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INTELLECTUAL PROPERTY AND COMPETITION REVIEW COMMITTEE

The Hon Daryl Williams AM QC MP Senator the Hon Nicholas Minchin
Attorney-General Minister for Industry, Science and Resources
Parliament House Parliament House

Canberra ACT 2600 Canberra ACT 2600

Dear Ministers

We have pleasure in submitting the Intellectual Property and Competition Review
Committee’s final report, which fulfils the Committee’s commitment to inquire into and
report on the interaction and appropriate balance between competition policy and the
designated intellectual property legislation.

As you are aware, the Committee sought an extension of time in which to report to you to
allow interested parties more time to respond to our Interim Report. It was agreed that a
report on parallel importation of copyright material be submitted by 30 June 2000 and that a
final report on all other matters would be submitted by 30 September 2000.

The issues in the Committee’s, Report on Parallel Importation under the Copyright Act
1968, submitted on 30 June 2000, are linked to those considered in the final report. The
Committee therefore believes its recommendations are more effectively viewed and
considered in their entirety. Consequently, the Committee has incorporated the discussion and
recommendations of our first report into this final report to present an integrated document
that reflects the totality of the inquiry outcomes.

The Committee makes a number of recommendations. We believe these recognise the role
and importance of intellectual property in the innovation process, and more generally to
Australia’s economy and society, and meet the objectives of the Government’s competition
policy.

The Committee would like to acknowledge and thank Andrew Bain for his valuable input as
Special Adviser to the Committee. The Committee was ably assisted by, and wishes to record
its thanks to, the Committee’s Secretariat, which was headed by Kay Collins.

Yours sincerely

y A ‘*L,X/l« @

H Ergas Jill McKeough John Stonier
Chdirman Member Member

-

30 September 2000

X Review of intellectual property legislation under the Competition Principles Agreement



ABBREVIATIONS

ABC
ACC
ACCC
ACIP
ACS
ADA
AFP
AFVSO
AGS
AIC
ALIA
ALRC
APA
APRA
ARIA
art. , arts.
ASCAP
ASEAN
ATA
AVCC
AVSDA
Berne Convention

BIE

CAL
CCG
CER

CD, CDs

Circuit Layouts Act
CLRC

Computer Programs Act
CPA

Copyright Act

CRCs

Designs Act

DAB, Digital Agenda Bill
DAA, Digital Agenda Act
DMCA

DOCITA

Australian Broadcasting Corporation

Australian Copyright Council

Australian Competition and Consumer Commission
Advisory Council on Industrial Property

Australian Customs Service

Australian Digital Alliance

Australian Federal Police

Australian Film and Video Security Office
Australian Government Solicitor

Australian Institute of Criminology

Australian Library and Information Association
Australian Law Reform Commission

Australian Publishers Association

Australasian Performing Right Association
Australian Recording Industry Association

article, articles

American Society of Composers, Authors and Publishers
Association of South-East Asian Nations

Australian Toy Association

Australian Vice-Chancellors Committee

Australian Visual Software Distributors Association Ltd

Berne Convention for the Protection of Literary and
Artistic Works

Bureau of Industry Economics
Copyright Agency Limited
Copyright Convergence Group

New Zealand-Australia Closer Economic Relations
Trade Agreement

Compact Disc, Compact Discs

Circuit Layouts Act 1989 (Commonwealth)

Copyright Law Review Committee

Copyright Amendment (Computer Programs) Act 1999
Competition Principles Agreement

Copyright Act 1968 (Commonwealth)

Cooperative Research Centres

Designs Act 1906 (Commonwealth)

Copyright Amendment (Digital Agenda) Bill 1998 — 2000
Copyright Amendment (Digital Agenda) Act 2000
Digital Millennium Copyright Act 1998

Department of Communications, Information Technology and
the Arts

Review of intellectual property legislation under the Competition Principles Agreement



DPP
DVD
EEA
EEC
EPO
EU
FACTS
FICPI
FTC
GATT
GDP
Gls
gTLD
IBM

ICANN
IP
IPAC
IPCR
IPCRC
IPRs
IPTA
ISPs
ISR

IT
MCEETYA

MPA
MIPI
NAFTA
NCC
NCP
NZ
NZIER
OECD
Patents Act
PCT
PIRs
PMSEC

PPCA
RAIA

Director of Public Prosecutions

Digital Video Disc / Digital Versatile Disc

European Economic Area

European Economic Community

European Patent Office

European Union

Federation of Australian Commercial Television Stations
Australian Federation of Intellectual Property Attorneys
Federal Trade Commission

General Agreement on Tariffs and Trade 1994

gross domestic product

geographical indications

generic top level domain name

IBM Australia Limited and IBM Global Services
Australia Limited

The Internet Corporation for Assigned Names and Numbers
intellectual property

Industrial Property Advisory Committee

Intellectual Property and Competition Review
Intellectual Property and Competition Review Committee
intellectual property rights

Institute of Patent and Trade Mark Attorneys of Australia
Internet service providers

Department of Industry, Science and Resources
information technology

Ministerial Council for Education, Employment, Training
and Youth Affairs

Motion Picture Association

Music Industry Piracy Investigations
North American Free Trade Agreement
National Competition Council

National Competition Policy

New Zealand

NZ Institute of Economic Research (Inc.)
Organisation for Economic Cooperation and Development
Patents Act 1990 (Commonwealth)
Patent Cooperation Treaty

parallel import restrictions

Prime Minister’s Science and Engineering Council
(Office of the Chief Scientist, Department of the
Prime Minister and Cabinet)

Phonographic Performance Company of Australia

Royal Australian Institute of Architects

Review of intellectual property legislation under the Competition Principles Agreement



R&D

S., SS.

SBS

SLC

Screenrights

SMEs

tm, .tm

Trade Marks Act

TPA, Trade Practices Act
TRIPS

UDRP

UK

URL

US, USA

USPTO

VCD

WCT

WIPO

WIPO Convention

WPPT
WTO

research and development

section, sections

Special Broadcasting Service

substantial lessening of competition

The Audiovisual Copyright Society

small and medium (business) enterprises

trade mark

Trade Marks Act 1995

Trade Practices Act 1974 (Commonwealth)
Agreement on Trade-Related Aspects of Intellectual
Property Rights (1994)

Uniform Domain Name Dispute Resolution Procedure
United Kingdom

Universal Resource Locator

United States of America

United States Patent and Trade Mark Office

Video Compact Discs

WIPO Copyright Treaty

World Intellectual Property Organization

1967 Convention Establishing the World Intellectual
Property Organization

WIPO Performances and Phonograms Treaty

World Trade Organization

Review of intellectual property legislation under the Competition Principles Agreement



THE REVIEW COMMITTEE

Chairman Mr Henry Ergas, Managing Director, The Network Economics Consulting
Group Pty. Ltd.

Members Associate Professor Jill McKeough, Head of School, Faculty of Law,
University of NSW, lecturer and author in IP and consumer protection.

Mr John Stonier, Company Director and Consultant in areas involving the
development, negotiation and management of IP and technology
agreements.

Special Adviser Mr Andrew Bain, Company Director of Natural Resource Consulting
Pty Ltd.

4 Review of intellectual property legislation under the Competition Principles Agreement



EXECUTIVE SUMMARY

This report considers the effects on competition of Australia’s intellectual property laws—
that is, the Copyright Act 1968, Patents Act 1990, Trade Marks Act 1995, Designs Act 1906
and Circuit Layouts Act 1989. It examines these effects in light of the objectives of this
legislation and of the Competition Principles Agreement.

The intellectual property system seeks to promote investment in, and access to the results of,
creative effort. It involves balancing the interests of the owners of intellectual property
material with the interests of users or potential users of that material.

The Competition Principles Agreement seeks to promote efficiency by ensuring that
legislative restrictions on competition are only maintained where their benefits clearly
outweigh any costs they may impose.

Background

Competition is the process of rivals striving for an advantage. In the supply of goods and
services, it involves the efforts of producers, acting independently, to secure sales and profits
at the expense of rivals. To this end, producers in competitive markets constantly seek to be
more favourably positioned than their rivals in terms of the prices they offer, the range,
quality and innovative nature of the goods and services they provide, and their reputation as
suppliers. As a result, consumers benefit with better, more affordable products, and the
increased efficiency achieved through competition expands the income available to society
as a whole.

Experience and analysis has repeatedly shown that while there are costs associated with
competition, it promotes economic growth and helps achieve and maintain high living
standards more surely and consistently than alternative approaches to controlling the
allocation of scarce resources. As a result, there is a well-justified presumption in favour of
competition, and creating and maintaining competitive markets is an important objective of
economic policy.

In pursuing this objective, it is important to recognise that competition occurs in a number of
dimensions. More specifically, firms do not only compete in the prices they set but also in
their ability to develop new processes and to design and market new products. This dynamic
competition is of special importance. In effect, rather than simply reallocating existing
resources, it expands the resources on which society can draw and allows for sustainable
increases in living standards. It is also important because in practice it is the main way
established market positions are over-turned, and the threat of competition made into an
ever-present constraint on the conduct of firms.

An effective system to define and enforce intellectual property rights is critical for this type
of dynamic competition to occur on a material scale.

The creation of intellectual property involves intellectual effort and can entail substantial
resource outlays. Private producers will not have an incentive to make these outlays unless
they receive an appropriate return.

Review of intellectual property legislation under the Competition Principles Agreement 5



This is only attainable if producers can appropriate at least some of the value that users place
on the outputs of the creative process. However, the characteristics of intellectual property
mean that in many instances the results of investment in creative effort can be reproduced at
little or no cost.

Put slightly differently, without a system of intellectual property rights it is difficult to
prevent ‘free riding’ by those who did not contribute to the original investment. Creators
could therefore find it difficult to recoup the cost of their investment, let alone its economic
value. Under these circumstances, economic incentives for intellectual property investment
would likely be deficient, leading to under-investment in creative effort. To varying extents
and in varying ways, the intellectual property laws help redress this problem, and hence
make possible investment in, and rivalry through, innovation.

Intellectual property laws on one hand and competition policy on the other are consequently
largely complementary. The intellectual property system serves to promote innovation, which
is a key form of competition. Competition policy, by keeping markets open and effective,
preserves the primary source of the pressure to innovate and to diffuse innovations.

However, there are also important tensions between these policy instruments.

These tensions arise because there is a cost to granting intellectual property rights. While
conferring intellectual property rights encourages investment in creative effort, it can allow
the owners of the results of this effort to unduly restrict the diffusion and use of these results.
In an ideal world, purchasers of ideas whose cost of reproduction is virtually zero would, at
the margin of consumption, face a price that was itself close to zero. In practice, intellectual
property rights ensure that owners of ideas can, and almost always do, charge some positive
price at that margin. As a result, the consumption of the existing output of investment in
creative effort falls below that which, in the short term, would maximise social income.
Additionally, while most intellectual property rights do not confer monopoly power, some do,
and when this occurs, the owner of these rights could further restrict diffusion below the
level that maximises society’s gain from the stock of knowledge.

