly, digital transmission provides for a distribution to all points of the world, without any costs or 

time waste. Therefore, our equation seems to be out of balance with respect to digitally distributed 

goods. If a legislator allows exhaustion of those goods, then the remuneration theory would be in 

danger, since the author would not be able to even recoup his/her costs due to the pure price 

competition: every reseller would be able to offer the same quality of goods at a lower price. However, 

if exhaustion is not applied to digitally transmitted goods, then the buyer of such a good would be 

treated discriminatory in relation to a buyer of a traditional, tangible product. He/she would have a less 

valuable good, since it would be impossible to resell it. Moreover, this would eradicate the secondary 

market and lead to less competition. Both solutions have major flaws. The choice of the legislator is 

presented with more details in Chapter V. Before that, however, one important consequence of 

exhaustion should be discussed. 

 

III. What Are Parallel Imports And Do They Pose a Problem?  

 

24. The advantages of digital transmission, such as zero costs, equal quality and easy distribution may 

potentially increase parallel trade in online products.56 Therefore, if a legislator decides to allow 

exhaustion with respect to digitally transmitted goods, it should be aware of the problems parallel 

imports may cause. The question as to whether one can refer to this concept as a “problem” is discussed 

in this chapter. 
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Parallel trade is one of the outcomes of the application of the first sale doctrine. The second condition 

for its occurrence is a price difference between two countries. The question arises as to whether the 

copyright holder of a product can prevent the re-importation in another country.57 The answer will 

depend on the type of exhaustion applied in the country where the product is marketed. If national or 

territorial exhaustion is applied, then it would be possible for the holder of the right to prevent the 

further distribution in all states, except for the state where the product is sold. This is equal to an 

importation right. By contrast, international exhaustion allows for a full circulation of the products 

around the globe. This results in parallel trade. The regional exhaustion applied by the EU may be 

considered as a type of national exhaustion, since the right to control further distribution is exhausted 

only in the European Economic Area (EEA). There is no real world consensus on this controversial issue, 

and therefore no harmonization has been achieved under any international treaty. Article 6 of the TRIPS 

Agreement, as well as Article 6(2) of the WIPO Copyright Treaty, provide states with the freedom to 

decide on this matter. The legal system of the EU and the US, regarding the aspect of exhaustion of the 

copyright, is examined in Chapter IV.  

 

1. Disadvantages of Parallel Trade 
 

25. Before labeling it as a problem, one should have an overview of the advantages and disadvantages 

of parallel trade. Since the internet, as a means of distribution, makes it even easier for parallel imports 

to occur, their impact should be examined. A system of international exhaustion, setting the foundation 

for parallel trade, is sometimes regarded as a problem. What are the reasons? 

 

First, the territoriality of copyright is against it.58 The fact that a copyright holder consents to the 

marketing of his/her work in the state of export does not mean that there is also consent for 

importation of the work in a third country. However, this is the result of international exhaustion. As a 

counter-argument one may state that it is not clear whether the right to control distribution of the work 

should be included as one of the rights granted by copyright. 

 

Second, granting the right to prevent parallel trade will allow the holder of the copyright to adjust the 

price to what each market can bear. Price discrimination between different states is not necessarily a 

                                                           
57

 See the example given in the introduction, supra 7. 
58

 W. Rothnie, “Parallel Imports and Copyright”, Business Law International 2005, Vol.6, 334. 



23 
 

negative thing. Consumers in Africa do not have the same purchase power as consumers in the USA or 

the EU. For instance, an unlocked iPhone 4 is sold for over 1000$ in Italy and for 653 $ in Honk Kong59, 

even though in this case one can doubt whether the difference of price is due to consumers’ purchase 

power. Even within the EU, there are substantial differences between what markets can bear in the west 

and in the east of Europe.60 Permitting parallel trade would lead to strategic decisions which may 

decrease inter-brand competition. Copyright holders would probably choose not to supply certain 

markets, where the consumers do not have the means to purchase sufficient number of products.61 That 

will result in reduction of competition in the relevant market in that state. Therefore some academics 

argue that the prohibition of parallel trade will increase the availability of copyrighted goods in the 

world, and will ultimately lead to a rise in social welfare. This is even more so in sectors with large 

development costs and small production costs62, such as the digital sector where production costs are 

zero. However, the proponents of parallel trade may have one strong counter-argument. Price 

discrimination combined with the ability to prevent parallel imports is often regarded as an anti-

competitive behaviour, which restricts competition63, or at least intra-brand competition. In this 

situation copyright holders would be able to set their prices in each market without fear of re-

importation of the product. Therefore, they would have more control of the market, which would have 

higher prices as a consequence. 

 

Third, parallel trade may decrease the incentive to innovate. The possibility for the copyright holder to 

recoup his/her investment is reduced, especially when the flow of parallel imports creates a secondary 

market which offers similar quality for a lower price. This will lead to less competition at the stage of 

innovation, and ultimately to intellectual impoverishment in the society. 

 

2. Advantages of Parallel Trade 
 

26. Parallel trade is not necessarily a problem. It has many positive effects. First, proponents of parallel 

trade accentuate the benefits for consumers. Copyright holders would be economically obliged to apply 
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a lower price in order not to be excluded from the fierce competition created by parallel importers. It is 

fair to say that if the prohibition of parallel trade leads to an increase in the availability of copyrighted 

goods, their permission would lead to an increase in the affordability of those goods. Moreover, it is 

argued that parallel trade is particularly effective in sectors with low transportation costs64, such as the 

digital sector where transmission is free. Nevertheless, someone should bear the ultimate costs. It is 

either the consumer, who will have to pay high prices in the absence of parallel imports, or the copyright 

holder of the goods, who may see his/her profits drastically diminished if parallel imports are allowed.65 

Therefore, each state should decide which interests are more worthy of protection, taking into account 

its position of a net exporter or net importer of copyright goods. A country, which produces a lot of 

copyright products, such as the USA or the EU, will be inclined to apply national exhaustion, and thus 

prevent parallel imports in order to protect its copyright holders and create good incentives to innovate. 

A country, which mostly consumes copyright products, will tend to apply international exhaustion in 

order to avoid paying high royalties to foreign producers. 

 

Second, according to those in favour of parallel trade, the copyright holder is able to receive an 

appropriate remuneration with the first sale of the product. However, what exactly is meant by 

“appropriate” is not clear. This argument is already criticized and would probably be even more 

criticized in the current state of digitization, which may lead to an increase in parallel trade in digitally 

transmitted goods, as well as traditionally distributed tangible goods. Due to the low costs of 

distribution, it is more likely that a copyright holder will have difficulties to make his normal economic 

returns. Third, there are concerns related to competition, which were analyzed in the previous 

paragraph.66 

 

3. Lack of Harmonization at International Level 
 

“During the discussions that led to the proposed Treaty, it became clear that the principle of a broad 

right of distribution has gained wide international acceptance. However, no convergence of views has 

developed in respect of the scope or extent of the right of distribution after the first sale or other 
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transfer of ownership of a copy of a work. National legislation differs in this respect. In many 

jurisdictions, the principle is that in respect of a copy of a work the right of distribution ceases to exist, 

i.e. is exhausted, after the first sale of that copy. Views differ as to whether the exhaustion should be 

national, regional or global.”67 

 

27. This explanatory note to the Chairman’s Draft to the WIPO Treaties sums up best the divergent 

views taken by different states on the applicable type of exhaustion. This is why, due to this 

disagreement, international agreements are neutral on this issue and allow their contracting parties to 

choose the form of exhaustion that they deem appropriate.  Article 6 of the TRIPS Agreement illustrates 

this point: 

 

“For the purposes 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.”68 

 

One would expect that this agreement, concluded under the umbrella of the World Trade Organization, 

would favour a harmonized system of international exhaustion. After all, national or regional exhaustion 

would allow contracting parties to provide copyright holders with a mechanism to restrict trade. The 

emerging countries argued in favour of a system of harmonized international exhaustion, as this would 

have allowed them access to cheap pharmaceutical products.69 However, a consensus on that matter 

could not be reached, since the leading countries in the export of copyrighted products did not agree to 

make a compromise.70  

 

28. The 1996 WIPO Copyright Treaty (WCT) has been adopted in order to respond to the new 

technological developments in the digital environment. However, the distribution right, recognized in 

Article 6(1) of the Treaty, only applies to “fixed copies that can be put into circulation as tangible 
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objects.”71 Therefore, one cannot imply from this provision an immaterial distribution right. As to the 

issue of exhaustion, member states are again provided with the freedom to choose their system of 

exhaustion. This is stated in Article 6(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 with the authorization of the author.”72 

 

Nevertheless, regarding the transmission of intangible objects, Article 8 WCT recognizes the making 

available right as a part of the right to communicate the work to the public.73 The different 

implementation of this right in the EU and the USA has a decisive role in the different approaches 

adopted by those two entities towards the issue of digital exhaustion.74  

 

IV. How Do the USA and the EU Approach the Issue of Exhaustion? 

 

1. First Sale Doctrine in the USA 
 

A. Legislation 

 

29. The legal base for the principle of first sale in the USA is enshrined in section 109(a) of the U.S. 

Copyright Act, entitled “limitations on exclusive rights”:  

 

“§ 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.”75 
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30. The reference to article 106(3), which stipulates the exclusive right of the author to distribute the 

work, leads to the conclusion that the first sale principle is a limitation of this right. The text limits the 

application of the doctrine to “lawfully made” products, so that the discussion of piracy is out of the 

question. The word phonorecord is defined in section 101 of the U.S. Copyright Act76, and means a 

record in plain English. From the text of section 109, however, it is not clear whether only sales in the 

United States are covered, or also sales outside of it. This is left to the interpretation of the courts. 

Nonetheless, there is another provision which relates to works “that have been acquired outside the 

United States”. This is stated in section 602, which grants copyright holders an importation right: 

 

“§ 602 · Infringing importation or exportation of copies or phonorecords 

(a) Infringing Importation or Exportation. 

(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.”77 

 

The question arises as to whether this provision allows copyright holders to control exclusively the 

imports of their products. This is not the case, as section 602 is subject to four exceptions.78 The first 

three are explicitly stated in section 602 itself, and relate to copies for governmental purposes, personal 

use or educational uses. The importation right is, however, connected to the distribution right. One can 

make this conclusion from the reference to section 106(3) in the text of section 602. All rights granted 

under section 106 are limited by sections 107 to 122.79 Since the distribution right is subject to the first 

sale exception, then the importation right must also be exhausted once the product is sold on the 
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market. However, this is not as clear as it seems. Some courts have argued that the importation right 

under section 602 did not fall under the first sale doctrine.80 This issue is dealt with below under the 

overview of the case law related to exhaustion. 

 

B. Case Law. 

 

B.1. Bobbs-Merrill 

 

31. The first sale doctrine related to copyright was first applied in the Bobbs-Merrill Co. vs. Strauss 

case81. In fact, it is a judge made principle, which was later codified. The appellant, Bobbs-Merrill Co., 

was the owner of the copyright in a book called “The Castaway”. On each book they inserted the 

following notice: “The price of this book at retail is $1 net. No dealer is licensed to sell it at a less price, 

and a sale at a less price will be treated as an infringement of the copyright.”82 Yet, the appellee, Isidor 

Straus, sold copies of the book for 89 cents per item without the consent of the copyright owner. The 

Supreme Court ruled in favour of Isidor Strauss. It stated that the right of the appellant to control the 

distribution of its product was exhausted with the first sale of the book, after which every retailer was 

allowed to resell the book at any price.83 Since in this case the books were manufactured and sold in the 

USA, the question whether the USA applies international or national exhaustion remained unanswered. 

 

B.2. Follow-Up to Bobbs-Merrill 

 

32. There were a few cases in the late eighties and the nineties which were supposed to bring more light 

on the issue of exhaustion. However, the legal uncertainty increased even more when two courts, the 

Third and the Ninth Circuits, took different approaches on the question as to whether the importation 

rights granted under section 602 had to prevail over the principle of first sale under section 109(a).84 

Sebastian International, Inc. v. Consumer Contracts Ltd.85 was a case in favour of parallel imports. 
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Sebastian International was active in the sector of beauty care.86 Its strategy was to create a good 

reputation by supplying only professional salons. Sebastian concluded an oral contract with Consumer 

Contracts (PTY) in which PTY agreed to distribute the products to stylish salons in South Africa. Yet, PTY 

decided to ship the beauty care products to the United States. Thus, Sebastian sued PTY for 

infringement of its exclusive distribution right and importation right. The court ruled in favour of PTY. It 

decided that “when plaintiff made and then sold its copies, it relinquished all further rights to sell or 

otherwise dispose of possession of that copy”.87 This was justified by two arguments. First, the court 

found that “nothing in the wording of section 109(a), its history or philosophy, suggests that the owner 

of copies who sells them abroad does not receive a "reward for his work."”88 Second, it noted that the 

importation right could not be separated from the distribution right and both of them were subject to 

the limitations of the first sale principle.89 Moreover, the place of the first sale, whether in the USA or 

abroad, was irrelevant.90  

 

33. However, in two subsequent cases, the Ninth Circuit had another opinion on that problem. In BMG 

Music v. Perez it ruled that “the words "lawfully made under this title" in § 109(a) grant first sale 

protection only to copies legally made and sold in the United States”.91 Therefore, the place of 

manufacture and sale were relevant to the application of section 602. This case served as a precedent to 

the similar case Parfums Givenchy, Inc. v. Drug Emporium, Inc.92. The case concerned a perfume, called 

Amarige, which was produced and sold in France by Givenchy France.93 Givenchy France sold its United 

States copyright interests related to the design box of the perfume to Givenchy USA, a subsidiary. In the 

meantime third parties managed to import the perfume in the United States. Drug Emporium purchased 

a great deal of those perfumes from third parties and started selling them. Givenchy USA based its 

defence on section 602(a), the right to prevent the importation into the USA of goods acquired outside 

the USA without the permission of the copyright holder. Drug Emporium invoked the first sale doctrine 

in order to claim that the importation right of the rightholder has been exhausted.94 The court ruled in 

favour of Givenchy USA and stated that, in order to give meaning to the language of section 602(a), it 
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had to be concluded that importations are not subject to the first sale doctrine.95 In other words, 

exhaustion applied only to sales first made within the United States. As a consequence, parallel imports 

were only allowed in a situation of re-importation of the goods, such as the one in the Sebastian 

International, Inc. v. Consumer Contracts Ltd case.  

 

34. In the light of the abovementioned cases, it was not surprising that all eyes were on the Supreme 

Court in Quality King Distributors, Inc. v. L’Anza Research International, Inc.96. The main question was as 

to “whether the "first sale'' doctrine endorsed in §109(a) is applicable to imported copies”97. This case 

broadened the possibilities of parallel trade. However, it allowed some limitations and uncertainties as 

well. The facts resembled those in Sebastian International98, as both cases concerned re-importation of 

goods. L’anza is a Californian corporation, engaged in the business of hair care products.99 Within the 

USA it sold its products only to domestic producers who have agreed to certain geographical limitations. 

L’anza relied on extensive advertising and distribution only by authorized and professional retailers in 

order to retain its reputation. However, its prices to foreign distributors were 35 to 40 % lower than its 

domestic prices. This was mainly due to less advertising. The UK distributor of L’anza arranged the sale 

of three shipments to Malta. After that the products found their way back in the USA, where they were 

sold by Quality King Distributors to different unauthorized distributors. It is important to note that the 

goods were manufactured in the USA and first sold by L’anza in the UK. L’anza started proceeding 

against Quality King, arguing that its exclusive distribution and importation right had been infringed.100 

Quality King claimed that those two rights, granted by sections 106(3) and 602, are subject to the first 

sale principle in section 109(a).  