Intellectual property laws must therefore involve some balance between the incentives to
invest in creative effort and the incentives for disseminating material that is the subject of
intellectual property protection. This balance turns on determining the appropriate scope of
protection, in terms of the conditions under which protection is granted, the scope and
effectiveness of the exclusive privileges provided by protection, and the duration of the
protection given.

Balancing between providing incentives to invest in innovation on one hand, and for efficient
diffusion of innovation on the other, is a central, and perhaps the crucial, element in the

design of intellectual property laws. In the Committee’s view, it is essential that the terms

of this balance be clearly set out in the intellectual property laws themselves, so that

rights owners and users can be certain about the scope and content of the grants being made.

It must also be recognised that the rights granted by the intellectual property laws can be
used for anti-competitive ends. This occurs when the rights are used to claim for the creator
not merely a share of the efficiency gains society obtains from the creation, but also super-
normal profits that arise from market power unrelated to the creation.
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That is, in addition to the income from the improved efficiency of the creation, the owner of
the intellectual property right secures extra profits means that ultimately reduce social
output—for example, by using intellectual property licenses to effect a horizontal price-fixing
agreement. Where rights are thus used for purposes beyond the intention of the original
grant, significant competition policy issues arise that need to be addressed.

Intellectual property rights should not therefore provide blanket immunity from the
competition laws. Rather, the community’s interest in competitive markets needs to be
protected by ensuring that abuse of those rights is prevented.

The interaction of intellectual property laws and of competition policy therefore occurs at
two levels: first, competition concerns must play an important part in the design of the
intellectual property laws themselves, ensuring that the rights granted are not over-broad;
and second, effective remedies must be available if the rights are abused. These goals
underpin this review.

The Committee’s approach

The Committee has identified and reviewed areas that raise serious concerns for competition.
More specifically, the Committee considered whether there are aspects of the intellectual
property laws that grant exclusive privileges not needed to encourage an efficient level of
investment in creative effort. We also examined whether there are effective remedies for
instances where properly granted rights are used for purposes which go beyond the intended
scope of the grant in ways that reduce competition.

Subsequent sections of this summary set out the main areas the Committee examined and the
conclusions reached.

Areas of concern related to the Copyright Act

Therestrictions on parallel imports under the Copyright Act were considered by the
Committee to be a significant competition issue. These restrictions allow owners of
copyrighted material to geographically segment markets, creating added scope for owners of
this material to charge higher prices in Australia than overseas. In the absence of these
restrictions, competing imports more readily negate attempts to charge durably higher prices
for material in Australia than overseas.

The Committee received conflicting opinions on whether prices of copyrighted material were
higher or lower in Australia than in the main overseas markets, and whether removal of the
restrictions would result in lower prices.

The Committee’s considered view is that the restrictions do allow higher prices to be charged
for the protected material than would otherwise prevail. A significant proportion of the
benefits from these higher prices flow to foreign rights holders. The corresponding costs are
borne in Australia, by Australian consumers and industries—such as the domestic software
industry—that use imported protected material as an input in their production process.

The Committee does not believe the gains to Australia from these restrictions outweigh
their costs.
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Removing the restrictions is unlikely to materially alter the availability of copyrighted
material. However, removing the restrictions will benefit consumers and the industries that
rely on this material as an input, by ensuring that prices are not set higher than overseas.

Removing the restrictions on parallel importation does not undermine the efficacy of
copyright as a stimulus to creativity. Already, there are no restrictions on parallel imports
within the European Union. This ensures that even the smaller economies in Europe can
benefit from the intense competition, low prices and wide product availability associated with
large, integrated markets. In contrast, Australia, as a relatively small, isolated economy, is
exposed to segmentation of its market from international competitive pressures, as long as
the parallel importing restrictions remain in place. Removing the restrictions will provide to
Australia the same benefits as other economies secure through their far larger internal
markets.

The Committee considered whether removing restrictions would undermine the enforcement
of copyright or the efficacy with which consumer standards are implemented. Based on
advice received from the Australian Institute of Criminology, the Committee believes that
removing the restrictions is consistent with effective copyright enforcement. The Committee
does not believe restrictions on parallel imports are a cost-effective means of securing
consumer standards.

The Committee considered whether the restrictions are required under Australia’s
international obligations, and concluded that removing the restrictions would be fully
consistent with these obligations and more generally with Australia’s commitment to an
open, competitive trading system.

The Committee therefore recommends repeal of the parallel importation provisions of the
Copyright Act, with a 12-month transitional period for books. One member of the Committee
dissents from this finding. This member believes that parallel import restrictions do not, in
most situations, constitute a restriction on competition and considers that in the book industry
at least, the benefits of parallel import restrictions exceed the costs. This member’s statement
is included in this report.

The activities of collecting societies under the Copyright Act are also of concern. The
Committee recognises the importance of collective rights administration to an efficient
copyright system and, in that respect, strongly endorses the role of the collecting societies.
However, there are potential effects on competition that can flow from the market position of
collecting societies. Several of the Committee’s recommendations are aimed at making the
collecting societies more open and accountable, and at achieving a more appropriate balance
between public access to copyright material and producer incentives for innovation.

The Committee’s views are influenced by the fact that the coordinated nature of the
collecting societies’ activities reduces competition between entities that would otherwise be
competitors in some way. By eliminating that competition, the societies may significantly
enhance efficiency; but the resulting balance needs to be tested—with continued attention to
opportunities for encouraging more competition without reducing the efficiency gains of
collective rights administration. With this end in mind, the Committee’s recommendations are
aimed at providing for more effective scrutiny of the societies’ operations.

Specifically, the Committee recommends that the wider economic aspects of a collecting
society’s conduct should be taken into account when reviewing a society’s declared status.
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In particular, these wider aspects of a society’s conduct should be considered when
determining whether the society is ‘functioning adequately’ as a collecting society. Issues
such as the adequacy of a society’s dispute resolution mechanism could play a part in this
evaluation. The Committee also recommends that collecting societies be more fully exposed
to the authorisation processes of the Trade Practices Act. Finally, the Committee sets out a
process for allowing the referral of disputes that involve the societies, in their non-statutory
activities, to the Copyright Tribunal.

The Committee agrees with the general direction of the new Digital Agenda Act but is
concerned to ensure that the capacity of libraries to discharge their functions as disseminators
of information in an online world is not jeopardised or undermined. The Committee also
attaches great importance to maintaining the vitality, in a digital environment, of provisions
allowing access (on the basis of fair dealing) to copyrighted material in the interests of
research and study and of other designated socially and economically desirable activities.
The Committee believes the Government should ensure that the current balance between
copyright owners and copyright users remains clear, certain and unaltered in relation to the
fair dealing provisions. The Committee consequently recommends a thorough examination of
the effects of the library and archives provisions on markets, and more generally on libraries,
archives and end-users of copyrighted material, as part of the Government’s proposed three-
year review of the operation of the Digital Agenda Act.

In relation to computer software issues the Committee supports the introduction of
amendments to the Copyright Act to allow decompilation for the purposes of interoperability.
The Committee’s recommendations are aimed at ensuring that the changes made to the Act
are fully effective in securing this goal. Further, the Committee recommends that Australia’s
position in negotiations on protection of compilations and databases, in relation to the
Agreement on Trade-Related Aspects of Intellectual Property Rights 1994 (TRIPS), be
determined by a cost/benefit analysis to Australian society.

Issues relating to the Patents Act

Because patents can be used to appropriate the general application of ideas, and not just
particular embodiments, they have the potential for conferring greater market power than
other areas of intellectual property (IP) law. However, in practice alternatives and substitutes
usually exist for patented products and processes.

The benefits of patents must be balanced against their costs in determining the maximum
term and the scope of the rights granted.

The term of patents is now fixed at 20 years under TRIPS and was not considered by the
Committee to require change. However, the Committee does recommend that IP Australia
examine the scope for imposing more steeply rising renewal fees on patents, thus
encouraging owners to allow less valuable patents to lapse.

As regards the scope of a patent, this is largely determined by its inventiveness relative to
existing public knowledge (prior art).
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The Committee recommends that Australia has an inventive step test that is in line with that
adopted by our major trading partners. Having a lower threshold is likely to lead to patents
being granted too readily, imposing unnecessary costs on the Australian economy.

The Committee has developed a number of proposals to make the inventive step test more
demanding, with the result that patents are only given where a genuine contribution has been
made relative to prior art.

In the controversial area of patenting gene sequences, the Committee considers that the tests
for granting a patent should be non-technologically specific. The Committee strongly
believes that mere discoveries should continue to be excluded from patentable subject matter.
It recommends the Patent Office help ensure this outcome by requiring that granted patents
disclose specific, substantial and credible uses.

Having appropriately high tests for patentability is not enough to ensure that the benefits to
society of granted patents outweigh their costs. Rather, it is equally important that
examination of patents against these tests be of a uniform high standard. Rigorous
examination will also help ensure that granted patents are strong and hence ultimately
enforceable. To improve the quality of examination, the Committee’s main recommendations
are that the ‘benefit of the doubt’ currently given by examiners to applicants be changed to
‘balance of probabilities’; and that applicants have greater responsibility to disclose any prior
art known to them up until acceptance.

Issues arising in respect of other IP legislation

During the review, the main competition issues raised in relation to design rights were the
protection of functionality and spare parts. The Committee is not convinced that either is a
cause for concern at this stage, especially in light of the proposed new design legislation. The
Committee supports the aim of the new legislation, urges its early release and recommends
that its impact be reviewed and monitored.

The Committee considered claims that there is uncertainty surrounding the issue of parallel
importation of trade mark goods in Australia, and found this to be a significant competition
issue. The Committee noted that the Trade Mark Act embraces the principle of international
exhaustion. ‘International exhaustion’ means that the intellectual property right owner loses
the exclusive right after the first legitimate sale of the product anywhere in the world, thus
allowing parallel imports from another jurisdiction to freely enter the market. The Australian
courts have reinforced this by consistently rejecting the rights of international trade mark
owners to control the distribution channels of goods through trade mark rights. However, the
Committee has also noted that the intention of the Trade Mark Act to allow parallel
importation of legitimately trade marked goods has the potential to be circumvented by the
assignment provisions of the Act.

As a general matter, the Committee believes suppliers should be able to enter into exclusive
dealing arrangements. The contractual assignment of trade marks is one of the ways
exclusive dealing arrangements may be established. However, the Committee does not accept
that these arrangements should be allowed where they substantially lesson competition in the
market.
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In keeping with the Committee’s broader approach on parallel importation of copyright
material, we believe contractual assignment of trade marks to circumvent the parallel
importation of trade marked goods should not be permitted and recommend the Trade
Marks Act be amended to reflect this.

Representations were made to the Committee supporting the re-introduction of mandatory
disclaimers for trade marks. This was based on claims that the absence of mandatory
disclaimers leads to over-broad trade mark rights, increased levels of uncertainty and higher
costs for users. The Committee sees value in having a screening process to limit the scope of
trade marks by disclaiming the descriptive or non-distinctive elements of the mark, and notes
that a voluntary system currently exists. However, on balance, and in the absence of
convincing evidence to the contrary, the Committee does not believe that the benefits of
re-introducing a mandatory system outweigh the costs. Instead, the Committee supports the
concept of providing incentives for trade mark owners to make better use of the existing
voluntary disclaimer system. More specifically, the Committee recommends requiring the
courts, in determining relief in cases of infringement, to take account of the completeness of
any disclaimers made in respect of the mark.

Section 51(3) of the Trade Practices Act

The exclusive privileges that intellectual property legislation confers on right owners are
designed to promote innovation. The Committee believes that these privileges should be able
to be exercised, even if this involves, as it generally must, the exclusion of others. In
addition, the Committee believes it is desirable for right owners to have the scope to enter
into efficient contracts that involve intellectual property rights, and to be able to do so free of
onerous and ultimately counter-productive regulatory burdens. However, that is not to say the
Committee believes that intellectual property rights should be used to go beyond the market
power these rights directly confer, or that they should be extended into a wider right of
exclusion, which may be used to substantially lessen competition.

The Committee maintains the view that intellectual property rights are sufficiently different
from other property rights and assets to warrant special exemptions from the general
provisions of the Trade Practices Act (TPA). However, the Committee believes that the
existing intellectual property exemptions under s. 51(3) of the TPA are seriously flawed, as
the extent and breadth of the exemptions are unclear, and may well be over-broad. In the
Committee’s view, these exemptions do not provide an appropriate balance between the
needs of the intellectual property system and the wider goals of competition policy. Further,
the Committee believes the recommendations for changes to s. 51(3) proposed by the
National Competition Council (NCC) do not adequately address the deficiencies in the
current provisions.

The Committee believes an appropriate balance can be achieved by amending the TPA to
ensure conditions in a contract, arrangement or understanding related to the subject matter of
the intellectual property statute, do not contravene Part IV or s. 4D of the Act—unless those
conditions are likely to result in a substantial lessening of competition. The test of whether a
substantial lessening of competition is likely should be defined and interpreted in a manner
consistent with the case law under the TPA. The Committee also recommends that the
Australian Competition and Consumer Commission (ACCC) issue guidelines to provide
sufficient direction to intellectual property right owners, clarifying the types of behaviour
likely to result in a breach of the Act’s provisions.
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The Committee believes its proposed recommendations to the TPA will support the efficient
development and exploitation of intellectual property, while ensuring that intellectual
property rights are not used to extend market power beyond the scope of the right initially
allowed.

As a consequence of these amendments to the TPA, the Committee also recommends that the
compulsory licensing provisions of the Patents Act be amended to include a competition test;
and that certain provisions in the Patent Act relating to licensing contracts be repealed.
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LIST OF RECOMMENDATIONS

Copyright Act

Parallel importation

The Committee recommends repeal of the parallel importation provisions of the Copyright
Act 1968, with a 12-month transitional period for books.

We also recommend that the Government consider a program aimed at informing the book
industry of the changes and of the options created by the new environment.

One Committee member expressed substantial reservations about lifting parallel import
restraints and his views on this are contained in a dissenting opinion (See page 73).

Copyright term

The Committee is not convinced there is merit in proposals to extend the term of copyright
protection, and recommends that the current term not be extended.

We also recommend that no extension of the copyright term be introduced in future without a
prior thorough and independent review of the resulting costs and benefits.

Fair dealing and the Digital Agenda Act

The Committee believes the Digital Agenda Act strikes a reasonable balance between the
interests of copyright owners and the interests of users of copyrighted material. We stress the
importance to the Australian community of ensuring that libraries can discharge their
functions as disseminators of information in an online world. The Committee does not
believe that the libraries and archives provisions of the Act will detrimentally affect the
capacity for development of online markets. However, we recommend a thorough
examination of the effects of the library and archives provisions on markets including
libraries and archives, and end-users of copyrighted material, as part of the Government’s
proposed three-year review of the operation of the Digital Agenda Act. We also recommend
the operation of the new right of first digitisation and its effects on the market place and on
consumers be considered in the three-year review.

The Committee is broadly satisfied that the Government’s approach to the issues associated
with technological protection measures preserves a reasonable balance between competing
interests. However, we would be concerned if the use of technological locks, perhaps
accompanied by greater reliance on contract, were to displace or in any way limit the
effectiveness of fair dealing provisions. As a result, we urge that the review of the provisions
of the Digital Agenda Act encompass a careful consideration of the evolving role of
technological measures in the copyright system.
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Copyright protection of computer software

The Committee supports the introduction of amendments to the Copyright Act to allow
decompilation for the purposes of interoperability. The Government should review the
operation of the Computer Programs Act to ensure that the wording of the amendments
permits all legitimate acts necessary to allow the creation of interoperable products.

We recommend that Australia’s position in negotiations on the issue of protection of
compilations and databases—as part of WIPO negotiations and the Agreement on
Trade-Related Aspects of Intellectual Property Rights 1994 (TRIPs)—be determined by
a cost/benefit analysis to Australian society.

Caching—temporary reproductions

The Committee recognises that, at least at present, caching appears to be of considerable
significance to the efficiency of the Internet; and that the transaction costs to secure licences
to cache could be prohibitive for ISPs. As a result, Government policy should help ensure
that this efficiency-enhancing activity is not prohibited.

If there is evidence that the defence in new ss. 43A and 111A inserted by the Digital Agenda
Act does not sufficiently cover caching, then our view is that the Act should be amended to
rectify this. For example, s. 43A of the Digital Agenda Act could be modified to include the
phrase: ‘other works temporarily made merely as an element in and so as to enhance the
efficiency of the technical process of making or receiving a communication’.

Crown ownership of copyright

The Committee does not believe that the Crown should benefit from preferential treatment
under the Copyright Act as compared with other parties. As a result, we recommend that s.
176 of the Copyright Act be amended to leave the Crown in the same position as any other
contracting party.

Broadcast fee price capping

To achieve competitive neutrality and remove unnecessary impediments to the functioning of
markets on a commercial basis, the Committee recommends that s. 152 (8) of the Copyright
Act be amended to remove the broadcast fee price cap.

We recommend that no change be made in relation to the ABC under s. 152(11) of the
Copyright Act.

Recommendation

Statutory licensing scheme

The Committee recommends that the current statutory licensing scheme remain
unchanged at this time.

14 Review of intellectual property legislation under the Competition Principles Agreement



Collecting societies

The Committee recommends that:

The grounds for ministerial revocation (s. 135ZZC of the Copyright Act) be broadened to
cover all collecting society arrangements, both input and output, including the disclosure of
information to members and the public. Relevant ministers should issue guidelines to each
collecting society, in the spirit of a contract between the society and the community, that
specify the Government’s expectations regarding the society’s conduct, including in terms of
the information required to be disclosed and the process for disclosure.

Assuming a continued role for the Copyright Tribunal over the output arrangements of
statutory societies in respect of compulsory licences, there should be scope for the Tribunal
to play a similar role in respect of other licences. The required mechanism should be for the
ACCC to determine whether a reference should be made to the Copyright Tribunal, based
either on the application by a collecting society, or from an actual or potential licensee,
taking account of:

» any market power that can be exercised by the collecting society;

* whether there are alternative means of dispute resolution that could be used and
that would impose less burden on the public; and

* the public interest in balancing public access to copyright material with the legitimate
commercial interests of copyright owners.

If the Committee’s proposed changes to s. 51(3) of the Trade Practices Act are accepted, then
collecting societies would have to seek authorisation from the ACCC for those activities that
fall within the scope of the prohibitions in the Part IV of the Trade Practices Act. If the
Committee’s proposed changes to s. 51(3) of the Trade Practices Act are not accepted, the
Government should ensure a requirement for such authorisation through specific legislative
amendment. In the Committee’s view, the ACCC should ensure that such authorisations are
reviewed periodically (for example, every three years).

Copyright Law Review Committee (CLRC) Report—simplification of the
Copyright Act 1968

The Committee recommends that, in considering the CLRC report on fair dealing, the
Government should ensure the balance between owners and users remains clear and certain.
We do not believe there is a case for removing the elements of the current Copyright Act,
which define certain types of conduct as coming within the definition of fair dealing.

The Committee does not believe that it would be appropriate, at this stage, to proceed with
the CLRC’s Part II recommendations. This is because we are not convinced that the benefits
to the community as a whole would be outweighed by potential costs due to uncertainty

surrounding the operation of a new regime.
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2. Patents Act

Manner of manufacture

The Committee believes that Australia has on the whole benefited from the adaptiveness and
flexibility that has characterised the ‘manner of manufacture’ test. As a result, we recommend
that this test be retained.

The Committee recommends that the Patent Office ensure in its examination practice that
the use described in the specification is specific, substantial and credible to a person skilled
in the art.

The Committee recommends that where substantial areas of uncertainty exist in application
of the patent law, particularly the threshold tests for granting a patent, IP Australia should
initiate test cases to resolve the issues expeditiously.

Inventiveness or obviousness test

The prior art base for inventive step currently takes regard of documents available publicly
anywhere in the world, but only of acts and common general knowledge in the patent area
(i.e. Australia). The Committee recommends that the prior art base for obviousness should
include all information, including acts and common general knowledge, anywhere in the
world which a person skilled in the art could have been reasonably expected to find,
understand and regard as relevant.

The Committee also recommends that, when considering inventive step, it should be
permissible to combine two or more documents or parts of documents, different parts of the
same document or other pieces of prior art where such a combination would have been
obvious to the person skilled in the art.

Administration

The Committee recommends that the scope for, and impact of, implementing more steeply
rising renewal fees for patents be considered by IP Australia.

Innovation patent

The Committee strongly supports the Advisory Council on Intellectual Property (ACIP)
Review of Petty Patents recommendations on the innovation patent, and urges the
Government to expeditiously progress the relevant changes to the Patents Act. We believe
that the role of the innovation patent will be enhanced if the Committee’s proposals for
higher thresholds for the standard patent are implemented.

Section 119 of the Patents Act 1990—prior use rights

The Committee recommends that s. 119 (1) (a) and (b) of the Patents Act be amended to
make it clear that the prior use be only in the patent area and that this includes experimental
use. A majority of Committee members recommend that only the actual prior user should be
able to have the benefit of s. 119.
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Provisional patent applications

The Committee is not convinced of the need to amend the current arrangements regarding
provisional patent applications. However, we believe there is merit in introducing a grace
period for public disclosure affecting the prior art base for novelty and inventive step. In the
event that moves to introduce such a grace period are made by the European Patent
Organisation on an expeditious basis, in the context of the European Patent Convention, then
the introduction of a grace period in Australia should be coordinated with its introduction in
Europe. However, if it appears that such moves in Europe will take more than five years from
October 2000, then Australia should seriously consider proceeding before its European
counterparts. When introduced, IP Australia should actively inform inventors in Australia of
the implications of the grace period, and also of the risks that disclosure may incur to
patentability in jurisdictions without a grace period.