 

The U.S. District Court based its decision on the previous case Parfums Givenchy, Inc. v. Drug Emporium, 

Inc. Therefore, it rejected the possibility to use the first sale principle as an exception to the importation 

right of the copyright owner.101 The Ninth Court affirmed the decision.102 It based its decision on two 

grounds. First, the legislative aim of section 602(a) was to protect the copyright owner from 
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unauthorized importations and any other interpretation would render this provision meaningless.103 

Second, it referred to the difficulty for the copyright holder to recoup its investment and reap normal 

profits if parallel trade was to be allowed.104 The Supreme Court reversed this decision and upheld the 

first sale doctrine. It referred to Bobbs-Merrill, where it ruled that the exclusive right to “vend” was 

exhausted by the first sale of a book. However, the comparable exclusive right in the U.S. Copyright Act 

from 1976 is the right to distribute. Therefore, the precedent had to be extended to the latter right.105 

As far as L’anza’s argument, that section 602 is not subject to the exception of first sale, was concerned, 

the court rejected it by stating that the other exceptions and defenses would also be unavailable if one 

was to follow L’anza’s reasoning.106 The purpose of section 109(a) was also used as an argument to allow 

parallel imports: “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”.107 As a consequence, the court ruled in favour of parallel trade and, in this 

case, against L’anza. 

 

However, there are two more questions which should be analyzed in order to understand better the 

scope of parallel trade. First, is the place of first sale of the products relevant for the application of the 

first sale principle? According to Parfums Givenchy, Inc. v. Drug Emporium, Inc, the answer should be 

affirmative.108 The court in this case ruled that only goods first sold in the USA would be subject to the 

first sale doctrine. However, this decision seems now overridden, since the products in the hair care 

products in Quality King Distributors v. L’Anza were first sold in the UK, and that did not prevent the 

exhaustion of the distribution and importation right. Second, should the place of manufacture be taken 

into account when applying section 109(a)? In a concurring opinion Justice Ginsburg agreed with the 

outcome of the decision, but only with respect to the specific facts of the case.109 According to him, the 

first sale principle should not be applied in situations in which the goods are not manufactured in the 

USA. This is his interpretation of the words “lawfully made under this title” present in the text of section 

109(a). The issue of place of manufacture was not discussed in the opinion of the other judges. 

Therefore, after this case it remained uncertain whether this approach qualified as a national or 
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international exhaustion, and whether a copyright holder can prevent the parallel trade of goods 

manufactured outside of the USA. 

 

B.3. Recent Developments: Importance of the Place of Manufacture 

 

35. The expectations for resolving this issue were high when the Supreme Court was supposed to issue 

its decision in Costco v. Omega on the 13th December 2010. However, this was a disappointment for all 

in favour of legal certainty. A non-decision was issued110, in which the ruling of the Ninth Circuit111 was 

affirmed. This cannot serve as a precedent for future similar cases due to the 4-4 split between the 

decisions of the judges. Therefore, uncertainty still remains on the question whether a copyright holder 

can prevent parallel imports of goods manufactured outside the USA. What was the problem in this 

case? Omega is a Swiss watch manufacturer.112 It sold its watches globally via a network of authorized 

distributors and retailers. There was an engraving on the underside of the watches which stated that 

they are copyright protected in the USA. Costco, a retail chain, obtained the watches and offered them 

for sale in the United States at a price far cheaper than the price of the US authorized distributors. 

Omega initiated proceedings, claiming that its rights under section 106(3) and 602(a) were infringed. 

Costco relied on the first sale defense under section 109(a).  

 

The district court ruled in favour of Costco but without a real explanation.113 On the appeal, the Ninth 

Circuit reversed this decision. Costco argued that the legal base for this ruling was the text of section 

109(a) and in particular the words “lawfully made under this title”. Costco argued that previous 

decisions, stating the place of sale and manufacture as relevant for the application of exhaustion, such 

as BMG Music v. Perez and Parfums Givenchy, Inc. v. Drug Emporium, Inc., were overruled by Quality 

King.114 Moreover, in its brief for the petitioner, appealing the decision of the decision of the Ninth 

Circuit, Costco claimed that “denying the application of the first-sale doctrine to goods made abroad 

would have serious consequences, which Congress could not have intended, for American businesses 
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and consumers”.115 Many American producers will choose to flee the USA and produce their goods 

abroad, so that they can prevent parallel imports in the USA. However, The Ninth Circuit stated that the 

first sale defense can only be applied in a claim involving “domestically made copies of U.S.- copyrighted 

works”116, following the concurring opinion of Justice Ginsburg in Quality King. This opinion was based 

on one main argument: the territorial application of the U.S. Copyright Act.117 Applying this statute to 

goods manufactured abroad would lead to an extraterritorial application of the law. This issue was also 

raised in an amicus curiae brief by the Obama administration.118 The Ninth Circuit distinguished the facts 

of Costco v. Omega from those in Quality King.119 The latter involved a “round trip” importation of the 

goods, whereas the former involved a “one way” importation: the goods were manufactured and first 

sold in Switzerland and afterwards brought in the USA. Since the relevance of the place of manufacture 

was not analyzed in Quality King, this distinction in the facts makes the ruling in Costco v. Omega 

compliant with the ruling of the Supreme Court. Had the Supreme Court ruled that the place of 

manufacture was also irrelevant for the application of the first sale principle, then one could have stated 

that the USA applied international exhaustion. The current state of law remains unclear at least until the 

next case of the Supreme Court on the first sale doctrine. 

 

2. Exhaustion in the EU 
 

A. Legislation 

 

36. Similarly to the USA, exhaustion in the EU is a judge-made principle. However, while the American 

judges introduced the doctrine in order to ensure the alienation of the good from its seller, the Court of 

Justice of the European Union (CJEU) was mainly concerned with the objective of establishing the 

internal market. Exhaustion of rights was later codified in different directives. What follows is an 

exploration of the doctrine in primary and secondary European legislation. 

 

                                                           
115

 Brief for the Petitioner on Writ of Certiorari to the United States Court of Appeals for the Ninth Circuit, No 08-1423, 
http://www.americanbar.org/content/dam/aba/publishing/preview/publiced_preview_briefs_pdfs_09_10_08_1423_Petitioner
.authcheckdam.pdf (last visited May 19, 2011), 46-52. 
116

 Supra note 111, 12115. 
117

 Ibid., 12119. 
118

 Brief of American Bar Association As Amicus Curiae in Support of Respondent on Writ of Certiorari to the United States Court 
of Appeals for the Ninth Circuit, No 08-1423, 
http://www.americanbar.org/content/dam/aba/migrated/amicus/briefs/Amicus_Costco_Final_r.authcheckdam.pdf (last 
visited May 19, 2011).  
119

 Supra note 111, 12118-12123. 

http://www.americanbar.org/content/dam/aba/publishing/preview/publiced_preview_briefs_pdfs_09_10_08_1423_Petitioner.authcheckdam.pdf
http://www.americanbar.org/content/dam/aba/publishing/preview/publiced_preview_briefs_pdfs_09_10_08_1423_Petitioner.authcheckdam.pdf
http://www.americanbar.org/content/dam/aba/migrated/amicus/briefs/Amicus_Costco_Final_r.authcheckdam.pdf


34 
 

37. Is the exhaustion doctrine present in the Treaties? The answer is negative. Moreover, Article 345 

TFEU states that “the Treaties shall in no way prejudice the rules in member states governing the system 

of property ownership”.120 Therefore, the field of intellectual property remains a competence of the 

member states. Then, how is it possible for the CJEU to decide on the issue of exhaustion? This can be 

answered after an examination of the Deutsche Grammophon case.121 In this case a German company 

was the copyright holder of records that its French subsidiary marketed in France. Metro bought the 

records from France and imported them back in Germany where they competed with products offered 

by the authorized distributors. According to the CJEU, the re-importation had to be allowed. Even 

though the CJEU acknowledged that the competence with respect to the existence of intellectual 

property rights stayed with the member states, it decided that the exercise of those rights could affect 

the free movement of goods, and therefore fell within the scope of Article 36 TFEU.122 However, one can 

immediately notice the flawed reasoning. The existence of a right will not be of any use to the holder, if 

he/she cannot exercise this right. This artificial existence/exercise dichotomy was used as a way to 

escape Article 345 TFEU. Since the objective of the EU was to create one internal market, then the right 

of the intellectual property holder to prohibit the flow of goods from one EU member state to another 

would be contrary to the free movement of goods. As a consequence of this case, once the copyright 

product has been placed on the market within the European Economic Area (EEA) with the consent of 

the holder of the right, this product is free to circulate throughout the EEA. Those are the words of the 

CJEU, which marked the beginning of the exhaustion doctrine in the EU: 

 

“It is in conflict with the rules providing for the free movement of products within the common market 

for the holder of a legally recognized exclusive right of distribution to prohibit the sale on the national 

territory of products placed by him or with his consent on the market of another member state on the 

ground that such distribution did not occur within the national territory. Such a prohibition, which could 

legitimize the isolation of national markets, would be repugnant to the essential purpose of the treaty, 

which is to unite national markets into a single market.”123 

 

38. The exhaustion principle can be explicitly found in a few directives of the EU. The most important 

one for the field of copyright is Directive 2001/29/EC on the harmonization of certain aspects of 
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copyright and related rights in the information society, also called the InfoSoc Directive.124 First of all, it 

is important to examine the subject matter of the directive.125 It applies to all copyrighted works with a 

few exceptions, such as computer programs126, databases127 and broadcasts. The exhaustion of 

copyright is codified in Article 4 as an exception to the distribution right granted to authors: 

 

“Article 4 

Distribution right 

1. Member States shall provide for authors, in respect of the original of their works or of copies thereof, 

the exclusive right to authorize or prohibit any form of distribution to the public by sale or otherwise. 

2. The distribution right shall not be exhausted within the Community in respect of the original or copies 

of the work, except where the first sale or other transfer of ownership in the Community of that object 

is made by the rightholder or with his consent.”128 

 

When reading the text of this provision, it remains unclear whether it can be applied also to digitally 

transmitted goods. Recital 28 states that “copyright protection under this Directive includes the 

exclusive right to control distribution of the work incorporated in a tangible article”.129 In chapter V the 

paper analyzes whether this will lead to the non-application of the exhaustion principle to those goods. 

 

B. Follow-Up to Deutsche Grammophon 

 

B.1. Specific Subject Matter of the Copyright 
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39. The conflict between free movement of goods and copyright protection was the issue at stake in 

Musik-Vertrieb v. GEMA.130 In this case Musik-Vertrieb, a parallel trader, imported sound recordings, put 

into circulation with the consent of GEMA in various member states, from the UK into Germany. GEMA, 

a copyright management society in Germany, claimed the difference between the higher royalties paid 

in Germany and the lower statutory royalties paid in the UK.131 The claim was rejected by the CJEU. 

Since the copyright holder consented to the marketing of the goods in the UK, it exhausted its right to 

control further distribution. The possibility to receive a reward is preserved, as the copyright holder is 

remunerated by the first sale of the goods. He/she had a choice whether or not to market the goods in a 

certain member states and the consequences of this choice must be tolerated.132 After all, if a private 

undertaking is allowed to levy such charges on the importation of products, this would lead to a 

restriction on the free circulation of goods.133 This case is a reaffirmation of Deutsche Grammophon. A 

restriction on the free movement of goods would only be justified when the specific subject matter of 

the copyright has been compromised. One may wonder if this reasoning can also be applied in the 

digital environment.134  

 

This approach of the EU has some negative effects. The inability of the copyright holder to control 

further distribution has consequences for his/her business decisions. In some cases it would probably be 

more profitable for a sound recording company to not market certain goods in member states which 

cannot bear the cost, as every not negligible price differentiation can lead to parallel trade. This problem 

will be mitigated if the European Union succeeds in eradicating the big differences which still exist 

between the markets of the different member states. 

 

40. Exhaustion is triggered only when the copyright holder consents to the marketing of the goods. In 

the absence of consent the owner of the copyright can prevent parallel imports of the products. The 
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case EMI Electrola v. Patricia135 illustrates this point. Emi Electrola GmbH was assigned exclusive 

distribution rights in sound recordings of Cliff Richards in the territory of Germany.136 Due to the 

different terms of protection granted in Denmark and Germany, the recordings had fallen in the public 

domain in Denmark but not in Germany. The goods were lawfully marketed in Denmark without the 

consent of Emi Electrola Limited, the British company which held the copyright in the sound recordings. 

Patricia, a Danish parallel trader, imported the sound recordings from Denmark into Germany. Emi 

Electrola GmbH invoked its copyright in order to prohibit the sales of the imported goods in Germany. 

The CJEU distinguished this case from Musik-Vertrieb, as “the fact that the sound recordings had been 

lawfully marketed in another member state was due, not to an act or the consent of the copyright 

owner or his licensee, but to the expiry of the protection period provided for by the legislation of that 

Member State”137. If restrictions on intra-communtiy trade are due to disparities between national 

legislations, those restrictions may be justified under the exceptions of free movement of goods “if they 

are the result of differences between the rules governing the period of protection and this is inseparably 

linked to the very existence of the exclusive rights”138. Therefore, EMI Electrola was allowed to stop the 

parallel imports.  

 

The CJEU relied once again on the existence/exercise dichotomy. This can also be linked to the specific 

subject matter of the copyright, which is often interpreted as the possibility of the copyright owner to 

receive adequate remuneration. In this case, EMI Electrola did not consent to the marketing of the 

records in Denmark and was not given any reward from the first sale in Denmark. That is why in this case 

the specific subject matter was compromised and the copyright holder was allowed to control the 

further distribution of the goods. This case demonstrated once again the need for harmonization of 

certain aspects of copyright law for the proper functioning of the internal market. The problem was 

remedied to a certain extent after the adoption of the InfoSoc Directive139, which harmonized important 

parts of copyright law. 

 

B.2. No Right for Member States to Apply International Exhaustion 
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41. A question, which remained uncertain after Deutsche Grammophon, was whether each member 

state could choose the type of exhaustion it wanted to apply. This issue was resolved in Silhouette140. 

Even though the case concerned trademarks, a similar reasoning can be applied to copyrights. Here 

follows an overview of the facts and the ruling of the CJEU. Later in the paper the results of the case are 

compared to the Supreme Court case Quality King.141 The Austrian company Silhouette is a producer of 

trademark-protected spectacles in the higher price ranges.142 It supplies them to specialist opticians in 

Austria, while in other countries it sells via its subsidiaries or distributors. In 1995 Silhouette sold 21 000 

spectacle frames to a Bulgarian company. Bulgaria was at that time not a member of the European 

Economic Area (EEA). Although its representative instructed the purchasers to sell only in Bulgaria or the 

states of the former USSR, an Austrian company, Hartlauer, a discount seller of eyeglasses, was able to 

obtain the frame spectacles from an undisclosed seller and offered them for sale. Silhouette refused to 

supply Hartlauer, since sales by Hartlauer were considered to be harmful to the image which Silhouette 

created for its spectacles. In order to protect its product, Silhouette started proceedings before the 

Austrian courts, but failed. Silhouette’s argument, that it never consented to the sale of those goods 

within the EEA, did not have much effect as Austrian law recognized the principle of international 

exhaustion. It means that the rights of the proprietor of the trademark are exhausted once he/she puts 

his/her product on sale with his consent anywhere in the world. However, the EU provided for a 

Community exhaustion according to Article 7 of the Trade Mark Directive.143 On Silhouette’s second 

appeal, the judge felt that an interpretation of this article was necessary and referred the following 

question to the CJEU: 

 

““Is Article 7(1) of the First Council Directive 89/104/EEC of 21 December 1988 to approximate the laws 

of the Member States relating to trade marks (OJ 1989 L 40, p. 1) to be interpreted as meaning that the 

trade mark entitles its proprietor to prohibit a third party from using the mark for goods which have 

been put on the market under that mark in a State which is not a Contracting State? “144 

 

The CJEU analysed the aim and the purpose of the Directive in order to conclude that international 

exhaustion is contrary to the provisions of the EC Treaty and the Trade Marks Directive. The Court stated 
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that “…the Directive none the less provided for harmonization in relation to substantive rules of central 

importance…”.145 Since the recognition of international exhaustion was able to distort the functioning of 

the internal market, it was without a doubt a rule of central importance which had to be harmonized by 

the Trade Marks Directive. The CJEU referred also to the ninth recital of that directive which emphasised 

that “...it was fundamental, in order to facilitate the free movement of goods and services, to ensure 

that registered trademarks enjoyed the same protection under the legal systems of all the Member 

States, but that this should not prevent Member States from granting at their option extensive 

protection to those trademarks which had a reputation.”146 The CJEU stated that, allowing a member 

state to opt for international exhaustion while the other member states applied Community exhaustion, 

would create barriers to the free movement of goods and services and would also distort the 

competition law rules, so that Articles 5 and 7 of the Trade Marks Directive could only be interpreted as 

a complete harmonization.147 

 

The CJEU gave a ruling in view of the functioning of the internal market. The exclusion of                    

international exhaustion is advantageous for trademark proprietors, but the decision was not based on a 

desire to protect them. Without taking into account the possible benefits of international exhaustion for 

the competitiveness of the European market and for the consumers, the Court merely stated the need 

for harmonization, so that the internal market could function properly. It seemed that the type of 

exhaustion was not of great importance to the Court as long as the functioning of the internal market 

was preserved. The CJEU would not oppose a rule of international exhaustion as long as it is applied in 

all member states of the EU, but it is for the European legislative authorities to decide on such a 

measure.148 The Court avoided making a statement whether a uniform international exhaustion rule 

would be more suitable and advantageous for the EU.  