Sections 144—-6 of the Patents Act 1990—contracts

The Committee recommends that ss. 144—6 of the Patents Act 1990 be repealed, as these
provisions are not soundly based on efficiency considerations, and as the conduct they
address is better dealt with through the provisions of s. 51(3) of the Trade Practices Act,
amended in line with the Committee’s recommendations.

Section 133 of the Patents Act 1990—compulsory licensing

The Committee recommends that s. 135 of the Patents Act be repealed and that s. 133(2) be
amended to include an order requiring a compulsory license to be made if and only if all of
the following conditions are met:

a. access to the patented invention is required for competition in the (relevant) market;
b. there is a public interest in enhanced competition in that market;
c. reasonable requirements for such access have not been met;

d. the order will have the effect of allowing these reasonable requirements to be better
met; and

e. the order will not compromise the legitimate interests of the patent owner, including
that owner’s right to share in the return society obtains from the owner’s invention, and
to benefit from any successive invention, made within the patent term, that relies on
the patent.

Such orders should be obtainable on application first to the Australian Competition Tribunal,
with rights of appeal to the full Federal Court.
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Stringency of tests for patentability

The Committee recommends changing the Patents Act to require a ‘balance of probabilities’
approach to be used during examination, rather than conferring the ‘benefit of the doubt’ to
the applicant as at present.

Quality of examination

The Committee recommends that IP Australia devote additional resources to improving the
quality of examination, particularly to prior art search processes, including through enhanced
use of information technology. We also recommend that IP Australia continue to explore
cooperation with other intellectual property offices in the region, including the possibility of
forming a Patent Office covering East Asia, Australia and New Zealand.

Disclosure of prior art

The Committee recommends that the Patents Act be amended to require applicants to
continuously disclose to IP Australia any prior art material that comes to their attention up
until the date of advertisement of notice of acceptance. A company applicant must make
‘reasonable enquiry’ within its own organisation about what prior art is known to the
company. Intentional non-disclosure of prior art would lead to a patent being unamendable,
to reflect that prior art, after acceptance.

Patent hearing mechanism

The Committee recommends that Patent hearings should continue to be pre-grant and the
responsibility of IP Australia. On this basis, a specialist hearings section would not be
established, but there would be a senior officer directly responsible to the Commissioner of
Patents for hearings, with hearings officers continuing to be drawn from senior examination
staff of the Patent Office. We also recommend that IP Australia take further measures to
improve the perceptions of the hearings process being independent of, and more generally
fair and equitable to, all parties.

Patent appeals, challenges and enforcement in the courts

The Committee recommends that the Federal Magistracy be used as a lower court for the
patent system, particularly for matters relating to the innovation patent.

3. Trade Marks Act

Parallel importation

The Committee recommends the Trade Marks Act be amended to ensure that the assignment
provisions are not used to circumvent the intent to allow the parallel importation of
legitimately trade marked goods.
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Disclaimers

The Committee recommends that:

* mandatory trade mark disclaimers not be re-introduced;

* voluntary trade mark disclaimers be encouraged and that:

it should be made clear in the legislation that the use of a voluntary disclaimer should
not adversely affect the registerability of the mark, which must be determined by
considering the distinctiveness of the mark as a whole; however

courts, when awarding relief in disputes, should be directed through the legislation
to take account of whether the trade mark owner has appropriately defined the scope
of the right by the use of voluntary disclaimers over any non-distinctive elements in
the mark.

4. Section 51(3) Trade Practices Act

The Committee recommends that intellectual property rights continue to be accorded
distinctive treatment under the Trade Practices Act (TPA). This should be achieved by:

amending s. 51(1)(a)(i) of the TPAlist all the relevant intellectual property statutes,
that is ‘an Act relating to patents, trade marks, designs, copyright, circuit layouts and
plant breeder’s rights’;

repealing the current s. 51(3) and related provisions of the TPA; and

inserting an amended s. 51(3) and related provisions into the TPA to give effect to
ensuring that a contravention of Part IV of the TPA or of section 4D of that Act shall

not be taken to have been committed by reason of its imposing conditions in a licence,
or the inclusion of conditions in a contract, arrangement or understanding, that relate to
the subject matter of that intellectual property statute, so long as those conditions do
not result, or are not likely to result in, a substantial lessening of competition. The term
‘substantial lessening of competition’is to be interpreted in a manner consistent with
the case law under the TPA more generally.

The ACCC should be required by the legislation to issue guidelines as to the manner in
which it will implement any enforcement activities related to these provisions. These
guidelines should provide sufficient direction to owners of intellectual property rights to
clarify the types of behaviour likely to result in a substantial lessening of competition.
Provisions should exist within the guidelines for parties to seek a written clearance from the
ACCC. This written clarification process should operate in a similar fashion to the ‘letters of
comfort’ provision included in the ACCC’s Merger Guidelines. The ACCC should be
required to consult widely with intellectual property owners, users, licensees, facilitators and
the public generally in preparing these guidelines.

It should be noted that this recommendation has strayed beyond the Terms of Reference of the review in
respect of the reference to plant breeder’s rights. The Committee has taken the liberty of including this
reference as we believe it is important to capture all intellectual property rights within the relevant
provisions, including those intellectual property rights which are not a specific subject of this review.
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INTRODUCTION

The Intellectual Property and Competition Review was established by the Minister for
Industry, Science and Resources and the Attorney-General as a result of the Competition
Principles Agreement between the Commonwealth Government and State Governments. The
agreement requires that all legislation with the potential to restrict competition should be
subject to periodic review. Clause 5(1) of the Competition Principles Agreement states that:

The guiding principle is that legislation (including Acts, enactments, Ordinances or
regulations) should not restrict competition unless it can be demonstrated that:

a) The benefits of the restriction to the community as a whole outweigh the costs; and
b) The objectives of the legislation can only be achieved by restricting competition.

This review has been accorded the highest classification of importance by the Government,
leading to the establishment of an independent committee to examine all intellectual property
legislation (except that relating to plant breeder’s rights).

The Terms of Reference for the review (Appendix 1) requires the Committee to have
regard to:

* Government policy; and

* international agreements.
A summary of Australia’s relevant international agreements is given in Appendix 2.

The Committee’s Terms of Reference also require it to consider and report on the
conclusions and recommendations of the National Competition Council report, entitled
Review of Sections 51(2) and 51(3) of the Trade Practices Act 1974, and of the Copyright
Law Review Committee report, entitled Simplification of the Copyright Act 1968 (to the
extent that they affect competition).

In accordance with the Competition Principles Agreement, the guiding principle of this
review is that legislation should not restrict competition unless it can be demonstrated that
the benefits to the community outweigh the costs, and that the objectives of the legislation
cannot be achieved by less restrictive means.

The review was announced in national newspapers on 17 July 1999, and expressions of
interest were sought from interested parties by 1 November 1999. Additional announcements
were made in selected regional and capital city newspapers on 23 October 1999.

After preliminary consultation and research, the Committee released an Issues Paper in
September 1999, to stimulate public discussion on the issues being examined by the review.
This paper raised potential issues for consideration and invited further comments and written
submissions from interested parties.

The Committee met with groups and individuals to discuss issues of concern. It received
83 written submissions. We produced and invited further comment on an Interim Report
released in April 2000.
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This report identified perceived problems requiring further consideration, provided
description and background on areas of concern, set out broad policy objectives which the
Committee believed should be pursued, and presented the Committee’s preliminary views
on options for achieving the objectives. Following the Interim Report, a further 56 written
submissions were received. Not all of these were relevant to the Committee’s Terms

of Reference.

A number of public consultations were held in Canberra, and seminars were held in
Melbourne and Sydney, during April and May 2000. In addition, we sought input from
experts invited to roundtable discussions on issues relating to patents, copyright and s. 51(3)
of the Trade Practices Act.

We received a significant number of representations from interested parties stating that they
found it difficult, or impossible, to meet the advertised timeframes for providing written
submissions on the Interim Report. In most instances, the parties requested an extension of
time to submit their comments. The Committee was sympathetic to these requests, believing
that the integrity of the review depended in part on the due consideration of relevant
comments from interested parties, and that it was important that everyone seeking to
comment have a reasonable opportunity to do so. However, we were also conscious that
complying with these requests would make it impossible to deliver a final report on all the
complex issues falling within the Terms of Reference of the review by 30 June 2000.

As a consequence, the Committee sought an extension of time to deliver its final report.
Additional time was granted on some, but not all, issues. We were asked to report on the
parallel importation of copyright material by 30 June 2000, and on all other issues, on or
before 30 September 2000.

The Committee’s Report on Parallel Importing under the Copyright Act 1968 was publicly
released on 24 August 2000. We are mindful that the overall issues in the parallel import
report, and those considered in this final report, are interconnected, and believe that the
recommendations of both reports will be most effectively viewed and considered in their
entirety. We have therefore incorporated the discussion and recommendations of the parallel
import report into this final report, producing an integrated document that reflects the totality
of the inquiry outcomes.

The overall structure of this report is as follows:

1. The first section discusses the general nature and objectives of the intellectual property
system and competition policy, and their interaction. This sets the context in which each
intellectual property law is considered. Australia’s international treaty obligations are
also briefly described, as these put limits on recommendations that the Committee has
made here.

2. The next sections consider in detail each Act within the Committee’s Terms of Reference
in the context of the Competition Principles Agreement. Each discusses the following
issues: the intellectual property right; the objectives of the legislation, including what
problems that right is attempting to address; the nature of restrictions that the right
produces on competition; the alternatives to the current IP rights, including those afforded
by non-legislative means; and our international obligations, particularly treaties that
Australia has signed relating to that right.
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3. The appendices include reports commissioned by the Committee; one on the likely
effects on piracy in Australia, and the other on the experience of New Zealand since its
removal of parallel import restrictions on copyright material.

Nature and objectives of the intellectual property system

Broadly speaking, ‘intellectual property rights’ is a generic term for the various rights
accorded by law for the protection of creative effort or for the protection of economic
investment in creative effort (see Appendix 3). In Australia, legislation grants limited
exclusive rights to the owners of creative works, in order to encourage investment in
innovation, as well as its diffusion throughout the economy.

* A more detailed description of the scope of the term can be derived from two important
international agreements relating to intellectual property:

* the 1967 Convention Establishing the World Intellectual Property Organization
(WIPO Convention); and

* the Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS),
a World Trade Organization (WTO) Agreement, which came into effect on
1 January 1995.

Article 2 (viii) of the WIPO Convention defines intellectual property to include the rights
relating to: literary, artistic and scientific works; performances of performing artists,
phonograms and broadcasts; inventions in all fields of human endeavour; scientific
discoveries; industrial designs; trade marks, service marks, and commercial names and
designations; protection against unfair competition; and all other rights resulting from
intellectual activity in the industrial, scientific, literary or artistic fields. Not all of these
rights are specifically protected under Australian laws.

One of the most important international conventions in the field of intellectual property law
is the TRIPS Agreement. Although this agreement does not contain a definition of intellectual
property, Article 1.2 indicates that the term refers to the seven categories of rights or subject
matter which are dealt with in the agreement: copyright and related rights, trade marks,
geographical indications, industrial designs, patents, layout designs of integrated circuits,

and undisclosed information.

For the purposes of this review, the term intellectual property will be used to refer to the
rights and obligations governed by the statutes referred to in the review’s Terms of
Reference, as well as common law and equitable rights relating to the protection of
confidential information and business reputation.

The general objective of the system of intellectual property law in Australia is utilitarian, and
more specifically economic, rather than moral in character. It serves to (and, in the
Committee’s view, should aim to) maximise the difference between the social value of
intellectual property created and used, and the social cost of its creation, including the cost of
administering the system.

More specifically, the intellectual property laws ought to provide incentives for efficient
investment in innovation.
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The creation of intellectual property involves considerable effort and can entail substantial
resource outlays. Private producers will not have an incentive to make these outlays unless
they receive an appropriate return. This is only attainable if producers can appropriate at least
some of the value that users place on the outputs of the creative process. The characteristics
of intellectual property mean that in many instances the results of investment in creative
effort can be reproduced at little or no cost.

Put slightly differently, without a system of intellectual property rights it is difficult to
prevent free riding by those who did not contribute to the original investment. Creators could
therefore find it difficult to recoup the cost of their investment, let alone its economic value.
Under these circumstances, economic incentives for intellectual property investment would
likely be deficient, leading to under-investment in creative effort. To varying extents, and in
varying ways, the intellectual property laws help redress this problem.

While seeking to redress the problems associated with free riding, the intellectual property
laws must also seek to address the adverse economic effects that the grant of protection may
itself create. For example, given that patents are granted to the first person to register an
invention, the race to win patents could result in a higher than efficient investment of
resources. The inefficiency occurs because the private reward from accruing monopoly
profits outweighs the social gain from accelerating the invention process. Encouraging patent
applications at an early stage of the innovation process can help address this issue.

Similarly, where innovation is cumulative, the incentive to develop subsequent inventions
may depend on the price that second-generation innovators must pay for first-generation
technology. A number of provisions of intellectual property law help address this issue by
lowering the costs of subsequent innovations. For example, patent registration requires
inventors to fully describe and disclose their invention, thus helping subsequent innovators
to build on the advances made in existing inventions.

Last, but by no means least, conferring intellectual property rights, while encouraging
investment in creative effort, can allow the owners of the rights to unduly restrict the
diffusion and use of the results of these efforts. In an ideal world, purchasers of ideas, whose
cost of reproduction is virtually zero, would at the margin of consumption face a price that
was itself close to zero. However, in practice, IP rights ensure that owners of ideas can, and
almost always do, charge some positive price at that margin. As a result, the consumption of
the existing output of investment in creative effort falls below that which, in the short term,
would maximise social income. In addition, while most intellectual property rights do not
confer monopoly power, some do, and when this occurs, the owner of these rights is likely
to further restrict diffusion below the level that maximises society’s gain from the stock

of knowledge.

Consequently, there is a cost associated with granting intellectual property rights. Intellectual
property laws must therefore involve some balancing between the incentives to invest in
creative effort and the incentives for disseminating material that is the subject of intellectual
property protection. This balance turns on determining the appropriate scope and strength of
protection, in terms of the conditions under which protection is granted, the scope and
effectiveness of the exclusive privileges protection provides, and the duration of the
protection given.
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Balancing between providing incentives to invest in innovation on one hand and for efficient
diffusion of innovation on the other is a central and perhaps the crucial element in the design
of intellectual property laws. In the Committee’s view, it is essential that the terms of this
balance be clearly set out in the intellectual property laws themselves, so that rights owners
and users can be certain about the scope and content of the grants being made. We therefore
believe that the intellectual property laws, rather than other policy instruments (such as the
Trade Practices Act), should continue to be the prime focus for defining the nature of the
rights and obligations granted for investment in creative effort. Other policy instruments,
most notably the Trade Practices Act, should come into play when intellectual property rights
are used in ways that go beyond the scope of the right being granted.

Nature and objectives of competition policy

The overriding objective of competition policy is to maximise social welfare by maintaining
and enhancing competition in markets. Competition is the process of rivalrous striving.
Competition in the supply of goods and services involves the efforts of producers, acting
independently, to secure sales and profits at the expense of rivals. To this end, producers in
competitive markets constantly seek to be more favourably positioned than their rivals in
terms of the prices they offer, the range, quality and innovativeness of the goods and services
they provide, and their reputation as suppliers. As a result, consumers benefit from better,
more affordable products, and the greater efficiency that competition secures increases the
income available to society as a whole.

Experience and analysis has repeatedly shown that while there are costs associated with
competition, it promotes economic growth and the achievement and maintenance of high
living standards more surely and consistently than alternative approaches to controlling the
allocation of scarce resources. As a result, there is a well-justified presumption in favour of
competition, and creating and maintaining competitive markets is an important objective of
economic policy.

In pursuing this goal, it is important to recognise that competition occurs in several
dimensions. More specifically, firms not only compete in the prices they set but also in their
ability to develop new processes and design and market new goods and services.

This dynamic competition is of special importance for several reasons. First, rather than
simply reallocating existing resources, it expands the resources on which society can draw
and allows for sustainable increases in living standards. Second, in practice it is the main
way established market positions are over-turned, and the threat of competition made into
an ever-present constraint on the conduct of firms.

Seen in this perspective, it is a misconception to view the goal of competition policy as being
the creation of atomistic, ‘perfectly competitive’ markets. Rather, competition policy
concerns itself with creating and preserving conditions under which market power can be
challenged and dissipated, both by rivalry between existing firms and by the threat of new
entry. Innovation, in all its varieties, plays a central role in this rivalry. Through its effect on
innovation, the IP system is therefore a vital factor shaping and supporting the competitive
process.
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The interaction between intellectual property law
and competition policy

Both intellectual property law and competition policy serve to correct market failure in the
pursuit of economic efficiency. However, tension between the objectives and instruments of
the two systems occurs when the correction of one form of market failure creates another.

The major concerns of competition policy in regard to intellectual property rights are the
market power that may result from granting such rights, and the detrimental effects caused by
the anti-competitive exercise of IP rights. At its simplest, market power can harm consumers
by setting prices which are higher than those needed to secure cost-effective production.
Moreover, the harm caused by market power may extend beyond this, when the protection
granted to firms allows them to slow or distort innovation. Under these circumstances,
market power will limit the growth of productivity over time, and reduce the scope for
sustainable increases in living standards.

However, harm to competition should not, and cannot, be inferred from the mere existence of
an exclusive right, such as those conferred by the intellectual property laws. Incumbent firms
whose intellectual property benefits from protection may be subject to rivalry from numerous
sources, including from other firms supplying differentiated but substitutable products.
Perhaps more importantly, they may also be subject to the threat of their product being
superseded by technologically superior versions. The very protection an incumbent firm
enjoys may provide the incentive for its rivals to invest in developing these alternatives—so
that the intellectual property protection, rather than undermining contestability, stimulates
and channels it in directions that are usually socially beneficial.

The system of intellectual property rights does not only affect the ability to exercise
proprietary control over intellectual property and increase the incentive to invest in creative
effort. By setting out a clear framework of property rights, it also increases the ease with
which intellectual property can be traded, most visibly through assignment and license. This,
in turn, increases the likelihood that technology will gravitate towards those best placed to
use it. And it creates a means for those who are best placed to advance technology, to have
access to the existing base of proprietary knowledge by means of contract. A well-
functioning system of intellectual property rights therefore encourages efficiency both in the
production and in the allocation of knowledge.

These effects of an intellectual property rights system need to be gauged relative to
non-legislative alternatives. Without such a system, investors in intellectual property would
have to rely on contractual mechanisms to protect their interests. In many areas of
technology, and particularly those where copying or reverse engineering are relatively easy,
such contractual restraints could not provide adequate protection. Even in areas where
contractual mechanisms could be effective, it is not likely that they would be efficient. Rather,
social costs would almost certainly be higher under such arrangements, than they are under
the current panel of protective instruments.

For example, a system that relies on contract and on the duty of confidence sharply reduces
the incentives for disclosure, as disclosure can lead to invalidity of any property right
granted. This absence of disclosure results in economic and social costs.
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Moreover, a system that relied on contract and trade secret systems to secure appropriate
rewards for investors from innovation, would likely involve greater and more durable market
power than its legislative alternative. Large incumbents would be especially well placed in
seeking to keep information confidential, and would overcome the difficulties such a system
would pose for technology licensing through international diversification. Small and new
firms, by contrast, would find it difficult to innovate profitably, as imitation of their efforts by
incumbents reduced or even eliminated their ability to appropriate the gains innovation can
provide. The resulting trend towards concentration in a few firms of the gains from
innovation would create both static and dynamic inefficiencies. In short, the mere grant of
intellectual property rights, even when they do confer a degree of control over price and
output, is consistent with a vigorously competitive economy. Indeed, it is a precondition for
the dynamic competition that is essential for efficiently functioning markets.

Having said that, the exercise of IP rights needs to be analysed with care. There are genuine
grounds for concern when these rights are used to prevent future competition from
developing—that is, when they slow the process of innovation the intellectual property
system is intended to foster. And mechanisms need to be in place to prevent firms from using
intellectual property rights as a mere camouflage for entering into agreements to fix prices, to
divide markets and/or in other ways to monopolise supply. But these concerns should not
lead to unnecessary restrictions on the exercise of intellectual property rights.

For example, it may be more efficient for the owners of an intellectual property right to vest
the use of that right in others—say through a system of exclusive territorial licenses
underpinned by restrictions on output—rather than producing and distributing the output
themselves. Restrictions on the ability of rights owners to enter into such arrangements could
prevent the deployment of efficient means of working, and reduce both the return to
innovators and the incentive value of the IP system. Ideally, competition policy would allow
such efficiency-enhancing arrangements to proceed, while deterring those that do not serve a
useful social purpose.

The relationship between the objectives of the intellectual property laws on one hand and
competition policy on the other is therefore complex and multifaceted. There are many
complementary elements: the intellectual property system promotes innovation, which is a
key form of competition; and competition policy, by keeping markets open and effective,
preserves the primary source of pressure to innovate and diffuse innovations. But there are
also conflicts—such as when an intellectual property right serves to entrench market power.
The need to avoid simplistic approaches to this relationship is emphasised by Mr William
Baer, Director of the United States Federal Trade Commission:

Enforcement of competition laws no longer begins with the assumption that restrictive
use of IP is necessarily anti-competitive. Current enforcement instead starts with three
basic assumptions about intellectual property: first, intellectual property is comparable
to other forms of property, so that ownership provides the same rights and
responsibilities,; second the existence of intellectual property does not automatically
mean that the owner has market power, and third, the licensing of IP may often be
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necessary in order for the owner efficiently to combine complementary factors of
production, and thus may be pro-competitive.'