 

However, even if the reasoning, related to the necessity to preserve the internal market, can be 

extrapolated to cases concerning copyright, the same cannot be said for the reasoning concerning the 

advantages and disadvantages of international exhaustion. International exhaustion of copyright is likely 

to have negative effects, since it may affect more significantly the incentive for authors to innovate.149 It 

is recommended that the CJEU, even if it is not a legislator, fully consider the effects of its decision if the 
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court is ever to rule on the issue of digital exhaustion. What the precise impact of such a doctrine would 

be is examined below.150 

 

42. After the adoption of the InfoSoc Directive, a similar problem was resolved with regard to copyright 

in Laserdisken ApS v. Kulturministeriet.151 Laserdisken sold cinematographic works to individual buyers 

through its outlets in Denmark.152 A lot of the DVD’s were imported from non-member countries. The 

company specialized in sales of copies which were not available in Europe. In 2003 Denmark amended 

its rules on exhaustion in order to comply with Article 4(2) of the InfoSoc Directive. Before that, 

Denmark applied a system of international exhaustion, which encouraged the free circulation of goods. 

This legislative change had a significant effect on its imports and sales of DVDs lawfully marketed 

outside the EEA. Therefore, Laserdisken started proceeding against Kulturministeriet claiming the 

invalidity of Article 4(2) and the possibility of a member state to retain another type of exhaustion than 

Community exhaustion.153 Those two questions were referred to the CJEU. In a similar reasoning to 

Silhouette, the Court ruled that a member state was precluded from applying international exhaustion 

for reasons related to the internal market. 

 

“This, moreover, is the only interpretation which is fully consistent with the purpose of Directive 

2001/29 which, according to the first recital in the preamble thereto, is to ensure the functioning of the 

internal market. A situation where some Member States will be able to provide for international 

exhaustion of distribution rights whilst others will provide only for Community-wide exhaustion of those 

rights will inevitably give rise to barriers to the free movement of goods and the freedom to provide 

services.”154  

 

The CJEU accentuated once more the importance of harmonization for the market integration. However, 

it is argued that the directive itself did not contribute to this objective.155 It left room for national 

legislation on the exceptions of copyright and it did not harmonize the rules on exhaustion of the 

distribution right with respect to intangible goods. The closer integration in the field of information 
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society, sought by the CJEU, was not present in the provisions of the Directive.156 

 

B.3. Protecting the EU market from Excessive Prices 

 

43. After Laserdisken, copyright holders were allowed to block imports of copyrighted goods first 

marketed with their consent outside the EEA. However, this right is not absolute and can be restricted 

by other constraints, such as fair competition. This can be best demonstrated by the decision of the 

General Court in Micro Leader.157 Micro Leader was a company engaged in the wholesale marketing of 

office and computer equipment.158 Because of the substantial difference in prices between the two 

countries, it imported from Microsoft Canada Microsoft products which Micro Leader sold in France. 

Those goods competed with goods sold by Microsoft France, since they were identical or similar. Relying 

on the abovementioned Silhouette ruling, Microsoft decided to block the importation of its copyrighted 

products from Canada to France. Since the goods were marketed outside of the EEA, the prohibition by 

Microsoft was supposed to be legal. However, this was not necessarily the case. Micro Leader launched 

a complaint to the Commission under Article 102 TFEU159, the prohibition of abuse of dominant position. 

The Commission rejected the argument and stated that “the prohibition by Microsoft on illegally 

importing copies of its software from Canada was not an abuse within the meaning of Article 86 (now 

102 TFEU) of the Treaty, since that prohibition constituted a lawful enforcement of its copyright under 

Article 4(c) of Directive 91/250”160 Nevertheless, the General Court rejected the reasoning of the 

Commission and emphasized the importance of the significant price differential between the two 

countries. Because of the excessive prices on the European market the Commission should have 

investigated the matter further.161  

 

This reasoning leads to the conclusion that the exercise of a copyright in order to block parallel trade is 

not an absolute right and may constitute an abuse of dominant position. The non-application of the first 

sale doctrine in the digital world disallows the existence of secondary markets. As a consequence 

copyright holders are granted more power in setting the prices of their products. This may lead to 
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excessive prices in this sector. A solution to this problem is still to be found. It is argued above that a 

stricter competition law on excessive pricing may remedy this concern to a certain extent.162  

 

3. Comparison of the Current State of the Law in EU and the USA Regarding the 

Application of Exhaustion to Materially Transmitted Goods. 
 

44. The main legislation and case law with respect to the exhaustion of copyright have already been 

examined. What conclusions can be drawn? Do we have more similarities or differences between the 

European and the American views on the first sale doctrine? Two main issues are examined: the acts 

causing exhaustion and the chosen form of exhaustion. 

 

A. Different Actions That Trigger Exhaustion 

 

45. First, the USA and the EU differ on the choice of activities which trigger exhaustion. The wording in 

the legislation on both sides of the Atlantic is similar. Section 109 of the U.S. Copyright Act uses the term 

“owner of a particular copy”.163 Article 4(2) of the InfoSoc Directive refers to the “first sale or other 

transfer of ownership”.164 Nonetheless, the case law has led to different interpretations. Since United 

States v. Atherton165 the first sale doctrine does not necessarily require a sale. The mere transfer of 

possession should suffice. The CJEU, however, stuck to the narrow approach adopted in the legislation. 

In Peek & Cloppenburg the CJEU ruled that “the concept of distribution to the public, otherwise than 

through sale, of the original of a work or a copy thereof, for the purpose of Article 4(1) of Directive 

2001/29, applied only where there was a transfer of the ownership of that object.”166 The distribution 

right is therefore limited to acts including a transfer of title, such as a sale or a gift. This would also lead 

to a more restrictive application of the principle of exhaustion, as it applies only to the distribution 

right.167 
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B. Different Policies 

 

46. Second, if we compare the two cases of the highest courts in the EU and the USA, which still present 

the current law, we would conclude that the two take different positions on exhaustion. The Supreme 

Court in Quality King ruled in favour of parallel trade: a copyright holder cannot prevent the re-

importation of copyrighted goods lawfully made within the USA.168 The CJEU reached the opposite result 

in Silhouette: the holder of the copyright is allowed to block parallel trade if the goods are marketed 

outside of the EEA.169 Is there any possible explanation for those conflicting views? It appears that this is 

a consequence of different policies. The US seems to be more concerned with the benefits for the 

consumers, while the EU seems to place more importance on protecting innovation. However, the 

predominant motivation of the two courts was not related to a cost/benefit analysis of parallel imports. 

They did not estimate the potential effects of parallel trade. The CJEU based its decision in Silhouette on 

the desire to preserve the internal market. It did not express concerns of giving away too much control 

to the manufacturers. The Supreme Court sought to interpret the provisions in the Copyright Act in a 

coherent way.170 It even stated its reluctance to go beyond a statutory interpretation: 

 

“The wisdom of protecting domestic copyright owners from the unauthorized importation of validly 

copyrighted copies of their works, and the fact that the Executive Branch has recently entered into at 

least five international trade agreements apparently intended to do just that, are irrelevant to a proper 

interpretation of the Act.”171 

 

Nevertheless, the two courts cannot be blamed for those decisions. First, it is the task of the judiciary to 

interpret the law and the task of the legislation to draft new laws. Neither court wanted to go beyond its 

powers. Second, the effects of those two cases was somewhat mitigated by future rulings. One cannot 

correctly state that the USA applies absolute international exhaustion. The question as to whether a 

copyright holder can block parallel trade of products manufacture outside the USA still remains 

uncertain. Taken into account the concurring opinion of Justice Ginsburg172 and the recent ruling in 

Omega173, the answer seems more likely to be affirmative. In Micro Leader, a case with similar facts to 
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those in Omega, the fact that the products were manufactured outside the EEA, did not drive the CJEU 

to decide that the copyright holder may not prevent the parallel imports.174 However, his/her right is 

limited by competition concerns. This way the EU can protect its consumers from excessive prices, one 

of the potential consequences of prohibiting parallel imports. 

 

The ruling in Quality Kings was a big blow to the entertainment industry of the USA, one if its biggest 

exports. Setting substantially different prices in countries outside of the USA may unleash parallel re-

importations in the USA. By contrast, a copyright holder from the EEA can set a suitable price that the 

market outside the EEA can bear without fearing re-importation. This way he/she can make more profit 

than a similar copyright holder in the USA. The approach of the EU seems to be protectionist towards 

innovators, while the USA gives preference to global free trade and cheap prices for the consumers. This 

different policy is reflected also in the debate as to whether to allow digital exhaustion.175 

 

V. Is Exhaustion Applicable to Digitally Transmitted Goods? 

 

1. Applicability in the US  
 

47. Scholars in the USA are split on the issue as to whether the first sale principle should be applied to 

digitally transmitted goods. The pro-arguments are based mainly on the interpretation of the provisions 

of the Copyright Act, whereas the contra-arguments are more concerned with the effects of potential 

non-application. Before reaching any conclusions, one should consider the reasoning of both sides of the 

conflict. 

 

A. Contra-arguments 

 

A.1. Infringement of the Reproduction Right 

 

                                                           
174

 Supra note 157. 
175

 Although the end results in both the USA and the EU were the same, the discussions in the USA were much more open 
towards digital exhaustion than the debates in the EU. This demonstrates again the ambition of the EU to grant creative minds 
a strong incentive to invent. See infra 73. 



45 
 

48. Kupferschmid was the first one to plead for the demise of the first sale doctrine in the digital era 

back in 1998.176 He had three main arguments, which remain relevant nowadays. First, each digital 

transmission creates inevitably a new copy, and therefore implicates the reproduction right of the 

author.177 This is a very legalistic argument. If a new copy is indeed created, then this would infringe 

section 106 of the Copyright Act.178 Exhaustion as an exception to copyright does not apply to the right 

of reproduction.  

 

Therefore, it is important to know what copies are. They are defined as “material objects, other than 

phonorecords, in which a work is fixed by any method now known or later developed, and from which 

the work can be perceived, reproduced, or otherwise communicated, either directly or with the aid of a 

machine or device”.179 The word “fixed” requires permanence. The question rises as to whether the 

storage of a file in a computer is a copy. According to Calaba, there are three places where one can save 

a file in the computer: the Read Only Memory (“ROM”), the Random Access Memory (“RAM”) and the 

hard drive.180 Of those three, only the RAM poses some questions with respect to the permanence of 

the medium, since the file is stored only until the computer is turned down. However, there seems to be 

little discussion on the topic. Both the legislation and the case law point towards a recognition of the 

sufficient permanency of files stored in the RAM.181 Since it is clear that the storage of a file in a 

computer constitute a “copy”, this first argument is a very strong one.  

 

A.2. A Particular Copy 

 

49. Second, section 109, which stipulates the first sale exception, refers to a “particular copy” in its title. 

However, when a file is transmitted digitally, it is not that “particular copy” that is transmitted, but a 

reproduction thereof.182 This is illustrated with an example. When someone legally purchases an MP3 on 

the internet and then transfers it to his/her friends via e-mail, then he/she makes a reproduction of the 

originally purchased copy. This is again an argument based on the text of the statute. 
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A.3. Detrimental to the Interests of Copyright Holders 

 

50. Third, not only the statute, but also the purpose of exhaustion is against the application of the 

principle to digitally transmitted goods. According to Kupferschmid, the balance between the interests 

of consumers and those of copyright holders, which has been established throughout the history of 

copyright law, would be distorted if the first sale exception is automatically applied to digitally 

distributed goods.183 In such a situation the rights of copyright owners would be seriously undermined. 

Not only would they have to compete with their own products, as in the case of parallel imports, but 

they would also have to potentially deal with more copies than they have originally produced. After all, 

every digital transmission will lead to the creation of a new copy. How are authors going to react to this 

situation? It is possible that they abandon the sale of goods on the internet via digital transmission. This 

will deprive the public of the advantages of the internet with respect to the access to works.184 

Moreover, the incentives of authors to create will be diminished, since they will not be able to control 

even the reproduction of their products, unless the distribution happens through material methods. 

Taking into account those negative effects, authors, such as Kupferschmid and Hyde185, argue that the 

application of the first sale principle to digitally transmitted goods will be detrimental to the interests of 

the authors, and then ultimately to the interest of the public. 

 

A.4. License Agreements vs. First Sale Doctrine 

 

51. Opponents of the application of the first sale doctrine to digital distribution argue that license 

agreements restrict the application of the principle. In their desire to escape the exhaustion of their 

rights, the different industries refuse to qualify purchases as sales.186 Software, music and e-books are 

often offered as a license. Since this does not include a transfer of ownership, the first sale doctrine 

does not apply.  This is a strategy used to prevent the emergence of a secondary market for products. 

Those licenses have different names: “shrink-wrap”, “click-wrap” and “web-wrap”. The conditions and 
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terms of the first type “can only be read and accepted by the consumer after opening the product”187 

and are typical for computer software. The second and third types require an acceptance of the 

agreement by clicking on the “yes” box before the installation of the software.188 In all three types the 

buyer becomes aware of the terms of the agreement after the purchase. This raises questions regarding 

the enforceability of those license agreements. The issue is an important one: if a purchase is recognized 

as a license to use, then the whole discussion of the first sale doctrine will become irrelevant for this 

purchase.  

 

52. One of the prominent cases in favour of copyright holders is ProCD v. Zeidenberg.189 Zeidenberg, a 

student, bought a CD with a compilation of telephone directories from Pro CD at a lower price than the 

price for business clients.190 Afterwards, he placed the information on a website and offered it to 

internet users for a fee. However, the package with the CD came with a license inside of it, stipulating 

certain restrictions on the use. The purchaser could look at the terms of the license after unwrapping 

the box. The district court decided that the license was invalid since its terms were not written outside 

of the package. On the appeal, the Seventh Circuit reversed this decision. The fact, that the conditions 

and the terms of the license splashed across the screen and would not let him/her proceed with the 

installment without indicating acceptance, was a relevant factor. This means that Zeidenberg should 

have been aware of the license. Therefore, the court ruled that the license was valid and enforceable.191  

 

Would the decision be the same if Zeidenberg was only referred to a website with the terms and 

conditions of the license and if he was allowed to proceed with the installation? The answer is negative. 

This was ruled in Specht v. Netscape Communications Corporation192. The conflict revolved around the 

enforceability of an arbitration clause in a license agreement.193 In this case the licensor only referred to 

a website which contained the terms and conditions of the contract. Moreover, there was no obligation 

for the purchaser to accept explicitly those conditions before downloading the software. This led the 
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court to decide that the license agreement was not valid. However, uncertainty still remains as to the 

enforceability of those types of license agreement, used in the digital environment. 

 

Can one imply from ProCD v. Zeidenberg that contract law can pre-empt the rights granted by copyright 

law? The answer is negative. The compilation in ProCD v. Zeidenberg, was not even protected by 

copyright. The question of the hierarchy between contract law and copyright law was a main issue in 

SoftMan Products Company, LLC v. Adobe Systems, Inc.194 The court ruled against licensing as a 

technique to avoid the outcomes of the first sale doctrine. The defendant purchased a software product 

from Adobe.195 Afterwards he resold it. However, some restrictions on the further distribution of the 

software were present in the End User License Agreement (EULA) to which the buyer agreed. There are 

two main issues of importance in this case. First, the question was raised as to whether a copyright 

owner can restrict rights given to owners of copies by the statute. Adobe argued that the relationship 

between Adobe and a third-party was ruled by the terms of the license agreement, to the exclusion of 

the right given by the Copyright Act. However, the court disagreed and stated that:  

 

“This assertion was not accurate because copyright law in fact provided certain rights to owners of a 

particular copy. This grant of rights was independent from any purported grant of rights from Adobe. 

The Adobe license compelled third-parties to relinquish rights that the third-parties enjoyed under 

copyright law”196 

 

Second, the question rises as to whether the EULA should be qualified as a license or a sale. The court 

looked at the purpose and the history of those licenses. They are mostly used in order to stipulate 

certain restriction and to escape the first sale doctrine. However, it is not the name of the contract that 

is determinant, but the “economic realities of the exchange”.197 The court concluded that such shrink-

wrap licenses had to be re-qualified and considered as a sale. There are a few criteria which are relevant 

in the qualification: the purchase of a single copy for a single price, paid in once at the time of the 

transaction, the absence of a provision for renewal and the indefinite term of the contract. To conclude, 

the use of licenses is not necessarily an obstacle for the application of the first sale doctrine to digitally 

transmitted goods. Shrink-wrap licenses can be deemed unenforceable if downloading or installing is 
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possible without an acceptance of the terms of the license. Moreover, even if the title of the contract 

states that it is a license, it can still be considered as a sale, which brings about the transfer of ownership 

required for the application of exhaustion. 

 

53. However, a very recent case decided in 2010 by the Court of Appeals brought more legal uncertainty 

to the question as to whether a certain transfer should be categorized as a license or a sale. In Vernor v 

Autodesk198 the court on the appeal reduced the importance of the economic reality and ruled in favour 

of copyright holders. This case is here analysed in order to keep the paper up-to-date, even if it may 

actually complicate matters. Timothy Vernor purchased AutoCAD software from one of the direct 

customers of Autodesk, the copyright owner of the software.199 After that he resold it on eBay. Before 

applying the first sale doctrine one should first examine whether the transfer is a sale or a license. This is 

often the most decisive question in cases concerning exhaustion. It should be noted that the software 

was stored in a CD and that it was accompanied by a software license agreement (SLA), which had to be 

accepted before installing the software. In other words, this was shrink-wrap software. The clauses 

contained numerous restrictions on its use and defined the transfer as a license and not a sale. Once 

AuteDesk found out that Vernor had sold two copies of the software on eBay and intended to sell two 

more, they contacted eBay, which suspended the subscription of Vernor. Therefore, he started 

proceedings against AutoDesk, claiming that he is entitled to sell the software because there was a 

transfer of ownership and the first sale doctrine had to apply.200 The District Court ruled in favour of 

Vernor.201 The decision was based on a precedent, the Wise case202, in which the transferee was entitled 

to keep the copy of the work. The economic reality of the transfer implied a perpetual possession of the 

copy: the price was paid in once and AutoDesk did not require their customers to return their copies 

after a period of time. Therefore, Vernor was allowed to benefit from the application of the first sale 

doctrine. However, there were three more cases, subsequent to Wise, in which the same issue was 

decided with the opposite outcome and which served as a precedent, called the MAI trio of cases.203 
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Although the District Court found the MAI trio to be conflicting with Wise, on the appeal the court found 

a way to reconcile all those cases. The ruling is the most recent definition of a court of a licensee: 

 

“We hold today that a software user is a licensee rather than an owner of a copy where the copyright 

owner (1) specifies that the user is granted a license; (2) significantly restricts the user’s ability to 

transfer the software; and (3) imposes notable use restrictions”204 

 

Since those three elements of the definition were all present in this case, the ruling of the District Court 

was reversed. The previous customer, from whom Vernor purchased the software, was a licensee, and 

therefore Vernor was not the owner of this copy of AatoCAD. The facts that “Autodesk allowed its 

customers to possess their copies of the software indefinitely and did not require recurring license 

payments” were not dispositive.205 These were mere indications that the transfer might be regarded as a 

sale.   

 

What conclusions can we draw from this decision? First of all, the categorization of a transfer as a sale or 

a license is a very important issue on which there is no real consensus between the courts. This is not to 

the benefit of legal certainty. In order to bring more light into the issue of the rights to which copyright 

holders and consumers are entitled, a ruling of the Supreme Court would be helpful. Second, the courts 

in both cases did not consider the effects of their decision. They ruled on the basis of precedents. Some 

serious policy arguments against the decision of the Court of Appeals were presented by the American 

Library Association: no disconnect between the property holder and the purchaser, difficulties in tracing 

the chain of title to ensure that a first sale occurred, ignorance of the economic reality of the 

transactions.206 Concerns were raised, as well, that those licensing practices of the software industry 

could be used in other fields, such as the distribution of films, books and music, and that secondary 

markets would be impossible. However, if a change in the legislation is needed, it is the task of the 

Congress and not the courts to take the initiative and modify the application of the first sale doctrine. 

Even the Court of Appeals suggested that in its conclusion.207 A proper solution would be to bring the 

balance back more in favour of the consumers. The control of software companies over the further 

distribution of the copies of their product must be reduced. If not, then all the benefits of the first sale 
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doctrine, such as free circulation of goods, freer competition and property rights for consumers, would 

not be seized. Therefore, it is recommended that the Congress give a definition of a licensee, in which 

the main indicator for the sale/license question is not the restrictions of use or the title of the contract, 

but the economic reality of the transaction.  

 

54. From the discussion on Vernor v Autodesk the reader can grasp the importance of the qualification 

of the transaction for the application of the first sale doctrine. After all, if there is no transfer of title, 

then the distribution right will not be exhausted. In order to emphasize the significance of the 

qualification issue, the most recent case on the first sale doctrine in the US is analyzed below. The main 

question in UMG v Augusto208 was whether the distribution of promotional CDs constituted a transfer of 

title. Universal Music Group (UMG) sent CDs to music critics and radio disk jockeys with the purpose of 

advertisement.209 Augusto managed to obtain eight of those CDs and decided to sell them at an auction. 

UMG argued that, given the statement on each disc, “Promotional Use Only—Not for Sale”, and the 

circumstances of the distribution, the transaction had to be defined as a license and not a sale. 

Therefore the first sale defence was not applicable. Augusto claimed that the transaction granted 

ownership to the recipients, which allowed for exhaustion of the exclusive distribution right of UMG. 

The Court of Appeals started its analysis by stating that “notwithstanding its distinctive name, the 

doctrine applied not only when a copy was first sold, but when a copy was given away or title was 

otherwise transferred without the accouterments of a sale”.210 Therefore, the first sale doctrine is not 

triggered by a sale but by a broader concept – a transfer of title. Then, the court went on to examine the 

characteristics of the distribution. Since there were no prior arrangements made with the recipients and 

the CDs were unordered merchandise, the distribution could not be regarded as a license.211 This meant 

that Augusto, as a subsequent recipient, could dispose of the CDs as he saw fit. One can imply from the 

decision that the economical reality of the distribution – UMG had no intention of regaining possession 

of the CDs, no expectation that they would be returned and no intention to impose some recurring fees 

on the recipients - prevailed over the written statements that the CDs were licensed and further sale 

was forbidden.  
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However, how can this be reconciled with the case Vernor v Autodesk, decided just a few months before 

UMG v Augusto? It seems that using the word license and imposing some restriction is not sufficient in 

order to qualify a transaction as a license. There are two things which we learned from UMG v Augusto. 

First, without some form of acceptance by the recipient of the terms used by the copyright holder the 

transaction would not be defined as a license. Second, the economical reality remains an important 

factor in the examination of this issue. This ruling favours the interests of the consumers and mitigates 

to a certain extent the problems of the three-tier test set up in Vernor v Autodesk.  

 

55. What could be the consequences of this case for the application of the first-sale doctrine in the 

digital environment? Even if most digital files transfers are labelled as licenses by the copyright owners, 

they are more likely to be regarded as sales by a court which would examine the economical reality of 

the transaction. An online purchase of an MP3 or an e-book allows the consumer to retain possession of 

the file and to use it as much as he/she wants but prevents him/her from selling this file to a third party. 

To conclude, if the first sale doctrine ever becomes applicable to digitally transmitted goods, the 

practice of copyright holders of labelling their transactions as licenses is not likely to frustrate it. As the 

Electronic Frontier Foundations states in its blog, “this ruling is another nail in the coffin of "label 

licenses" that try to strip consumers of their privileges under copyright law.”212 

 

B. Pro-arguments 

 

B.1. Modern Interpretation of the Copyright Act 

 

56. The libraries are often proponents of the application of the first sale doctrine to digitally transmitted 

goods. The American Library Association213 drafted three arguments, which are summarized by 

Calaba.214 An argument is made for an interpretation of the statutes which is consistent with the 

emerging new technologies instead of a literal interpretation. First, the association states that the 

Copyright Act should receive a broad interpretation which will include the first sale doctrine for digitally 
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transmitted goods, even if they recognize the arguments against such an application.215 Technology will 

always evolve, and therefore a “formalistic application of the exclusive reproduction right must not 

prevent consumers from utilizing new technologies, and it must not prevent traditional user rights [such 

as the first sale doctrine] from being replicated in new technological environments.”216 This reasoning is 

based on the decision of the Supreme Court in Twentieth Century Music Corp. v. Aiken.217 The case dealt 

with the emergence of the radio broadcast and its impact on the performance rights of the copyright 

holders.218 The defendant, George Aiken, was the owner of a food shop where two copyrighted musical 

compositions were received on the radio. The holder of the copyright in the songs sued Aiken for 

infringement of their right to publicly perform the songs. Although radio broadcasting did not strictly fall 

under public performance, the Supreme Court adopted a modern interpretation of the Copyright Act 

and ruled in favour of the copyright holders. Its reasoning was derived from one of the first cases dealing 

with radio broadcasting, stating that: 

 

“…while the fact that the radio was not developed at the time the Copyright Act…was enacted may raise 

some question as to whether it properly comes within the purview of the statute, it is not, by that fact 

alone, excluded from the statute. In other words, the statute may be applied to new situations not 

anticipated by Congress, if, fairly construed, such situations come within its intent and meaning… While 

statutes should not be stretched to apply to new situations not fairly within their scope, they should not 

be so narrowly construed as to permit their evasion because of changing habits due to new inventions 

and discoveries."219  

 

Relying on a reasoning by analogy to the Aiken decision of the Supreme Court, one may argue that, even 

if the language of the Copyright Act does not seem to allow digital exhaustion, and because online 

transmission did not exist as a business model when the act was enacted, the courts must adopt an 

interpretation of the act which is consistent with the modern inventions.  

 

B.2. The Nature of the Object Does Not Trigger Exhaustion 
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57. Second, the fact that a digital object has been transferred should not affect the first sale principle. 

After all, the doctrine is more concerned with whether ownership or possession has been transferred 

than with the nature of the object of that transfer.220 Why should then the way of distribution of a 

commodity make any difference to the application of exhaustion? 

 

B.3. Detrimental to the Ultimate Goal of Copyright Law 

  

58. Third, the ultimate goal of copyright law is to ensure that more intellectual products are available to 

the public. Therefore one may argue that the interests of consumers are more important than those of 

copyright holders.221 A rejection of the application of the first sale principle to digitally distributed goods 

would lead to a restriction on the circulation of goods, and thus to less access to the public. As a 

consequence, the Copyright Act should be read in such a way as to take into account digital distribution 

of goods. However, one can question the validity of this last argument. After all, if the legislator fails to 

produce the right incentives for original works, then this will have a negative effect on the public. Few 

authors will still be willing to invest their time in the creation of a work, when this investment is not 

likely to be recouped. This will result in intellectual and cultural poverty.  

 

B.4. Analogy to Physical Distribution 

 

59. Fourth, proponents of the first sale doctrine argue that digital distribution is analogical to the 

physical distribution.222 That is why there is no reason as to why the benefits brought about by the 

exhaustion principle should not be applied in the digital environment. If one agrees that exhaustion 

contributes to creating the right balance in intra-brand competition and prohibits certain restrictions on 

trade in the physical world, then it is logical that the same positive impact should be extended to the 

digital world. Moreover, legislators would want to preserve the neutrality of both of those worlds 

towards the consumer. However, if the digital buyer is not allowed to dispose of a product in the same 

way as a traditional buyer, this neutrality will not be achieved. This provides us with another reason to 

apply digital exhaustion. 
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This reasoning would be correct if the differences between physical and digital distribution did not 

outweigh the similarities. It is true that both transactions are to be considered as sales with the consent 

of the copyright holder, in which a title of ownership is transferred to the final consumer. Nevertheless 

the differences are so significant that the analogy seems flawed. First, the ability of copies to compete 

with the goods of the copyright holder is far greater in the digital world than in the physical world.223 

This is mainly due to the fact that digital copies have the same quality as the original copy. An e-book 

purchased online and then transferred to subsequent consumers will retain its quality, while the same 

cannot be said with respect to physical books which degrade in time. Moreover, transport issues, which 

often pose problems for parallel traders, are not present in the event of digital transmission. As it was 

previously stated224, those factors distort the existing balance between copyright holders and parallel 

traders in the physical world, shifting it to the detriment of the former. Second, the analogy does not 

make sense in the event the consumer does not delete his/her file after the resale.225 It is general 

knowledge that most consumers retain a copy of their purchased MP3s after they have delivered them 

to all of their friends. Unlike the situation in the physical world, this leads to an infringement of the 

reproduction right of the copyright holder. This second argument can only be refuted by the proponents 

of the first sale doctrine by introducing a viable forward and delete system, in which a technological 

device would ensure deletion of the file after resale. However, such technology is still not available.226 

Therefore this fourth argument is not very compelling. 

 

B.5. Refutation of the Contra-arguments 

 

60. The recent paper of Perzanowski and Schultz refutes the second argument of Kupferschmid, based 

on the textual interpretation of section 109. According to them, the codification of the first sale doctrine 

should not prevent the evolution of this common law principle.227 One should not read too much in the 

words of the legislator and should allow an interpretation which is consistent with the new 

developments of the business. Therefore, courts must retain flexibility and decide on a case by case 

basis, taking into account the balance between the interests of the purchaser and those of the copyright 
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holders.228 Judges should pose the question whether the buyer has kept the original copy after the 

transfer to a third party. If the answer is negative, then exhaustion should apply. This approach seems 

correct in theory, but flawed in practice. It is very difficult to prove that the original buyer has disposed 

of the copy after the resale. The practical evidentiary implications would outweigh the benefits of the 

application of exhaustion to immaterial distribution, such as the existence of secondary markets, free 

circulation of goods and equal treatment of consumers of goods materially or immaterially distributed. 

That is why Perzanowski and Schultz suggest two improvements which are supposed to mitigate the 

procedural problem of evidence. The first one is a reversed burden of proof.229 The reseller would have 

to demonstrate that all copies were deleted after the resale. However, it seems that the difficulty of 

providing sufficient evidence remains unresolved in this proposal. Only the party who has to prove it is 

reversed. The second proposal is to consider the identity of the alleged copier.230 Is it a consumer of the 

product or is it a competitor? This would then serve only as an indicator for the courts of the intention 

of the alleged infringer. Those two improvements are designed to preserve the incentives to create in 

case exhaustion is applied to digitally transmitted goods.  

 

61. There are some authors who refute the Kupferschmid’s claim that the reproduction right of the 

author is infringed with each digital transmission.231 They suggest that we should distinguish between 

purchasing a copy via a download and its subsequent transmission to another device. The reproduction 

right will only be infringed in the second case. The first sale doctrine, however, applies directly after the 

purchase of a copy. What the buyer will do with the copy is not a concern for this principle. Once the 

goods, MP3s for example, are purchased, then the copyright holder should lose its right to control the 

distribution of this copy. However, it appears that this is an argument, which does not take into account 

the reality of digital distribution. It may be applicable if the owner of the copy makes the transmission 

by selling the device where the copy is stored or by deleting its own copy after the digital transmission 

to a friend, for example. Only in these two cases will the reproduction right of the author be respected. 