The Australian Competition and Consumer Commission has expressed similar views.

Overall, the Committee believes that the system of intellectual property laws acts to promote
competition by maintaining the incentives to innovate, while striving to strike a balance—
through the nature and content of the rights it grants—between those incentives and society’s
interest in the widespread diffusion of ideas. It believes that the terms of that balance are
properly specified in the intellectual property laws themselves, securing the greatest clarity
for the rights being granted.

However, the Committee also recognises that the rights granted by the intellectual property
laws can be used for anti-competitive ends. This occurs when the rights are used to claim for
the creator not merely a share of the gains society obtains from the creation, but also rents
that arise from market power: that is, when the rights are used to add to the income that
comes from differential efficiency, gains from reducing output in ways unrelated to that
differential efficiency (for example, by the use of intellectual property licenses to effect a
horizontal price-fixing agreement). It is in these instances—where the rights are used for
purposes that go beyond their grant—that significant competition policy issues arise and need
to be addressed.

International obligations

Australia’s domestic intellectual property legislation is strongly influenced by its
commitment to international conventions and agreements administered by the WIPO and the
requirements of TRIPS.

Australia has entered into international agreements that require compliance with specified IP
protection requirements and make a positive contribution to the international IP framework.
Consistent with these obligations, Australian IP laws and administrative regimes are broadly
compatible with those of most other countries. And Australia’s enforcement of IP rights is at
least on par with most advanced economies. This factor, along with compliance with TRIPS,
contributes to local and international confidence in the quality of IP protection provided in
this country. Internationally consistent IP laws benefit Australia as they can facilitate
international trade and investment. They do this both by eliminating official barriers to trade
and investment and by reducing the transactions costs that would otherwise be faced by
Australian exporters and importers—for example, in securing the international transfer of
technology and of the results of investment in creative effort.

WIPO

Australia became a member of WIPO in 1972 and is a signatory to a number of its treaties
and conventions. The WIPO agreements set minimum standards rather than prescribing

! Baer W,Antitrust Enforcement and High Technology Markatijress to the American Bar Association,
November 12, 1998

2 Prof. Allan Fels, Chairman, ACCQhe Role of Competition Policy in Intellectual Propesygech to
the Victorian Branch of IPSANZ, 22 July 1999
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optimal forms of IP protection, and are directed toward making the IP system more
international in character and efficacy.

There has been a substantial dialogue within WIPO aimed at addressing significant issues
regarding internationalisation of the system.

Accession and dialogue within WIPO is largely of a voluntary nature and there is no
compulsion on nations to join any of the relevant agreements. Significantly, there are no
formal mechanisms for the enforcement of WIPO agreements.

Australia is a party to a number of WIPO agreements and treaties affecting patents, trade
marks, designs, copyright and circuit layouts as set out in Appendix 2.

TRIPS

Intellectual property rights received a significantly higher international profile as a result of
the Uruguay Round of multilateral trade negotiations that led to the formation of the World
Trade Organization (WTO) and the inclusion within the scope of its activities, of intellectual
property rights through TRIPS, a subsidiary agreement under the WTO Agreement. TRIPS is
binding on all WTO members, including Australia as a foundation member. TRIPS came into
effect on 1 January 1995. As an industrialised country, Australia was obliged to abide by its
provisions by 1 January 1996.

Main features of TRIPS

TRIPS strengthened the international IP environment by setting minimum standards of
protection for domestic enforcement, and by making IP issues a core element of the
international trading regime. Adherence to TRIPS is a requirement for membership of the
WTO, and the dispute mechanisms of the WTO can be used to resolve disputes arising under
TRIPS. TRIPS enforcement provisions provide minimum standards for effective domestic
enforcement. Disputes between WTO members about the implementation of TRIPS are
covered by the WTO dispute settlement procedures.

Apart from mandating stricter enforcement procedures, minimum standards for granting and
administration of rights, mandatory transparency measures, and binding dispute settlement
procedures, the provisions of TRIPS are in most part additions to, and elaborations of, the
legal and institutional norms and practices specified in earlier WIPO agreements such as the
Paris, Berne and Rome Conventions. The most significant elements contained in TRIPS are:

* the minimum patent term, which is set at 20 years, the minimum copyright protection
term for sound recordings and performances at 50 years (from the date of recording)
and 20 years for broadcasts;

* the requirement that computer programs and databases be protected by copyright, and in
the case of computer programs, that they receive the level of copyright protection
accorded to literary works;

* the requirement to provide for the registration of service marks;

+ an extension and strengthening of the provisions of the Paris Convention regarding the
registration/use of well known marks and geographical indications (GIs);
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» the inability of a country to force the use of a local mark in combination with a foreign
trade mark, and the prohibition on compulsory licensing of marks;

+ the requirement to protect integrated circuit layout designs for a term of at least 10 years;

» the requirement to protect artificially developed new varieties of micro-organisms
through patents;

+ the requirement that no areas of technology are excluded from patent protection, with the
optional exceptions of medical methods for the treatment of humans, and of new life
forms above the micro-organism level;

» the requirement to protect new plant varieties, within the patent system or with a separate
system of breeder’s rights, or both;

* the requirement to develop a legal system for protecting trade secrets from unfair
disclosure in accordance with principles of fair competition and, of more significance
to Australia, the requirement to protect test data;

* the imposition of limitations to the application of compulsory licensing and Government
use of patents, and the requirement for adequate compensation;

» limitations on exceptions to exclusive intellectual property rights where the interests of
rights holders may be prejudiced;

+ acknowledgment of the possibility of anti-competitive abuse of intellectual property
rights and affirmation of the right to take action against abusive practices; and

» reversal of the burden of proof for process patents, and prohibition of any distinction in
patent rights based on whether goods are locally produced or imported.

Almost all of these elements were independently present in Australian law prior to the
conclusion of TRIPS. However, their inclusion in an international agreement with such
weight is a factor that cannot be overlooked in a consideration of the Australian IP system.

Standards and application

TRIPS is not an exhaustive set of standards establishing what intellectual property rights are
to be protected and how. In addition to general standards on what amounts to effective
implementation, it sets minimum standards in certain key areas, but does not always clearly
define them nor prescribe the precise way they are to be implemented.

The majority of TRIPS obligations may be carried out in a way that takes account of
particular national considerations, such as domestic legal traditions, areas of regulatory
priority, resource constraints, and the timetable of review of national laws.

New Zealand Australia Closer Economic Relations Agreement

On 1 July 1983 the Australian and New Zealand Governments entered into the New Zealand
Australia Closer Economic Relations Trade Agreement (CER). The central provision creates
a WTO Free Trade Area encompassing Australia and New Zealand. CER is not part of
Australian domestic law, and is not actionable by individuals. However, the provisions of
CER play a significant role in shaping Government policy across many areas.
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Article 1 of CER states that one of its objectives is to eliminate barriers to trade between
Australia and New Zealand in a gradual and progressive manner. Article 5 provides that
quantitative import restrictions and tariff quotas on all goods originating in the territory of
the other member state shall be progressively liberalised and eliminated. However, Article 18
of CER provides that the agreement shall not preclude the adoption of measures necessary to
protect intellectual or industrial property rights.

The CER family of agreements does not formally cover IP rights, and Australia and

New Zealand rely on TRIPS for the protection of IP rights. However, as the former Trade
Practices Commission (now the Australian Competition and Consumer Commission)
recognised:

...in the interests of increased competition and free trade between Australia and

New Zealand, reciprocal amendments could be made to the various IP statutes to
provide that the right to take action in one Member State to prevent importation of an
infringing product will not apply where the product has been placed on the market of
the other Member State by or with the consent of the IP owner.’

The trade implications of IP rights were considered in the context of parallel importation by a
Report to Governments by the Steering Committee of Officials in 1990. The Steering
Committee found that provisions preventing parallel importation were potentially a ‘distinct
impediment to trans-Tasman trade’ but noted that the laws of both countries were essentially
in harmony.*

Since then, the New Zealand Copyright Amendment (Removal of Prohibition on Parallel
Importing) Act 1998 has had the effect of permitting parallel importation of copyright
material in most cases.

8 Trade Practices Commissi@ackground Paper on the Application of the Trade Practices Act to
Intellectual Property,July 1991, para 6.20
4 Ibid, para 6.21
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COPYRIGHT ACT

Description of the rights granted by Copyright Act

In some respects copyright is more complex than other forms of IP such as patents or trade
marks, due to the different layers of copyright ownership that may subsist in a single subject
matter, and the different bundles of rights that may accompany that ownership.’

Copyright protects original ‘works’® (literary, dramatic, musical and artistic) and ‘subject
matter other than works’” (cinematograph films, sound recordings, radio and television
broadcasts and published editions). In Australia, computer programs are granted copyright
protection under the category of ‘literary works’.*

Copyright protection confers upon the copyright owner a number of exclusive rights for a
period specified by the Copyright Act. The rights granted depend on the category of
copyright material. For example, the owner of copyright in a literary, dramatic and musical
work possesses the exclusive rights to:’

L]

reproduce the work in material form;
publish the work;
perform the work in public;

‘communicate to the public’ (this new broad right, introduced by the Copyright
Amendment (Digital Agenda) Act 2000, incorporates and will replace the former rights of
‘broadcasting the work and transmitting the work to subscribers to a diffusion service);"

make an adaptation of the work; and

commercially rent the work (in the case of computer programs and works recorded in
sound recordings).

In addition, the owner acquires the right to authorise, or licence, another person to exercise
any of these rights.

10

For example separate copyrights might subsist in a literary work, in the translation of the work, in a film
based on the work, in sound recordings used in that the film, and in the actual broadcast of the film.
Copyright Act 1968Commonwealth), Part Il

Copyright Act 196§Commonwealth), Part IV

This extended definition of literary works was introduced by the copyAgtgndment Act 1984
(Commonwealth).

Owners of copyright in artistic works enjoy the following rights with the exception of the performance
right and the right to make an adaptation of the work.

On 2 September 1999, the Government introduced into Parliament the Copyright Amendment (Digital
Agenda) Bill 1999 (the Digital Agenda Bill). The Bill was passed with some amendments in the House

of Representatives on 28 June 2000, passed both Houses of Parliament on 17 August 2000, and received
Royal Assent on 4 September 2000. The commencement date for the operation of the Act is 4 March
2001 (six months after Royal Assent). The Digital Agenda Act replaces existing rights of broadcasting
and transmission to subscribers to a diffusion service with a new broad-based right of ‘communication to
the public’. This right will apply to all categories of copyright material except published editions. This
new right includes the exclusive right to ‘make available online’ and to electronically transmit that
material to the public.
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Owners of copyright in sound recordings, films, broadcasts and published editions enjoy
exclusive rights to reproduce the material. There are additional rights relating to: showing
films and playing sound recordings in public; broadcasting films and sound recordings; and
rebroadcasting television and sound broadcasts.