However, in reality this type of digital distribution is a small minority. In most cases, a new copy emerges 

and the original one remains untouched. Therefore, the idea of applying the first sale doctrine to 
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digitally transmitted goods would be detrimental to the reproduction right of authors, if no 

technological means exist which ensure that transmission does not result in making additional copies.232  

 

2. Applicability in the EU 
 

A. Case Law 

 

62. There is not a single judgement from the CJEU on the question of digital transmission and copyright 

exhaustion of the distribution right so far. The EU seems to have recognized the specific nature of this 

kind of dissemination, which renders the exhaustion principle inapplicable. The huge distortion of the 

balance between public access and the rights of the copyright holders cannot possibly be justified by any 

other objective, such as free movement of goods and services. When asked about his opinion on the 

subject, Professor Torremans of the University of Nottingham provided the following answer:  

 

“At one conference I tried to re-open this discussion about the applicability of the exhaustion principle 

in the digital era, which was a highly analysed issue after Coditel. However, the other scholars present 

there thought that there was no reason for discussion. According to most academics, exhaustion of 

copyright does not exist in digital dissemination.”233 

 

A.1. Free Movement vs. Specific Subject Matter 

 

63. Back in 1980 the CJEU considered already the impact of exhaustion on the specific subject matter of 

the right granted to the copyright holder in Coditel.234 The objective of free movement of goods could be 

restricted by the objective to give authors the possibility to receive a reward for their works. This case is 

relevant as it deals with unorthodox exploitation of the work.235 Before Coditel most cases on 

exhaustion of copyright were concerned with the distribution right. However, here the CJEU had to 

decide on the application of exhaustion to the right of communication to the public. Nowadays, this type 

of exploitation is very common. From this case one may make some conclusions related to online access 
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of databases, video on demand, music streaming, etc.236 What were the facts of the case?237 The French 

film Le Boucher was owned by a company called “Les Films la Boétie”. It gave an exclusive license to Ciné 

Vog to show the film in Belgium. However, there was a restriction in the contract, which did not exist for 

the German licensee. Ciné Vog could only exhibit the film on Belgian television 40 months after it has 

been shown on the cinema. When the film was first shown on the German television Coditel, a Belgian 

cable company, was able to pick up the signal and retransmit it on its cable network. According to Ciné 

Vog, this infringed its exclusive license. Since many viewers had already watched the German version, 

Ciné Vog suffered damage to its potential profit. Coditel argued that the exclusive right of the owner of 

the copyright, “Les Films la Boétie”, has been exhausted since the film has already been shown with its 

consent. First, the CJEU recognized that some problems may arise from the fact that in this case 

communication to the public could be separated from its tangible medium. 

 

“A cinematographic film belongs to the category of literary and artistic works made available to the 

public by performances which may be infinitely repeated. In this respect the problems involved in the 

observance of copyright in relation to the requirements of the treaty are not the same as those which 

arise in connection with literary and artistic works the placing of which at the disposal of the public is 

inseparable from the circulation of the material form of the works, as in the case of books or records”238 

 

Then, the CJEU started the examination of Article 56 TFEU, the prohibition on restrictions of the free 

movement of services. However, this provision will only limit the exercise of an intellectual property 

right, when the application of national legislation “constitutes a means of arbitrary discrimination or a 

disguised restriction on trade between member states”.239 This would be the case “if that application 

enabled parties to create artificial barriers to trade between member states”.240 The CJEU decided that 

having one license per member state did not fall into this situation. After all, “at that time all television 

services were organized on the national basis of legal broadcasting monopoly”.241 The CJEU ruled that: 

“the provisions of the treaty relating to the freedom to provide services did not preclude an assignee of 

the performing right in a cinematographic film in a member state from relying upon his right to prohibit 

the exhibition of that film in that state, without his authority, by means of cable diffusion if the film so 
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exhibited was picked up and transmitted after having been broadcast in another member state by a 

third party with the consent of the original owner of the right.”242 

 

The CJEU examined also the specific subject matter of the right to communicate to the public. It was 

ruled that without the right to prohibit the exhibition of the film on television, the copyright holder 

would not have been able to license its copyright to Ciné Vog.243 Therefore, this constitutes an essential 

part of the right to communicate which cannot be exhausted. The following question for the application 

of the exhaustion principle to digitally transmitted goods arises: does the right to prevent further 

distribution of the products form a part of the specific subject matter of the copyright? It is argued here 

that the answer should be affirmative. It has been already confirmed that digital transmission creates 

new copies.244 This infringes the reproduction right of the copyright holder and presents a blow to 

his/her potential reward. If no technological measures exist to ensure the deletion of the original copy 

after the dissemination, then the effects of allowing exhaustion would be disastrous. This would 

constitute a justifiable restriction on the free movement of goods and services in the internal market.  

 

64. If in Coditel the CJEU ruled that in some circumstances it was justifiable to restrict the free 

movement of goods or services in order to protect the specific subject matter of the intellectual 

property right, since Dior/Evora it has been recognized that internal market objectives may necessitate a 

very broad interpretation of exhaustion.245 It was decided that the reproduction right can also be 

exhausted. Although the case concerned trademarks, a similar reasoning can also be applied to 

copyright.246 Dior is a company engaged in the sale of luxurious perfumes.247 Evora, a retailer, obtained 

Dior products from another member state and was advertising them by means of leaflets, in which 

products of Dior were depicted. The exhaustion of the distribution right of Dior was not contested. 

However, Dior argued that the use of its products in the catalogues and brochures was an infringement 

of its reproduction right related to its trademark. The CJEU rejected Dior’s argument and ruled that “on 

a proper interpretation of Articles 30 and 36 of the Treaty, the proprietor of a trade mark or holder of 

copyright could not oppose their use by a reseller who habitually markets articles of the same kind, but 

not necessarily of the same quality, as the protected goods, in ways customary in the reseller's sector of 
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trade, for the purpose of bringing to the public's attention the further commercialization of those goods, 

unless it was established that, having regard to the specific circumstances of the case, the use of those 

goods for that purpose seriously damaged their reputation”.248 In other words, the reseller must be 

allowed to use Dior’s trademark in advertisement in order to fully benefit from the free circulation of 

goods. Exception is only made in case this usage of the intellectual property right is damaging to the 

image of the holder of the right.  

 

In Dior/Evora the CJEU was inclined to extend the exhaustion doctrine in order to achieve internal 

market objectives. Does that mean that it is likely that the Court broadens the scope of exhaustion once 

more by applying it to digitally transmitted goods? Probably not. First, the prohibition of restriction on 

the free movement is not absolute249 and the application of the first sale in the digital environment 

arouses serious concerns about the protection of the specific subject matter of the copyright. Second, a 

textual interpretation of the InfoSoc Directive leads to the same conclusion.250 

 

A.2. Recent Developments: Opinion of AG Kokott 

 

65. In a very recent and controversial opinion, AG Kokott expressed an interesting view on the interplay 

between intellectual property rights and the four fundamental freedoms enshrined in the TFEU.251 The 

joined cases C-403/08 and C-429/08, respectively Football Association Premier League v QC Leisure 

YouTube and Karen Murphy v Media Protection Services Ltd, were referred by the English High Court. 

They concerned actions taken by the Football Association Premier League (FAPL) to preserve its strategy 

of granting exclusive territorial licenses to broadcasters in different member states.252 The exclusive 

rights to broadcast Premier League football in the UK were held by BSkyB. Owners of pubs in the UK, 

however, purchased decoders and decoder cards imported from Greece, which allowed them to show 

live football matches by using the subscriptions offered by the FAPL licensed Greek broadcaster, NOVA. 

The FAPL used a system of price discrimination for its licenses. Due to the lower interest for Premier 

League Football games in Greece, the prices for a subscription there are substantially lower than those 

in the UK. The FAPL took legal actions to prevent the use of decoders imported from outside the UK in 
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the pubs in order to ensure that BSkyB can fully enjoy its exclusive license in the UK, worth around 1.78 

billion pounds.  Of all the questions referred by the English court and all the issues at stake in this case, 

only the interface between intellectual property and freedom of services and goods is discussed here.253 

The FAPL relied on its copyright related to broadcasting. However, the defendant claimed that if the 

FAPL were to be allowed to prevent the use of decoders imported from other member states, this would 

be incompatible with the provisions on free movement of goods and services.  

 

The opinion of the AG Kokott is very audacious in its ambition to further the internal market objectives 

of the EU. First, since the importation of the decoder cards from Greece into the UK was only a means to 

gain access in the UK to a programme broadcast from Greece, the applicable freedom in the case is the 

free movement of services and not of goods.254 Second, the AG established a “serious impairement of 

freedom to provide services”255, as the rights in question, the claim of the FAPL to cut access to certain 

television programmes in other member states, “not only render the exercise of freedom to provide 

services more difficult, but also have the effect of partitioning the internal market into quite separate 

national markets”256. Logically, the third step is to examine whether the restriction can be justified and it 

is here that the opinion becomes more peculiar. Intellectual property rights can constitute such a 

justification, but only insofar as those rights make up the specific subject matter of such property. 

Therefore, the question that has to be examined is whether the rights to satellite transmissions of 

football games would be substantially undermined if the rightholder is not allowed to partition the 

market.257 In the event the case concerned distribution of goods, the right of the copyright holder to 

control further distribution would be exhausted as he/she could receive a profit from the first sale of the 

good, which would ensure that the specific subject matter of the property right is not compromised. Can 

a similar reasoning be applied in a case concerning the provision of services? This is exactly what the AG 

suggested. One of the reasons why this has not been done earlier is because many services, such as 

those provided by hairdresser258, cannot be passed on. That is why, in the AG’s opinion, exhaustion 

would only apply to services that include goods which can be passed on, such as computer software, e-

books, films and musical files.259 Those are downloadable from the internet. In her last step, the AG 

stated that “a partitioning of the internal market for the reception of satellite broadcasts was not 
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necessary in order to protect the specific subject-matter of the rights to live football transmissions”260 

This was due to the fact that the commercial exploitation of the football games was achieved through 

charging for cards and the copyright holder received a reward from the first sale of such a decoding 

card. It is indeed true that those charges were lower than the charges imposed in the UK but “there is no 

specific right to charge different prices for a work in each Member State”.261 Quite to the contrary, “it 

forms part of the logic of the internal market that price differences between different member states 

should be offset by trade”.262  

 

65. The opinion of the AG on the Football Association Premier League case is further discussed with 

respect to three points: the consequences such a decision would have, the distinction between this case 

and Coditel and the importance of the opinion for digital exhaustion263. First, although the AG’s opinion 

is very idealistic regarding the preservation of the internal market, it may achieve the opposite results. 

Its ambition is to do away with the territoriality which exists in the EU with respect to the provision of 

copyrighted services. From this perspective, it seems logical to go against a territorial licensing strategy 

of copyright holders which has the effect of delimiting the market and restricting the freedom of 

services. However, is the decision not blind for its consequences? One has to imagine what the reaction 

of the FAPL would be if the CJEU follows the opinion of the AG. First, copyright holders, such as the 

FAPL, would most likely grant only one license in the country where the demand for their services is the 

highest, in order not to face competition from parallel importers of services from other member states 

where the fee is lower. It is also possible that broadcasters use technological protection measures to 

ensure that the broadcasting of each licensee is accessible only from his/her own member state, for 

example “by utilising different technologies for decoder cards in different countries”264. That is how the 

opinion of the AG may have the unintended effect of delimiting the market of broadcasting services in 

the EU even further. It is recommended that each decision anticipate the reactions of all the parties 

concerned. Therefore, in order to achieve its intended purpose, to eradicate territoriality in 

broadcasting services throughout the EU, the opinion of the AG must be combined with a strong law on 

compulsory licenses and a prohibition to use technological means with the intention to delimit the 

market. This is where competition law must contribute to internal market objectives. 
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Second, in its defence the FAPL referred to the Coditel case, as it concerned a similar conflict.265 In 

Coditel a Belgian undertaking, which had acquired the rights to show a German film on the Belgian 

television and cinema, wanted to prevent the retransmission of the film from the German television to 

the Belgian television. The CJEU found the actions of the Belgian undertaking compatible with the 

freedom to provide services, as its rights were not exhausted. According to AG Kokott, her opinion is not 

in conflict with Coditel due to a number of factual differences between the two cases. First, whereas the 

purpose of the Belgian broadcaster was to protect another exploitation of the work, namely the showing 

of the film in the cinema, FAPL’s intention was “to optimise exploitation of the same work within the 

different market segments”266. Perhaps the retransmission could have been allowed had it occurred 

after the showing of the film in the cinema. Second, the protection of territorial licensing strategies in 

Coditel was justified due to the specific conditions existing on the television market in the 1970s: 

national monopolies in television showings presented a more practical approach back in those days.267 

Third, while pub owners were charged for the services in the FAPL case, albeit in Greek rates, the TV 

viewers in Belgium were able to enjoy the German film for free.268 This means that the rightholders in 

Coditel did not have the opportunity to receive an initial reward from the first sale of the service. Even 

though the opinion of the AG does not clarify which of those three distinctions lead to the different 

result in the two cases, it seems that the third one had a more significant role than the other two. After 

all, the specific subject matter of the right can only be preserved if the rightholder is remunerated at 

least from the first sale.  It remains to be seen whether the CJEU will follow this opinion. 

 

B. InfoSoc Directive 

 

66. The application of exhaustion in the digital environment has been rejected not only on the basis of 

the potential effects on the profits of copyright holders, but also on purely legal basis. The InfoSoc 

Directive was adopted in order to resolve the problems caused by digital technologies.269 The provisions 

of the directive are silent on the topic of exhaustion to digitally transmitted goods. However, one can 

argue that the EU has made a conscious choice not to apply the doctrine. This argument is based on two 
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recitals from the directive. First, Recital 28 states the following: ”copyright protection under this 

Directive includes the exclusive right to control distribution of the work incorporated in a tangible 

article”.270 It clarifies that the distribution right in the InfoSoc Directive applies only to goods in a 

tangible form.  

 

B.1. Recital 29: Rejection of Digital Exhaustion 

 

67. The question arises as to whether the distribution right would apply to works which have been 

transmitted or obtained in a digital way, but are afterwards stored in a tangible medium. For instance, 

one can purchase MP3s on iTunes, what constitutes an online distribution, and then burn them on CDs, 

which are tangible articles. After that he/she may decide to sell the CDs. In this case the copyright holder 

will be able to prevent the sale of the CDs. Recital 29 is the legal base for this answer: 

 

“The question of exhaustion does not arise in the case of services and online 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. Therefore, the same applies to rental and lending of the 

original and copies of works or other subject-matter which are services by nature. 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 authorization where the copyright or related 

right so provides.”271 

 

Can the buyer burn a CD with his/her MP3s, purchased form iTunes, and then sell the CD? According to 

the second sentence of Recital 29272, the answer should be negative if the sale of MP3s by iTunes is 

regarded as an online service. The decisive question is therefore whether a sale of music, a streaming, 

an online demand of films, etc should be considered to be services. If yes, then exhaustion will not 

apply. If not, the situation is uncertain. However, the majority of academics argue that the use of the 

word “object” instead of “copy” in Article 4(2), stipulating the exhaustion of the distribution right, 
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implies that this principle would only apply to tangible goods.273 This interpretation leads to the least 

distortion of the balance between the interests of copyright holders and consumers.274  

 

68. Most importantly, Recital 29 seems to cut off the possibility of a discussion regarding digital 

exhaustion for online services. When it is read together with Article 4(2) InfoSoc, it appears that 

European exhaustion is only physical and not digital.275 For example, if iTunes makes MP3s available to 

the public for purchase, then the buyer cannot open a website and communicate those MP3s to the 

public. This idea was confirmed in the Follow-Up to the Copyright Green Paper, which states that “as 

regards exceptions, a large consensus exists that no exhaustion of rights occurs in respect of works and 

other subject matter exploited on-line, as this qualifies as a service”.276  

 

69. This clearly states that all online transmissions, sales and access to websites, are exempted from 

exhaustion. But does it mean that the objective of integrating the markets is not pursued by the 

directive? After all, exhaustion is necessary in order to ensure the establishment of an internal market. 

This was clearly stated in Deutsche Grammophon.277 Some academics, such as Guiseppe Mazziotti,278 

argue that the InfoSoc Directive has failed to achieve the objective of integration of markets in the field 

of information technology. If we consider the two before mentioned recitals, then this Directive is more 

concerned with ensuring the functioning of the internal market with respect to tangible goods than with 

respect to online services. Is this not peculiar, since it relates to the Information Society? It seems that 

the directive is ultra vires279. It is based on article 114 TFEU. Therefore, its main objective should be to 

ensure the functioning of the internal market. However, taking into account the discretion left to the 

member states regarding the exceptions of copyright and the omission of harmonization of rules 

regarding exhaustion of the distribution right, the directive does not strengthen the internal market in 

the field of information society.  

 

Notwithstanding the legal base of the directive, the rejection of digital exhaustion must be welcomed as 

the most suitable approach. Copyright holders should be able to block the further making available of a 
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work obtained online. The silence of the directive on the distribution right of digitally transmitted goods 

leads to some legal uncertainty, but it is likely that most intangible copyrighted goods are protected as 

“services”.280 Even if this classification may seem questionable from a legalistic point of view, the EU was 

aware of the modification of the rationale for exhaustion in the emergence of digital distribution. Recital 

29 was included in order to protect the possibility of remuneration for copyright holders, which can be 

easily reduced in the digital environment. 

 

B.2. Proposals to Extend Exhaustion to Digital Distribution 

 

70. One can argue that the definition of online sales as services is artificial. In a very recent opinion of 

AG Kokott in the FAPL case she confirmed that it would be arbitrary to delimit the freedom to provide 

services and the free movement of goods in such a strict way, since the distribution of certain digital 

contents, such as e-books, music files and films, is very similar to the distribution of physical goods. 281 In 

both cases the goods can be passed on to other people. Legally however, online distribution does not 

lead to exhaustion, as stated in Recital 29. According to the AG, the non-application of exhaustion to 

goods transmitted online would lead to more delimitation of the different markets of the member 

states.282 However, one must realize that even if digital exhaustion is allowed, it is likely that the markets 

remain partitioned due to the digital rights management283 of most online products, which make some 

goods suitable for use only in one member state.  

 

What lessons for the application of immaterial exhaustion can be extended from this opinion of the AG? 

Reasoning by analogy to the opinion, one may suggest that just as exhaustion can be extended to 

services when it does not undermine the specific subject matter of the property right284, it can also be 

extended to online services. This would also require an amendment of the InfoSoc Directive, and more 

specifically of Recital 29, which states that exhaustion does not apply to online sales. It may appear that 

such a system where a court would have to examine whether the specific subject matter has been 

compromised in order decide upon the issue of digital exhaustion, would legally prove to be the most 
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correct one. Digital sales and material sales would be equally treated as far as exhaustion is concerned. 

However, this approach would be very impractical in reality. It would increase significantly the number 

of cases brought before the different courts. Moreover, the judges would have to reach a decision based 

on complex economical studies. The key question in most cases concerning digital sales would be 

whether the sales of the copyright holder are significantly impaired by the exhaustion of his/her rights. 

However, considering the specificities of digital distribution285 and the danger of piracy, the verdict in 

almost all cases would be against digital exhaustion. Based on those predictions of a system which 

recognizes immaterial exhaustion, one may conclude that the more rigid approach adopted by the EU, 

not allowing exhaustion for online services, can be greeted with cheers, as it is more practical and it 

increases legal certainty.  

 

Other authors seek to find the right legal arguments which will justify the application of exhaustion to 

digitally transmitted goods.286 First, Krol and Mencl argue that the term “object” was not used to imply 

that the goods should necessarily be tangible, but simply as a shorter version of the words “original or 

copy of a work”.287 Second, they criticize the assumption that intangible goods are services.288 A service 

is perishable, inseparable and simultaneous, whereas intangible goods do not possess these qualities. A 

comparison is drawn between a downloaded song, which is an intangible good, and an internet on-

demand juke box, which is a service. According to Krol and Mencl, if an online service does lead to the 

possession of a copy, then exhaustion should be applied.289 Those are good legal arguments, which, 

however, fail to consider the effects of the application of this principle. It is indeed true that one should 

not discriminate between a buyer of a CD and an online buyer of MP3s. Why would the former be able 

to resale its CD and the latter be forbidden from that action? If one considers only this side of the 

argument, then we should agree with the application of exhaustion to digitally transmitted goods. 

However, Krol and Mencl fail to demonstrate the potential effects of their claim on the sales of 

copyright holders. Since no-one can guarantee the deletion of those MP3s after their sale, then the 

majority of the academics are right to interpret the InfoSoc Directive as rejecting exhaustion in the 

digital environment. 
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C. Computer Programs Directive and Database Directive 

 

71. As far as software is concerned, the language of the Computer Programs Directive290 appears to be 

more open to digital exhaustion. The wording and structure of this directive is followed by the Database 

Directive, so that an analogical reasoning applies to the latter.291 First, whereas the Infosoc Directive 

excludes immaterial dissemination from its scope of application in the above mentioned Recital 28, no 

such provision is to be found in the Computer Programs Directive. This latter directive remains silent on 

this issue. It would be far-fetched to argue that, since the directive does not specify what is included 

under the concept “distribution”, digital distribution should remain outside its scope of application. 

Second, regarding the question of digital exhaustion, Recital 29 of the InfoSoc Directive seems to define 

online distribution as a service to which no exhaustion applies, while again a similar provision does not 

exist in the Preamble to the Computer Programs Directive. According to some authors, such as Krol and 

Mencl, the combination of those two arguments should lead to the application of exhaustion to digital 

distribution of software.292 It is true that the wording of the directive appears to not exclude digital 

exhaustion.  

 

However, is such a doctrine desirable in the digital environment? Software development requires huge 

investments, often much more than the time and money invested in music and films. Taking into 

account the high probability of new software owners keeping their copy of the program after its resale, 

and therefore infringing the reproduction right of the copyright holders, a digital exhaustion doctrine 

would turn out to be a huge blow to their profits. Furthermore, the European Commission clarified the 

issue in its report on the implementation of this directive, stating that exhaustion “only applied to the 

sale of copies i.e. goods, whereas supply through online services did not entail exhaustion”.293 Based on 

those arguments, it is recommended that issue of digital exhaustion in the Computer Programs Directive 

be not more broadly interpreted than in the Infosoc Directive. 
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3. Comparison EU/US 
 

A. Similarity: Digital Exhaustion is Rejected on Both Sides of the Atlantic 

 

72. Before one considers the issue of exhaustion of the immaterial distribution right, one should first 

examine the existence of such a right. Is the distribution right only relevant in the context of tangible 

goods? Can we simply extrapolate the current rules to digitally transmitted goods? The EU and the USA 

have a different approach related to this question. As previously stated, the distribution right in the EU 

applies only to works built into a material property.294 The EU decided to cover the digital form of 

transmission under the making available right. Article 3(3) InfoSoc states that this right is not subject to 

exhaustion. This is, however, peculiar since normally only the distribution right is subject to the first sale 

principle. As a conclusion, an immaterial distribution right is not recognized in the EU. Article 6 WCT295 

recognizes the making available right. However, the USA is the only country that chose to implement 

this not as a separate right, but by incorporating it into the distribution right to which exhaustion 

applies.296 That is why, contrary to the situation in the EU, where the discussion has been practically shut 

down, the debates in the USA on digital exhaustion are still ongoing.  

 

Some academics argue that the distribution right should be extended to include immaterial 

distribution.297 There are good arguments for this suggestion. After all, there is no logical reason why a 

copyright holder would not be granted this right. The mere method of distribution, material or 

immaterial, should not change the position of the intellectual property owners. Moreover, protection is 

even more necessary when subsequent transfers can lead to multiple copies of the work. However, the 

term “copy” is defined as a material object in the U.S. Copyright Act298, and section 106(3) of the act 

grants the right to “distribute copies”. Furthermore, the same interpretation to this term is given in 

Article 6 and 7 of the WIPO Copyright Treaty.299 Therefore, a textual interpretation would lead to the 

rejection of an immaterial distribution right. It is advisable that the negative effects of a rejection of such 

a right for copyright holders be not be disregarded. It is essential that the term “copy” reflect the 

current stage of digitization and that it include intangible forms. However, this is recommended only if 
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the term is used in the context of the distribution right. In provisions concerning its exhaustion it may be 

wiser to restrict the term “copy” to tangible objects, so that the first sale doctrine would not apply to 

digitally transmitted goods. If the legislator does not intervene, then the current provisions can be given 

an interpretation consistent with the contemporary needs of copyright law.  

 

As a consequence of this initial different approach, the discussions in the USA and the EU differ 

significantly. The main issue for debate between the academics in the USA is whether the immaterial 

distribution right, if it exists, should be exhausted. The majority of the literature pleads for the rejection 

of digital exhaustion.300 By contrast, in Europe the decisive question for the potential application of 

exhaustion is whether an online sale can be qualified as a provision of services. The EU seems to rely on 

a broad definition of the term “service” in order to deal with the issue of online transmissions.301 

Although the first ruling of the CJEU concerning online transmission is still to come in the future, the 

language of the European Directives and the opinions expressed by the European Commission302 give 

the strong impression that the EU considers online sales as the provision of services.303 Therefore, one 

can conclude that, if there is at least one similarity between the EU and the USA on the issue of 

exhaustion in the digital environment, it is the refusal to allow digital exhaustion. 

 

B. Difference: US Is More Inclined to Apply Digital Exhaustion in the Future than the EU  

 

73. The approach adopted by the United States seems to be more open for allowing digital exhaustion. 

According to some authors, the US applies a “limited digital sales doctrine”.304 There is a consensus that 

the digital buyer must not be permitted to keep the copy of the product after a resale, since this would 

infringe the reproduction right of the copyright holder. However, in the event the copy is deleted after 

the resale, there is no reason to not exhaust the distribution right. Both the proponents of digital 

exhaustion and the copyright community agreed on this issue.305 Therefore, the decisive question for 

the courts would be to determine whether the older copy has been destroyed after the subsequent sale. 

Such an interpretation would give the two types of consumers, online and offline, more equal rights and 
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would mitigate problems concerned with free circulation of goods and free competition in the digital 

environment. By contrast, the EU seems to oppose this view of limited application of digital exhaustion. 

Since online distribution, regardless whether it is in the form of offering access to a website or the sale 

of a product, is regarded as a service to which exhaustion does not apply. The approach of the EU 

appears to be more protective of copyright holders. The Coditel case306 has been invoked in order to 

justify this broad interpretation of services.307 The making available to the public for infinite times would 

be analogous to broadcasting and to online distribution. That is why exhaustion would not be applicable.  

 

However, this argument has been heavily criticized. Some forms of online delivery, such as providing an 

online database via a website, may be similar to making available to the public. Nonetheless, a situation 

where the online seller grants his/her explicit permission to the buyer for the purchase of the product, 

cannot reasonable be considered as a service.308 Why would the European legislator grant more rights to 

the offline consumer than to the online consumer? Since immaterial delivery provides many advantages, 

there is no reason to put off consumers from making use of digital distribution. Should the EU not adopt 

the American limited application of digital exhaustion? It is recommended that this question be 

answered in a negative way. The EU is rightfully concerned with questions of evidence. How would one 

prove that the copies have been deleted immediately after the resale? This may turn out to be an 

almost impossible task for courts. Moreover, even in the United States this limited digital exhaustion is 

only found in the literature, but not in legislation or in the case law. Such an approach would lead to 

much legal uncertainty, the costs of which would outweigh the benefits of digital exhaustion. 

 

4. Assessment of the Rules in View of the Current State of Digitization: 

Choosing the Lesser of Two Evils 
 

74. On the basis of the conducted research, it can be concluded that the rules regarding exhaustion of 

digitally transmitted goods are similar in the EU and the USA. Two main options were available: 

application or non-application of the principle. It seems that the latter is the preferred choice of the EU 

and the USA. Therefore, for the purposes of the assessment, it is referred to as the current rule.  

 

                                                           
306

 Supra note 234. 
307

 T. Tjin, supra note 275, 208. 
308

 Ibid. 



72 
 

Is non-application a suitable solution to the problem of online transmission? The answer to this question 

depends on the ambitions of the legislator. If the ultimate objective is to retain the balance between the 

interest of copyright holders and consumers, created by exhaustion in its traditional application, then 

the answer should be negative. Non-application leads to fewer rights being given to consumers which 

purchase online transmitted goods, a restriction on the free circulation of digitally transmitted 

copyrighted goods and less affordability of digital goods. Therefore, it is not a perfect solution. However, 

it is argued in this paper that such a perfect solution currently does not exist. The other alternative, 

application of exhaustion in the digital environment, would lead to a serious distortion of the possibility 

of authors to receive a reward for their works. This is an unacceptable situation, since it will affect 

negatively innovation. The benefits of expanding the first sale doctrine to the digital realm do not 

outweigh the likelihood of increased harm.309 For this reason non-application must be accepted as the 

most suitable current solution. A functional approach, based on the effects created by each solution, is 

preferred to a strict textual approach in the examination of both alternatives.  

 

A. Negative Consequences of the Non-application of Digital Exhaustion 

 

A.1. Discrimination of Online Consumers 

 

75. The current rules change the balance between copyright holders and online consumers to the 

detriment of the latter. This is illustrated with an example. Software can be sold in tangible carriers, CDs, 

or it can also be purchased via a download. The choice between the two options will affect the rights 

obtained by the user. There is discrimination between the two types of consumers, if exhaustion does 

not apply to online transmissions. The one who downloads the software obtains a right which is less 

than ownership. After all, one of the features of ownership is the possibility to dispose of the good as 

the buyer wishes. That should include the right to sell the product. Therefore, the lack of exhaustion 

leads to this situation, where there is no disconnect of the work from the author. This gives the 

copyright holder the right to control further distribution of the product. Moreover, the buyer of a CD 

with software is able to recoup some of his/her expenses for the purchase by selling it on the secondary 

market, whereas a secondary market does not exist in the digital world.  Therefore, the equation of the 

initial balance regarding material distribution has changed in favour of the innovators.  
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Nevertheless, this argument put by some academics fails to present the potential effects of the 

alternative, which is the application of exhaustion. How are copyright holders going to react in this 

situation? It is likely that they will resort to other methods of distribution than online transmission in 

order to escape exhaustion. One possible response would be to limit all their business to the provision 

of services.310 This will deprive consumers of the benefits of having an own copy, such as access off-line. 

Moreover, since the provision of services does not transfer ownership, the user would not have more 

rights than in a situation of non-application of exhaustion. Another potential reaction would be to rely 

solely on material distribution. In this situation all the advantages of digitization for the consumer, such 

as easy and fast transmission without additional costs for transport, would be lost. To conclude, the 

outcome of both alternatives is detrimental to the digital end users. Copyright holders seem to be able 

to control the online distribution of their works, regardless of the choice of the legislator.311 Digital 

consumers appear to be doomed, unless technology provides a method to imitate tangible distribution, 

when transmitting works online.312 

 

A.2. Less Affordability of Digital Goods 

 

76. The non-application of exhaustion deprives the consumers of a secondary market, and leads 

therefore to problems concerning competition law. This places copyright holders of digitally transmitted 

goods again in a more comfortable position, as all potential purchasers have to buy new copies instead 

of having the opportunity to buy old, cheaper copies. Intra-brand competition is reduced. As a result, 

one can assume that copyright holders of products distributed online have fewer constraints when 

deciding upon the price of a product. Ultimately, this would have a negative effect on the affordability of 

digital copyrighted goods to consumers. 

 

This is, however, only partially true. Copyright holders will be constrained in choosing the price of a 

product by the existing competition with material copies. As long as there are books, which are offered 

digitally and materially, or software, which can be purchased by a download and by ordering a tangible 

CD copy, copyright owners of digitally distributed products will refrain from increasing the price of their 

                                                           
310

 T. Targosz, supra note 51, 347. 
311

 This conclusion is concerned only with legitimate purchases and does not take into account the problem of piracy. 
312

 See Chapter VI.1; See also some other proposals which may strengthen the position of online consumers infra 79-80. 



74 
 

products significantly. If they do, they will be punished by the consumers who will choose the material 

copy, which retains some of its market value after the purchase, over the digitally transmitted one. 