In Australia the length of protection varies according to the nature of the copyright material,
and whether or not it has been published. Copyright for literary, dramatic, musical and
artistic works generally lasts for 50 years from the year of the creator’s death. Copyright for
films and sound recordings lasts for 50 years from publication, and for broadcasts, 50 years
from the year they were made.

In Australia, copyright subsists automatically on the creation of ‘work’ or the ‘making’ of a
‘subject matter other than a work’. There is no system of registration to obtain protection, as
there is for many other intellectual property regimes. To receive protection, the work must be
‘original’ and reduced to material form. The standard of ‘originality’ does not pertain to
artistic or creative merit, but rather relates to the requirement that the material not have been
copied from the work of another creator.

A fundamental principle of copyright protection is that it protects the expression of the
protected ideas, but not the underlying ideas themselves." So expression of the same ideas in
a different form may not constitute infringement. Neither will infringement be found if there
is an independent creation of an identical expression (as would be prohibited under patent
law). The limited scope of copyright protection means that competitors will often be able to
produce non-infringing close substitutes to compete with the products protected by copyright.
As a result, the anti-competitive effects of granting copyright over a particular product may
be slight.

Objectives of the Copyright Act

One aim of copyright law is to ensure that creators, like others, are able to enjoy the ‘natural
rights’ to ‘the fruits of their labours’."” This natural right is also mentioned in the Universal
Declaration of Human Rights.”” However, without detracting from the inherent strength of
this claim, the Australian tradition in intellectual property law is more explicitly utilitarian: in
the sense of seeking to maximize social welfare, rather than focusing on IP as having
intrinsic value and hence merit. In this context, maximizing social welfare involves
maximizing the difference between the social value of IP created and used, and the social
cost of its creation, including the cost of administering the system of intellectual property
rights itself.

n This has long been recognised within Anglo-Australian common law—Bsseghue v Allied
Newspaper$1938) Chapter 106, and the Australian dslmo Pumps v Karinya Industri¢$984) 4
IPR 505. The obligation is also set out in Art 9 (2) TRIPS Agreement (1994), which states ‘Copyright
protection shall extend to expressions and not to ideas, procedures, methods or operation or
mathematical concepts as such’.

12 Willes J stated the principle of natural rights long ago: ‘It is not agreeable to the natural justice that a
stranger should reap the pecuniary produce of another’s wdvkllar v Taylor (1769) 98 ER 201, p.
223.

e Art 27 (2) Universal Declaration of Human Rights states ‘Everyone has the right to protection of the
moral and material interests resulting from scientific, literary or artistic production of which [she or] he
is the author’.
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The creation of intellectual property involves intellectual effort and can entail substantial
resource outlays. For private producers to have sufficient incentive to invest in these outlays,
they must be able to appropriate at least some of the value that users place on the outputs of
the creative process. The system of copyright protection seeks to do this by providing a right
to prevent copying of works that could otherwise be copied at relatively low cost.

This goal of copyright has been succinctly outlined by several Commonwealth
Attorneys-General:

...t is a prime purpose of copyright law to protect creative works so that authors,
composers, artists and sculptors may during the continuance of copyright protection,
control the uses to which their works are put and get some return for the exploitation of
their works."

and

The laws relating to copyright and industrial property... have as their purpose the legal
protection of creation and inventions from unauthorised use so that the creators and
inventors will be able to profit by having for a time certain exclusive rights. This is
seen as being in the overall interest of the public as we would not have the benefit of
inventions or creations, or the industries upon which they are based, without the
incentive of the certain economic return which the legal protection permits."

When the Copyright Bill 1968 was introduced, it was clear that the new legislation was
designed to foster innovation and in particular, to grant protection for the emerging
publishing industries.'* Over the decades since, the Copyright Act has been amended to deal
with specific and significant challenges posed by advances in technology.

In effect, copyright, as much as—or even more than—any other area of the law, is
fundamentally affected by technological developments which allow copyright material to be
used in new ways. Advances such as mechanical recording, television broadcasting and the
use of computers have increased the markets producers may reach, and new rights have been
defined and granted. However, the technology has also brought new means of copying, such
as record players, photocopiers, audio tapes, video cassettes, and more recently digital
copying by computers, often aided by the Internet. These developments, particularly
digitisation, reduce the costs of copying and raise the costs of enforcement."” Basic rights
have been extended, copyright protection has been granted, and offences have been created
to deal with these developments. Most recently the challenges of the digital era—including
the increasing ease of reproducing and disseminating perfect copies of digital copyright
material, the threat of piracy, and the use of circumvention devices to seek unauthorised
access to electronic copyright works—have led to the amendments contained in the Digital
Agenda Act 2000.

1 Attorney-General, Hon Mr Bowen MP, Second Reading Speech, Copyright Bill 1968, House of
Representatives, Hansard, 16 May 1969, pp. 1527-37

1 Attorney-General, Senator Gareth Evans, Second Reading Speech, Copyright Amendment Bill 1984,

Senate, Hansard 4 June 1984, pp. 2418-24

1 Hon Mr Bowen MP, Second Reading Spedcbpyright Bill 1968.as above note 14

v See for example, Towse R ‘Copyright as an Economic Incentive,’ C899right Reportekol 17:1,
p. 15-16, 1999.
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In this way, the copyright system’s ability to protect creators from the improper use of their
work has been continuously preserved in the face of ongoing technological challenges.

Whilst seeking to redress the problems associated with free riding, copyright must also seek
to address the adverse economic effects that the grant of protection itself may create.

It is, in this respect, a fallacy to suggest that policies conferring more income on copyright
owners are in and of themselves socially desirable relative to those that confer less. Rather,
the goal of the intellectual property system is to provide a sufficient incentive for socially
useful investment in creative effort. This requires that compensation flowing to rights owners
be enough to encourage investments whose social benefits exceed their costs.

Over-compensating rights owners is as harmful, and perhaps even more harmful, than
under-compensating them. Copyright protection has therefore always involved a balance
between the incentives to invest in creative effort and the incentives for disseminating or
providing access to the material created. In the Committee’s view, this balancing element that
underpins copyright law is of critical importance.

From the introduction of the Copyright Act, and with all subsequent amendments, the
Government has been keenly aware of the need, on grounds of public policy, to balance the
competing interests of creators and users. Reflecting this intention, existing copyright laws
contain a variety of exemptions, statutory licenses and other mechanisms, which place limits
on the rights to ensure availability of protected materials to certain classes of user.”® Although
technological change alters the protection needed, it does not undermine the vital nature of
these limits. Rather, the limits must be maintained, within the changes imposed by
technological developments. The Committee consequently notes and welcomes the
Government’s commitment to maintaining the balance between users and creators through
the provisions set out in the Digital Agenda Act 2000.

Problems the Copyright Act attempts to address

As with other types of IP, the principal issue that copyright seeks to address is possible free
riding on investment of intellectual effort.” It seeks to do this by granting the right to prevent
unauthorised copying, as well as other exclusive rights. This channels creative endeavour
into new ways of expressing ideas, rather than encouraging mere copying, and granting such
exclusive rights to generate a return is necessary to promote adequate levels of investment in
creative effort.

However, it is also in the public interest to ensure dissemination of ideas to the public, thus
permitting their use and subsequent development. For this reason, copyright protects only
forms of expression, and not the underlying ideas themselves; the ideas in a copyright
protected work can be freely used by others as long as they are expressed in a different form.

1 Senator Gareth Evans, Second Reading Spé&smgbyright Amendment Bill 1984bove note 15

1 Free riding has also been described as ‘the enforcement of exclusion’. See staff research paper prepared
by John Revesz of the Productivity Commissibiade Related Aspects of Intellectual Property Rights,
1999, pp. 15-16.
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There are also important exceptions to the rights of copyright owners. For example, fair
dealing provisions and/or compulsory licences are contained in the copyright regime to
ensure appropriate access to material for a range of social policy reasons.

As in other areas of IP, the key to copyright reform is to set the level of the exclusive right
granted by the statute so the interests of producers and consumers are both maximised.*

Some technological developments have made it increasingly easy (and inexpensive) to copy
works resulting from the intellectual or creative efforts by others, without paying any
royalties for the privilege. This has been demonstrated recently in well-publicised cases
concerning the (unauthorised) dissemination of digitised music via the Internet as MP3 files,
which are copied without licence from—and without remuneration to—the copyright owners.
It has been estimated that as many as 10 000 files per second are being copied in this way.”
‘Sharing’ of copyright material by this mechanism is not limited to music files, but extends
to other copyright works.” Copyright enforcement is increasingly challenging in this

new environment.

However, while digital technology does in some instances, and in some ways, shift the
balance of power against copyright owners and in favour of users (or infringers), it also
creates new weapons to detect infringement, and assists in proof of infringement through use
of rights management protection measures such as watermarking or encryption.” For
example, hundreds of piracy sites have been identified since Microsoft began using search
software that locates illegal computer programs being offered on the World Wide Web.*

One commentator has opined in the New York Times:

From the viewpoint of economic policy, the critical thing is to set up a legal
environment that provides sufficient incentives to the various parties to create and
distribute creative work. There is no requirement that the law should try to preserve
current ways of conducting business. Indeed, the rewards should go to those
companies, incumbents or entrepreneurs, that take the risk of experimentation to find
the models that fully realize the potential of new technologies.”

2 Office of Regulatory ReviewAn Economic Analysis of Copyright Refo®ubmission to Copyright Law
Review Committee’s (CLRC) review of the Copyright Act, 1995, (attachment to Interim Report
Submission 47), p. 1

2 Judge Patel stated in a 45-page document filed with the Court of Appeals (explaining why she imposed a
preliminary injunction against Napster) that there was ‘statistical evidence of massive unauthorised
downloading and uploading of plaintiffs’ copyrighted works, as many as 10 000 per second'—as
reported in E. Wehede, ‘Napster Dances as Tunes Hlag’ Australian29 August 2000, p. 48.

2 There is growing concern regarding the sharing of needlepoint and cross stitch designs via scanning and
uploading onto the Internet: see Mills M ‘Piggies pinching patte@ahberra Times28 August 2000,

p. 12; Mills M ‘The rise of pattern poacher¥he Guardian23 August 2000.

2 American Bar Association (ABA)Ychieving Legal and Business Order in Cyberspace: A Report on
Global Jurisdiction Issues Created by the Interpegview report for discussion at 17 July 2000 London
session of the ABA annual meeting, available at http://www.kentlaw.edu/cyberlaw/docs/drafts/draft.rtf
and also at http://www.abanet.org/buslaw/cyber/initiatives/jurisdiction.html.