Nevertheless, this would not be possible if a product does not exist in a physical form. Considering the 

advantages of online distribution to copyright holders and manufacturers, such as the lack of 

reproduction costs, and the ease of storing and marketing the products to the whole world without a 

storage facility or employees, it is likely that physical distribution vanishes for some products in the 

future. 

 

A.3. Free Circulation of Goods and Services 

 

77. Non-exhaustion of copyright would prevent the free circulation of goods in the physical world. Is this 

statement also true with respect to the digital world? As previously explained, one of the most 

important functions of the first sale doctrine is to ensure free movement of goods – the marketability 

theory.313 If the copyright holder is allowed to prevent the subsequent sale of a good transmitted 

digitally, then this would normally lead to a restriction on trade in online goods and services  

 

The strategic decision of iTunes to charge British consumers 20% more for online songs than other 

European consumers was an example of how private undertakings may re-erect national borders in the 

EU. In 2004, angry consumers launched a complaint against the online music provider to the UK Office 

for Fair Trade (OFT).314 The practices of iTunes were based on the willingness of British consumers to pay 

for music. According to the OFT, the price discrimination went “against the principles of the single 

market”.315 If the same situation occurs in the physical world, a parallel importer will take the 

opportunity to make a benefit from the price differential. However, since exhaustion does not apply in 

the digital world, such a scenario is impossible. That is why the European Commission was called to stop 

the fragmentation of the markets. The formal investigation was brought to an end when iTunes 

announced in 2008 its decision to equalize the prices of online songs in the EU. The Competition 

Commissioner Neelie Kroes welcomed this decision and stated that “… the Commission was very much 
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in favour of solutions which allowed consumers to benefit from a truly Single Market for music 

downloads."316  

 

Price discrimination and the refusal to grant access to consumers from a certain member state are 

strategies which affect badly the integration of the European markets, and ultimately consumers. The 

abovementioned practice by iTunes is not the only example of online fragmentation. In 2008 the web 

payment processing service PayPal and the online services of iTunes store were both available only in 

some member states of the EU.317 Consumers in most of the new member states were not granted 

access to those websites. The explanation for this lies above all in the territoriality of copyright. In order 

to provide services to the whole European Union, service providers must obtain the rights for each of 

the twenty-seven member states.318 This can be burdensome and expensive. The abovementioned 

practices go against the objectives of the internal market to increase the affordability and the availability 

of goods to the European consumer. One possible solution is a pan-European online license, which 

would allow a collecting society chosen by the author of the work to grant one license valid in all 

member states.319 Even though this was proposed by the European Commission in 2005 in order to 

promote the provision of online services320, the proposal is not yet converted into legislation. It is argued 

in this paper that the application of digital exhaustion will have a detrimental effect on the incentive of 

authors to create. Therefore this option must be rejected. Instead, the European-wide license appears 

to be a good idea to deal with the internal market concerns. In the event price discrimination and 

refusals to grant access to services in all member states of the EU still exist, the Commission must use its 

investigative powers to examine whether the fragmentation of the market is justified on a case by case 

basis. Even if it is not clear which factors may justify obstacles to the free movement of services erected 

by private undertakings321, it seems logical that a practice solely aimed at maximizing the profits of a 

company would not fall under this category. Discriminating on basis of nationality is also prohibited by 

                                                           
316

 European Commission, “Antitrust: European Commission welcomes Apple’s announcement to equalise prices for music 
downloads from iTunes in Europe”, Press Release IP/08/22 of 9 January 2008, 
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/08/22&format=HTML&aged=0&language=EN&guiLanguage=en 
(last visited May 29, 2011). 
317

 For more examples on refusals of access to services see N. Helberg, “Access denied: How some e-commerce businesses re-
errect national borders for online consumers, and what European law has to say about this”, European Journal of Consumer 
Law 2007/2008, Vol. 4, 476-477. 
318

 Ibid, 480-483. 
319

 See Association of Independent Music Publishers, 2011, 
http://www.aimp.org/copyrightCorner/4/Pan_European_Online_Licensing (last visited May 29, 2011). 
320

 Commission Recommendation of 18 May 2005 on collective cross-border management of copyright and related rights for 
legitimate online music services, OJ  L 276/54 of 21 October 2005. 
321

 N. Helberg, supra note 317, 496. 

http://europa.eu/rapid/pressReleasesAction.do?reference=IP/08/22&format=HTML&aged=0&language=EN&guiLanguage=en
http://www.aimp.org/copyrightCorner/4/Pan_European_Online_Licensing


76 
 

Article 20 of the Services Directive.322 Derogations are only allowed if they are justified by objective 

criteria. From the few examples given in Recital 95323 it seems that a practice, such as the 

abovementioned price discrimination by iTunes, would not be a justifiable exception, as the higher 

prices charged on the UK market were driven by the inclination of British consumers to buy music, and 

were not due to any additional costs or other obstacles in the British market. In the absence of 

exhaustion in the digital environment this provision can be relied on in order to prevent private 

undertakings from resurrecting national borders. It is also advisable that the strategic behaviour of 

online service providers be closely monitored by the Commission. 

 

Nevertheless, certain differences between the distribution in the digital and the physical world would 

naturally alleviate this problem. First, the optimal distribution advantage brought about by exhaustion 

of tangible copies does not apply to intangible ones. Books, for example, are produced in limited 

numbers, while e-books are offered in unlimited numbers. Therefore, an aftermarket for books would 

cut some of the production costs and would serve environmental issues, since the same copy would be 

used by a few readers. The same idea cannot be extrapolated to the digital world where production 

costs are zero. Second, free circulation of second-hand copyrighted works means easier access to those 

works.  However, if copyright holders are faced with pure price competition because of the specificities 

of digital distribution, it is very likely that they will abandon the online business model and will rely 

solely on material distribution. Therefore, even if free circulation increases the availability of cultural 

assets in the physical world, it may produce the opposite outcome in the digital world. Thirdly, free 

circulation of goods is essential for the integration of a regional single market, such as the market of the 

EU. Tangible goods are often sold in a limited number of member states and for a different price. The 

principle of exhaustion prevents copyright holders from partitioning the market of a single member 

state from the market of the other member states. By contrast, digitally transmitted goods are almost 

always offered to all member states, and even to the whole world324, at the same price.325 As the right of 

copyright holders to control subsequent sale of goods will only divide the internal market if it is 
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accompanied by price differences of the good between the different member states or the refusal of 

access to online services in a certain member state, this broader availability of copyrighted works on the 

internet to all consumers in the EU lessens the problems related to the integration of the European 

online market. 

 

That is why the artificial distinction made by the EU between services and goods with respect to digital 

transmission is applauded by Wiebe. He states that “the European legislator realized from the beginning 

that the rationale of the exhaustion principle, to secure the marketability of goods, is not valid in the 

online context any more”.326 One can conclude that the positive effects of free circulation of goods, as 

they exist in the physical world, play no, or an insignificant, role in the digital world. The main problems 

of the current state of non-exhaustion are therefore the absence of a secondary market and the 

discrimination between online and offline consumers. Although those two drawbacks are not trivial, the 

current legal system should be preferred to the alternative. This reasoning seems to be in line with the 

opinion expressed by Dr. Peter Ganea: 

 

“...online exhaustion would raise insecurity and therefore run counter the basic intention behind 

exhaustion rules, which is to safeguard smooth market transactions. Copyright exhaustion should 

therefore remain limited to the non-virtual world, even if it may sooner or later become obsolete, as 

protected contents are increasingly traded via the internet.”327 

 

B. The Potential Application of Digital Exhaustion: Detrimental to the Incentives to Create 

 

78. The application of digital exhaustion would harm the interests of the copyright holders so 

significantly, that this option should be avoided at almost any cost. Copyright law has two main 

objectives - to ensure that copyright holders have incentives to create and to make those works 

available to the consumers. This is achieved by granting exclusive rights to copyright holders, which 

provide for the possibility to reward the investments. A significant decrease in the prospects of being 

remunerated may be detrimental to the incentives to create. This would lead to cultural 

impoverishment in the world. Although the first sale doctrine deprives copyright holders of the right to 
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control subsequent distribution, this principle does not significantly damage their stimuli to create in the 

physical world. After all, they are remunerated for the first sale of a copy marketed with their consent. 

The digital world, however, distorts this balance. Copyright holders will not be able to deal with a system 

of pure price competition, in which second-hand copies of the work possess the same level of quality as 

new ones.328 Moreover, one can neither trust the owner of a digital copy that he/she will delete the 

copy after the resale nor enforce a “forward and delete” system by technological means.329 With both 

alternatives creating some negative effects, it appears that legislators in the EU and the US have 

successfully chosen the lesser of the two evils.  

 

C. Mitigation of the Problems Caused By the Non-application of Digital Exhaustion 

 

79. Instead of discussing whether digital distribution should be exhausted, it is more advisable that 

authors and legislators try to find a way to mitigate the two main problems related to the lack of 

exhaustion in the digital world. The discriminatory treatment of digital consumers may be compensated 

to a certain extent by lower prices. If a traditional consumer receives more rights than a digital 

consumer for the same good, then it is logical that online transmission will be punished by the market. 

However, this is not that simple. Digital distribution possesses some inherent advantages over material 

distribution, such as immediate reception of the good without distribution costs and without the 

necessity to go to the shop where the good is marketed. It appears that the advantages and 

disadvantages of digital distribution compensate each other, so that a consumer would most probably 

be eager to pay the same price for an online purchase even if he/she does not obtain ownership of the 

goods. This means that the benefits of digitization are not spread equally in the society, but are reaped 

almost exclusively by copyright holders. 

 

How can this problem be overcome? Introducing a system of direct price regulation would be too 

difficult to implement and too restrictive of economic freedom. A better suggestion, a system of higher 

taxation for profits made by online transmission of goods, for example, would restore some of the 

existing balance in the physical world and would bring some of the benefits back to society. However, 

even if this idea brings some of the benefits back to the society, it will not decrease the prices of digital 

goods.  
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80. If the European Commission wants to promote a highly developed information society in the EU, it 

must ensure that copyright holders do not set excessive prices on their online products, so that they 

remain affordable for the end-consumers. A stronger competition law on exploitative abuses330 may 

achieve this goal to a certain extent. Exploitative abuse is an illegitimate use by an undertaking of its 

dominant position on the relevant market which can directly harm consumers. By contrast, exclusionary 

abuses are aimed at foreclosing competitors, and affect consumers only indirectly. Due to the absence 

of a secondary market in the digital environment, the competition in the market would be reduced 

which would grant more power to copyright holders. There is a danger that excessive profits would be 

made. That is why strong laws on excessive pricing are necessary to prevent allocative and productive 

inefficiencies.331 The majority of the case law of the CJEU is, however, concerned with exclusionary 

abuses. Excessive pricing seems to be of low priority to the competition authorities.332 However, in order 

to increase consumer wealth, more application of this set of rules is advisable for the online distribution 

sector. 

 

One of the reasons for the reluctance of the EU competition authorities to apply the laws on excessive 

pricing is the difficult task of determining what a fair price is. In United Brands the CJEU adopted a two-

pronged test: 

 

“The questions therefore to be determined are whether the difference between the costs actually 

incurred and the price actually charged is excessive, and, if the answer to this question is in the 

affirmative, whether a price has been imposed which is either unfair in itself or when compared to 

competing products.”333 
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If one conducts a research on the prices of two identical contents in a physical and in a digital form, one 

would conclude that digitally distributed goods are not always cheaper.334 This is peculiar, given the fact 

that physical distribution often involves more costs. Therefore, excessive pricing should be easier to 

establish with respect to goods transmitted online than with respect to goods distributed materially. If a 

tangible book, for example, costs the same price as an e-book, it is more likely that the undertaking 

selling e-books is making excessive profits, as it has zero production and zero storage costs. The price of 

the identical or a similar product in the physical world would therefore be an appropriate benchmark. 

Moreover, in order to have a control on the prices of these products, it is recommended that 

undertakings, which offer goods via online transmission and are in a dominant position, be monitored 

more strictly by the competition authorities. This is how copyright holders may be prevented from 

reaping all the benefits of digitization. To conclude, a stricter competition policy may contribute to 

alleviating some of the problems triggered by the lack of exhaustion in the digital world.  

 

Nevertheless, a few remarks must be made with respect to this proposal. First, Article 102 TFEU can only 

be applied when an undertaking is in a dominant position.335 This dominant position must be also 

abused. The same applies for US antitrust law. In the words of Justice Scalia in Verizon Communications: 

“the mere possession of monopoly power, and the concomitant charging of monopoly, prices, is not 

only not unlawful”, but “it is (also) an important element of the free-market system”.336 However, in 

contrast to the system in the EU, the USA does not regard excessive pricing as an abuse.337 Dominant 

undertakings there have the freedom to set the prices which maximize their profits. Second, excessive 

pricing prohibition is not an appropriate tool when no significant barriers to trade exist.338 Companies, 

such as Amazon for e-books and Apple’s iTunes for music, seem to be dominant in their respective 

relevant markets. However, nothing prevents another online distribution service provider from entering 

their markets and from setting lower prices. It is probable that the relatively high prices of digital 

products are due to the novelty of this marketing model. Therefore, one can expect new competitors in 

the near future which will compete with the existing ones. This will ultimately lead to a reduction of the 

                                                           
334

 Compare, for example, the prices of tangible books and e-books on Amazon. See http://www.amazon.com/ (last visited May 
28, 2011). 
335

 Supra note 120, Art. 102 TFEU. 
336

 U.S. Supreme Court, 13 January 2004, No. 02-682, Verizon Communications Inc v Law Offices of Curtis v Trinko LLP, 540 US 
398, 407. 
337

 Ibid. 
338

 D. Geradin, supra note 331, 4. 

http://www.amazon.com/


81 
 

prices, which on its hand would eradicate the problems related to the absence of secondary markets in 

the digital environment. 

 

VI. Are there other more suitable solutions? 

 

81. In the previous chapter, it is demonstrated that, even if the non-application of exhaustion to digitally 

transmitted goods creates certain serious complications in the field of competition law, free circulation 

of goods and discrimination between two types of consumers, it is still the preferred regime in the US 

and the EU. The alternative, application of exhaustion in the digital environment, would destroy the 

incentive of copyright holders to invent, as it will significantly infringe upon their reproduction right. No-

one can guarantee that the buyer of an MP3 song will delete his/her copy after its digital resale. Does 

this mean that the disadvantages of the current system are inevitable? Are there any available solutions 

which would eradicate the before mentioned problems? 

 

1. “Forward and Delete” Proposal 

 

82. One solution, suggested by representatives of the US Congress, is the simultaneous destruction 

proposal, called also “forward and delete”.339 This idea would mimic a transfer of property. Once the file 

is moved to another computer, user, hard disc, etc, the original file will be deleted. As a result, multiple 

copies are not created with each transfer, and therefore the reproduction right of the copyright holder 

is not infringed. This would open the doors for the application of exhaustion to digitally transmitted 

goods.  

 

Is this a good solution? It should contain some flaws, since it was proposed in 1997 and until now it has 

not convinced the legislator in the US and the EU to follow it. In contrast to the non-application of 

exhaustion to immaterial distribution, which would strengthen the position of copyright holders340, the 

“forward and delete” proposal can be detrimental to their economic interests. This is illustrated with an 
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example. A book or a film, that is online distributed, will lose much of its value once it is read or 

watched. Even though this is also true if the objects are delivered in a material way, the particularities of 

digital transmission will render the simultaneous destruction proposal disadvantageous for copyright 

owners. The ease of the distribution, the lack of transport costs and the identical quality of the second-

hand product, would lead to a situation in which the demand of a large group of potential buyers would 

be satisfied with one single copy.341 Yet, the adoption of this proposal would be preferred to the current 

situation of non-applicability of the exhaustion of copyright in the digital environment, if the proposal 

was not so impractical. How can one verify that the copy is deleted after it has been forwarded?342 This 

will require an affirmative act which will not only be often intentionally omitted, but will also create 

evidentiary problems for the courts.343 A technology, which will ensure that the original purchaser does 

not keep its original file, still does not exist. Since the issue of exhaustion of copyright in the field of 

immaterial distribution is still an unsolved problem, one may want to reconsider the “forward and 

delete” proposal in the event such a mechanism is invented in the future.  

 

2. Technological Protection Measures 
 

“The answer to the machine is the machine”.344 

 

83. Is this true? This often used quotation means in a copyright context that the solution to the 

problems posed by the digitization can be found in technological protection measures (TPMs)345 or 

digital rights management (DRM)346. In simple words, copyright holders use them in order to impose 
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restrictions on the use of digital works. Certain examples include DVD region codes347 which restrict the 

areas of the world where the DVDs can be played, DRM in e-books348 which limit the copying, sharing 

and printing of e-books, and numerous DRM techniques used in online music349. Those restrictive 

measures are not only allowed and legal, but are also promoted by the legislator. Copyright holders are 

encouraged to take the law in their hands and to protect their works from piracy. This issue was first 

addressed in the WIPO Treaties, which require their members to ensure adequate protection against the 

circumvention of those technological protection measures.350 The United States implementation 

provision made illegal not only the act of circumventing TPMs, but also the manufacture and production 

of circumvention devices.351 The InfoSoc Directive implemented the WIPO provisions in a similar 

manner.352  

 

In a way DRM and the lack of exhaustion have similar consequences – they both allow the copyright 

holders to prevent certain use of the digital work. However, the question of digital exhaustion is a 

question regarding the legal right of the owner of a copy of a digital work to transfer this copy, whereas 

DRM techniques are private means to protect works against piracy. Will a system where the legislator 

allows for both digital exhaustion and TPMs make any sense? Logically, the first sale doctrine can only 

have some impact if it prevents the use of TPMs as a way to stop subsequent resale. In other words, 

digital exhaustion would only make sense if it trumps private mechanisms of protection. However, it can 

also be argued that copyright holders are protected enough by technological means. They do not really 

need the additional legal protection provided by the lack of digital exhaustion. One can suggest a system 

where the first sale doctrine is applied to the digital environment, but copyright owners are allowed to 

protect their works via technological means. Will this have any benefits? The question should be 

answered in the negative. The last five years present the decline of DRM techniques. After years of 

consumer protests against them, more and more copyright holders started to offer DRM-free digital 
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goods.353 These can also be used offline and allow for a disconnection from the seller. Even if copyright 

holders are aware of the existing piracy risks, they have at least one last legal resort in order to fight 

blatant and systematic abuses of their distribution rights – the absence of the first sale doctrine. The 

legislator must not deprive them of this remedy, especially in the current situation where, due to market 

demand, copyright holders are reducing DRM restrictions. 

 

84. In the opposite case, in the event digital exhaustion is allowed, it is likely that we will witness a 

return to DRM techniques. This must not be encouraged. It appears that technical restrictions have 

many disadvantages. First, their efficiency against piracy is doubtful, as most of the times they end up 

being hacked.354 For instance, in the field of computer software each program designed to prevent 

unauthorized use “has ultimately been defeated by a program that instructs the computer to ignore the 

first program”.355 Second, TPMs often restrict statutory limitations and exceptions to copyright.356 For 

example, the consumer is not able to invoke the fair use defence357 when the only way to gain access is 

to pay a fee which provides him/her with the necessary code to launch the work.358 Such privatization of 

the law must not be stimulated. Furthermore, one can envisage absurd situations in which an online 

purchaser buys the product every time he changes computers. For instance, the Adobe Acrobat e-book 

Reader is software which ensures that “the copy of the e-book can only be read on the computer onto 

which it has been downloaded”.359 Thirdly, problems related to the fair competition may arise, as digital 

works, such as e-books360, are frequently programmed for use on one single device. Fourthly, 

technological restrictions are not cheap. In conclusion, DRM and TPMs cannot provide an answer to the 

question of digital exhaustion, as they mostly deal with issues of piracy. Moreover, considering their 

many drawbacks, it is not desirable to combine DRM with a system of digital exhaustion, since this 

would lead to an expansion of technical protection. That is why in this case the machine is not the 

answer to the machine. 
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3. Change of Business Model:  Provision of Services 

 

85. Could it be that the issue of digital exhaustion has become almost irrelevant? On the one hand, 

immaterial distribution is developing into the most common way of selling music, software, DVDs and in 

the future e-books. This change of marketing is specific to copyrighted works, as it is difficult to imagine 

works protected by patent or trademark law which are distributed without a physical carrier. Therefore, 

one would logically expect from this shift in business mode that the importance of the question of digital 

exhaustion shall increase.  

 

On the other hand, more and more authors consider the first sale doctrine a “phase-out model” in the 

digital environment.361 This is mainly due to another shift in marketing. Copyright holders seem to 

abandon a system of digital distribution via downloading, which resemble traditional sales, for a system 

of access control.362 Granting access for a fee is a model based on the provision of services and cannot 

be defined as a sale. Since first sale doctrine does not apply to services, the whole discussion on digital 

exhaustion becomes futile. This is a very convincing argument, which demonstrates that the future of 

online distribution will most likely not be interested in the issue of exhaustion. Software as a Service 

(SaaS)363 is a current example which has been very successful in the last years. This is now the preferred 

business model for most software providers, as it allows them to control piracy more efficiently because 

no actual transfer of the good occurs. However, whether this type of marketing is favourable for 

consumers is another issue. 

 

86. Coming back to the question whether this shift of business strategy would solve the problems 

caused by digitization to the first sale doctrine, one can conclude that the balance in the digital world 

would remain distorted, in favour of copyright holders. Discrimination between the online and offline 

user would not exist as those two modes would not be functionally equivalent: the online consumer will 

not be a buyer, but a mere user. Once again the legislator must create a good foundation for fair 

competition between online service providers, which will decrease the price of their services, so that 

consumers can profit as well from the benefits of the digital era. To summarize, in the event the 
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majority of the copyrighted works in the future are provided as a service, similar problems related to the 

increasing control obtained by copyright holders will remain, but the solution will not be sought in the 

application of digital exhaustion.  

 

4. Alternative Compensations Systems 

 

87. It appears that digitization is causing lots of problems to the application of copyright law, such as 

piracy, peer-to-peer file sharing, TPMs restricting the use of a work and the issue of digital exhaustion. 

The current system has become so opaque, cumbersome and difficult to control, that legal certainty is 

significantly decreasing. Perhaps a more radical change is necessary. Alternative compensation systems 

might prove to be the solution to all those problems. Can the system of copyright protection be a phase-

out model as well?364 In 2004 the American professor Fisher proposed a “governmentally administered 

reward system”.365 Its main objectives were to simplify copyright law, to provide the weaker parties, 

consumers and small artists, with a fairer model of compensation and to liberalize access to video and 

music.  

 

How would his idea work in practice? There are two main options to fund the system. First, the 

government can increase the income tax or create a new tax directed at the consumers of the 

entertainment industry.366 Second, the goods and services which provide access to the works, such as 

CD burners, recording equipment, peer-to-peer systems, etc, can be taxed.367 Artists would hand in their 

songs to the U.S. Copyright Office. Subsequently, the consumers would be free to download or play the 

songs on the internet. In order to ensure a fair reward, gatekeepers would track how many times a 

certain song was played or downloaded. Artists would be compensated in accordance with this 

statistic.368 Registration with the Copyright office is not obligatory per se, but the refusal to do so would 

place the work in the public domain.369  
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88. A slightly different approach, called “voluntary collective licensing”, was proposed by the Electronic 

Frontier Foundation (EFF).370 The most striking difference with Fisher’s idea is the way money is raised. 

Instead of increasing taxes, consumers using file-sharing would have to pay monthly fees of $5-10. This 

way the burden of funding would lie only on those interested in downloading music. According to EFF, 

music fans would be more than eager to pay this amount in order to receive full and easy access to an 

unlimited selection of music and not to feel like criminals. Contrary to Fisher’s model, EFF’s proposal is 

based on a voluntary system: artists will retain the right to remain outside the system and to seek 

compensation as they currently do. However, EFF estimates that copyright holders would have the 

incentive to join, as this would lead to a rise in their profits.  

 

89. It appears that both abovementioned proposals have numerous advantages. First, piracy will be 

eradicated in the digital music industry. As a consequence, money spent on absurd lawsuits against 

students will be saved.371 Moreover, copyright holders would cut costs related to technological 

protection, as those would not be necessary. Second, those alternatives seem to present the most 

optimal balance between the interests of copyright holders and the interests of the public: it ensures 

fair compensation for artists and provides for the broadest availability of copyrighted works to the 

consumers. Third, it eliminates most concerns related to the fair competition, and in particular excessive 

pricing. Fourth, and of most interest to our research, the complex issue of digital exhaustion becomes 

irrelevant, while at the same time most of its benefits, such as free circulation, full ownership of the 

downloaded work and fair compensation for copyright holders, are preserved.  

 

This paper has demonstrated that attempts to modify principles perfectly applicable in the physical 

world so as to apply in the same way in the digital world may turn out unsuccessful. Moreover, the 

current situation in the online music business is in such a decline, that a more radical and audacious 

approach, which will completely change copyright law, may be worth giving a try. If this proves to be a 

success, a similar approach may be adopted towards other industries which rely heavily on digital 

distribution, such as films, e-books, software and video games.  
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VII. Conclusion 

 

90. In both the EU and the USA the principle of exhaustion is a judge made principle, which limits the 

control of the copyright holder over his/her good. While the Supreme Court introduced the first sale 

doctrine in order to allow the alienation of the product from its seller, the CJEU was above all driven by 

the idea of free movement of goods in order to integrate the different markets of the EU into one single 

market. In addition to those two functions of exhaustion, the exhaustion principle also allows the 

copyright holders to receive a reward from the first sale of the good, therefore preserving the incentives 

to create. However, just when it appeared that the principle had struck a fair balance between the 

different stakeholders in copyright law, the first sale doctrine faced the challenges of a new business 

model, online dissemination of goods. Commodities, such as songs, software, films and e-books can now 

be reproduced at zero costs with the use of the copy/paste function of every personal computer. They 

can also be delivered for free without any costs to every place in the earth. Moreover, the quality of 

digitally transmitted goods does not deteriorate with time. Based on those characteristics of the online 

market, a potential second hand market in the digital environment will differ significantly from the 

parallel trade existing in the physical world, where reproduction and distribution are not for free. 

Copyright holders, allowing their products to be delivered online, would face a pure price competition 

from every purchaser of the product if digital exhaustion becomes the rule. This potential situation 

would have a substantial negative effect on the possibility of authors to receive a reward for their 

creation. That is even more so considering the fact that there is still no existing technology which would 

ensure that the old copy of the product is deleted after the resale, creating potential implications for the 

reproduction right of copyright holders. As a result, the reward theory, which legitimizes the first sale 

doctrine, is under pressure. 

 

91. Unarguably, online transmission distorts the proper functioning of the exhaustion doctrine. How do 

two of the biggest information economies in the world, the EU and the USA, respond to this problem? Is 

digital exhaustion the current law? At this final part of the paper it is fairly easy to provide an answer to 

the question posed in the introduction.372 No, an MP3 file, purchased via a download on the internet, 

cannot legally be transferred to another recipient. Surprisingly, the answer is straightforward and 

applies to both legal systems, in the EU and in the USA. Put in a broader context, digital exhaustion is 

rejected. Copyright holders are therefore permitted to prevent the subsequent distribution of their 
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products in the event of online delivery. While the legal systems in the EU and in the USA adopted a 

different approach to the issue, both entities reached the same final decision. The academic world in the 

USA produced a substantial debate on the issue as to whether the immaterial distribution right, if it 

existed, had to be exhausted. With the majority of the literature being in favour of the existing status 

quo, physical exhaustion, and due the report provided by the US Copyright Office, the question seems 

settled now: digital exhaustion is not accepted. By contrast, the EU appeared to have grasped the 

serious implications which an exhaustion doctrine in the digital environment would cause, and decided 

therefore to shut down the discussions on this issue with the unambiguous language of its different 

copyright directives. Online delivery of goods, be it a sale or the grant of access, are considered to be 

services and the exhaustion doctrine does not apply to services. However artificial this approach may be, 

it leads to the correct end result and increases legal certainty. 

 

92. It is indisputable that the current legal provisions in the EU and in the USA reject a digital exhaustion 

doctrine. Nevertheless, the analysis of the issue would be incomplete if it did not discuss the desirability 

of the existing legal system. It is not all a matter of legal texts and their interpretation, but also of policy 

and effects. So, is the denunciation of digital exhaustion suitable in the digital environment? This main 

question in the paper may be answered by both “yes” and “no” depending on the perspective from 

which one looks. 

 

93. If one examines the current system, rejection of digital exhaustion, without considering the other 

alternatives, one must conclude that the doctrine creates many problems. First, it leads to 

discrimination between two types of consumers. In contrast to a purchaser in the physical world, a 

purchaser in the digital world is not allowed to resell the product to another party in order to recoup a 

part of its original price. As a consequence, the digital consumer receives a lesser right than ownership. 

Unless online marketing is combined with cheaper prices than in those in the physical world for the 

same product, the common user may be discouraged to exploit online dissemination. Such a result 

would be lamentable for every nation that wants to make full use of all the benefits which immaterial 

delivery presents. Second, the absence of a secondary market will result in less intra-brand competition. 

Each potential buyer would have to purchase his/her own original copy of the product. As a 

consequence, copyright holders would find themselves in a stronger position, which would allow them 

to increase prices free from any concerns of parallel imports. Third, the rejection of digital exhaustion 

has the potential of partitioning the market. However, since most online products are made available to 
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every internet user and the prices are most often the same for each consumer, there are no indications 

that an actual separation of the markets occurs. Based on those three arguments, a system where digital 

exhaustion does not apply to online transmissions is far from ideal as it suits more the interests of 

copyright holders. 

 

94. Nevertheless, if one considers the alternative, application of digital exhaustion, it is recommended 

that the status quo be maintained as, in the absence of a perfect solution, it presents the most suitable 

one. Two main arguments can be invoked as to why digital exhaustion must be avoided at any costs. 

First, for reasons previously explained the application of the first sale doctrine to the online world would 

turn out to be a big blow to copyright holders and their possibilities to receive a reward.373 If the 

ultimate objective of copyright is to create a set of rules which ensures that numerous and various 

works be made available to the public, then this can be only realized by preserving the incentives to 

create. Therefore, the legislator must first make certain that authors are granted a stimulus to innovate, 

and second that the final works are as much accessible to everyone as possible. With their remuneration 

being significantly decreased, creative minds would lose their motivation. As a result, society would 

become culturally impoverished. Second, the assertion, that digital exhaustion would increase the 

availability and the affordability of copyrighted products, is only true in an ideal world where the 

reaction of copyright holders to the change of doctrine is not taken into account. In reality it seems likely 

that online exhaustion would have the opposite effect, as authors would find other means to protect 

their profits. They will achieve this either by quitting the online market or by resorting to strong 

technological protection measures. Both options would substantially restrict the possibility of the public 

to access copyrighted works. It is therefore recommended that exhaustion be only applied to material 

distribution. The two main flaws of the non-application, the discrimination between types of consumers 

and the danger of copyright holders setting excessive prices for their online products, must be remedied 

by solutions coming from outside the scope of the first sale doctrine. A stronger competition law and 

higher taxation of profits made from online distribution are two proposals suggested in this paper, 

which may alleviate to a certain extent the above mentioned concerns.374  

 

95. What does the future hold for the principle of exhaustion in the digital environment? The recent 

years have demonstrated an emerging trend in product distribution: online marketing, replaces material 
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distribution in many industries, such as software, films, music, video games and even books. Therefore, 

the importance of the discussion on digital exhaustion is set to augment. However, another trend is 

likely to make the debate irrelevant. More and more copyright holders show a preference towards the 

provision of access as a business model. Since no transfer occurs, the first sale doctrine would not be 

applicable to this type of use. Even if this model of granting access conquers online marketing and the 

first sale doctrine in the digital world turns out to be a phase-out issue, the concerns expressed due to 

the non-application of digital exhaustion would remain untouched.375 It will be up to the legislator, the 

academics and the judges to find other legal means which curb the rising power of the copyright holders 

in the digital realm and preserve their incentives to create at the same time. 
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