2 ‘Microsoft finds pirate software sites’, 3 August 2000, Canadian Press
http://www.globetechnology.com/archive/gam/News/20000803/RMICR.html; and
http://www.ottawacitizen.com/hightech/000803/4524848.html

% Varian, H., ‘Internet Changes the Economics of Information Industh&siy York Time7 July 2000
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Are there alternate means to address problems including
non-legislative means?

The effects of a legislative system of IP rights need to be gauged relative to available
alternatives.

One commentator, Christopher Whitelaw, suggests there are four main approaches for
resolving copyright protection issues being raised by digital communications: new laws; new
contractual arrangements; new collective management regimes; and new technological
solutions.” Whitelaw suggests that to address these issues effectively, there needs to be a
high degree of global unity in developing appropriate solutions. Recognising this fact, WIPO
was motivated to initiate revision of international copyright standards by updating the

Berne Convention.”

Without a statutory system of protection, investors in copyright would have to rely on
contractual mechanisms to protect their interests. To some extent this occurs already and a
further move from copyright to contract seems well underway.

With new technologies such as the Internet, it is becoming possible to protect material from
unauthorised copying through instantaneous contractual agreements between the publisher
and user. Although these may be termed ‘licence’ agreements, they often appear to be more
in the nature of ‘access’ agreements. For example, to gain access to a file, the user may agree
to certain conditions. These terms may prohibit reproduction or further dissemination of the
material, or other limitations imposed by the publisher/ provider. This is known as ‘click
wrapping’, and the rules are claimed to be similar to those that apply for ‘shrink wrap’
licences—i.e. licence agreements that impose terms on the use of CDs or software

within plastic shrink wrap surrounding the product, binding once the consumer breaks the
packaging sedt.

There are shortcomings using contractual mechanisms (private ‘information licences’) rather
than copyright as a means of protection:

» first, they are deficient in that they bind only the parties to the agreement, and not third
parties who may come across the material; * and

* second, they may exclude public interest provisions of copyright law, so that the ideas
and data actually contained within the copyright-protected material cannot be copied or
used; where statutory provisions do not provide otherwise, the terms may also exclude

2% Christopher Whitelaw, ‘Copyright and the Internet—an appraisal of the Government’s digital agenda
reforms’, Intellectual Property Law Bulletiriol 12:9, April 2000, p. 93

21 Ibid

2 ‘Purchasers’ are said to be bound by the terms, having had notice of them. By removing the shrink wrap,

the purchaser agrees to be bound by the licence terms. Similarly, a user clicking a button agrees to be
bound by licence or access terms. However, this is not without complication. In Australia such terms
could not exclude certain warranties nor could they impose ‘unconscionable’ terms undadée
Practices Act 1974.

2 Although the party to the original agreement (user) might be sued for breach of his or her agreement in
providing access to the material to a third party, the law of privity of contract necessitates that the third
party could not be bound by terms to which they have not specifically agreed.
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other fair dealing provisions contained in the copyright regime to ensure appropriate
access to material for a range of economic and social policy reasons.

In many areas of technology, and particularly those where copying or reverse engineering are
relatively easy, such contractual restraints could not provide adequate protection. Without a
system of protection, the only benefit a creator could enjoy would be lead-time in a market,
before others tapped in to copy the work as free riders on the creator’s investment.

Even in areas where contractual mechanisms could be effective, they are unlikely to be
efficient. Social costs would almost certainly be higher under such arrangements than they
are under the current legislative scheme. The Productivity Commission has pointed out that
such contractual agreements are only effective for information that is of limited initial
distribution. As distribution increases, transaction costs of formulating contracts rise and the
potential for undetected breaches increases.™

Landes and Posner have considered what might happen without copyright protection, and
concluded that there may be a shift toward production of works that are difficult to copy
(e.g. via encryption techniques). Authors might be more inclined to circulate work privately
(compromising the free flow of ideas), and there might be an increase in the use of
contractual means to restrict copying (which may be on more restrictive terms than provided
for in the Copyright Act).”’ There are possible constitutional impediments that may prevent
abolition of statutory protection for copyright, where to do so would amount to an
extinguishment of property rights without compensation.** Additional restrictions on any
winding back of copyright arise from Australia’s international obligations.

Overall, copyright protection may in fact have a more important role in preventing market
disorganisation than patents, given the vulnerability of most copyright material to easy
duplication.” Moreover, the scope copyright protection affords for carefully defining the
scope of rights, in ways that reflect wider economic and social concerns, makes the
preservation of an efficient and effective statutory copyright system all the more crucial. As a
result, the Committee does not consider there are effective non-statutory alternatives to the
current copyright system.

International obligations

One objective of copyright law is to ensure that Australia meets its obligations under
international law to provide copyright protection, and so protect its broader trading interests.
Two important international agreements dealing with copyright (as well as other IP rights) are:

* the 1967 Convention Establishing the World Intellectual Property Organization
(WIPO Convention); and

% Office of Regulation ReviewAn Economic Analysis of Copyright Refoi®ubmission by the Office of
Regulation Review to CLRC, Canberra 1995, (Attachment to Issues Paper Submission 47), p. 45

3 Landes W and Posner R ‘An Economic Analysis of Copyright Law’ 1989 18¢f)Legal Studp. 325

32 That issue has been addressed briefly in Office of Regulation R&vieiaconomic Analysis of
Copyright ReformSubmission by the Office of Regulation Review to CLRC, Canberra 1995,
(Attachment to Issues Paper Submission 47) pp. 53—4. It seems that until the issue is tested by the High
Court, it is unclear whether the Commonwealth could remove the proprietary grant of copyright
protection without compensating a prior copyright owner on just tehias.p. 54.

3 Revesz Jrade Related Aspects of Intellectual Property Rigitesf research paper, Productivity
Commission, 1999, p. 35
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» the Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS),
a World Trade Organization (WTO) Agreement, which came into effect on
1 January 1995.

TRIPS
The most significant elements contained in TRIPS in relation to copyright are:

* the minimum copyright protection term for sound recordings and performances which is
50 years (from the date of recording) and 20 years for broadcasts; and

» the requirement that computer programs and databases be protected by copyright and, in
the case of computer programs, that they receive the level of copyright protection
accorded to literary works.

There is also a requirement to protect integrated circuit layout designs for at least 10 years.
The means by which this protection is accorded is at the discretion of the respective
countries.

To a large extent, the rights provided for in these instruments relating to copyright are fully
protected in Australia by the Copyright Act 1968.

Rather than being protected under the Copyright Act, circuit layouts are afforded a sui
generis protection under the Circuit Layouts Act 1989, which is discussed elsewhere in this
report.

WIPO Internet treaties

There are two other relevant treaties to which Australia is not yet a signatory, commonly
known as the ‘Internet treaties’. These treaties are yet to be ratified by the at least 30
countries needed for them to come into force. Although Australia has not yet signed these
treaties, Government statements have been broadly supportive of their aims. Central to the
treaties is the ‘digital agenda’ and an effort to bring international copyright standards into the
new technological age. Rather than being stand-alone treaties, they update the Berne
Convention, the Rome Convention and the TRIPS agreement.

WIPO Copyright Treaty (WCT)
The WCT was adopted by the Diplomatic Conference on 20 December 1996.*

The preamble to the WCT highlights the need to ‘provide adequate solutions to the questions
raised by new economic, social, cultural and technological developments’.

It mentions two subject matters: computer programs (in whatever form); and compilations of
data or other material (databases) which, by reason of the selection or arrangement of their
contents, constitute intellectual creations. The WCT deals with three rights of authors:
distribution; rental; and communication to the public (including the Internet).

34 WIPO CRNR/DC/94 (23 December 1996) (‘WIPO Copyright Treaty’),
http://www.wipo.int/eng/diplconf/distrib/94dc.htm.
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With the WIPO Performances and Phonograms Treaty (WPPT), it introduces new obligations
to prohibit circumvention of technological measures (such as encryption) used to protect
copyright and related rights, and to prohibit tampering with rights management information
(such as watermarks). In addition, the WCT requires contracting states to comply with the
substantive provisions of the 1971 (Paris) Act of the Berne Convention.

WIPO Performances and Phonograms Treaty (WPPT)

The WPPT was also adopted by the Diplomatic Conference on 20 December 1996.* The
Commonwealth Government has included at least some of the WPPT’s obligations into
amendments to the Copyright Act. The treaty deals mainly with the IP rights of performers
(singers, musicians, actors etc.) in their fixed, purely aural form (‘phonograms’) and of the
producers of such phonograms. These rights include ‘reproduction’, ‘distribution’, ‘rental’
and ‘making available’. The WPPT also grants economic rights to performers in respect of
their unfixed (live) performances including the rights of broadcasting, communication to the
public and fixation.* For both live and fixed performances, performers are granted moral
rights, including being identified and objecting to any modifications prejudicial to the
performer’s reputation.

Nature of the restrictions on competition

Both IP law and competition policy serve to correct market failure in the pursuit of economic
efficiency. However, tension between the objectives and instruments of the two systems
occurs when the correction of one form of market failure creates another.

Copyright typically confers a far weaker right of exclusion on rights owners than some other
forms of intellectual property rights, notably patents. The fact that copyright does not
preclude or exclude independent creation of functionally similar material, sharply
distinguishes the scope of the right being granted from that awarded under patent law.”’
Conversely, for copyright protection, as compared to patent protection, there are no
formalities involved in obtaining the right, there is no requirement of inventiveness, and there
is a low threshold of originality for the right to be validly held. Copyright is, in other words,
a right that is more readily obtained, but confers far weaker protection than the patent

system provides.

Bearing this in mind, some of the major concerns of competition policy in regard to IP rights
generally, and to the rights conferred by copyright in particular, are the market power that
may result from the granting of such rights, and the detrimental effects that may be caused by
exercising those rights. At its simplest, market power may affect consumers by allowing
prices to be set higher than is needed to secure cost-effective production.

When those prices exclude some consumers who value use of the protected material at more
than its cost of reproduction, social welfare as a whole will be harmed. Further harm may
arise when the protection granted allows IP rights holders to slow or distort innovation.
Under these circumstances, market power will limit the growth of productivity over time.

% WIPO CRNR/DC/95 (23 December 1996), http://www.wipo.int/eng/diplconf/distrib/95dc.htm
% ‘Fixation’ generally refers to the process of reducing the work or subject matter to material form
s SeeCorelli v Gray(1913) 29 TLR 570
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Though these concerns are valid, the delicate balancing of rights in the Copyright Act
reflects an effort to balance the economic rights of authors or creators with the public’s need
for access to information. This balancing inevitably involves imposing some restrictions

on competition.

Some of these restrictions arise from the very rights conferred. For example, restrictions on
adaptations of existing works may impede the free flow of ideas. Restrictions on adaptations
of artistic works may impede artistic ideas.” The Office of Regulatory Review has suggested
that the expansion of education licences and of the fair dealing defences may be one way of
facilitating dissemination of educational material.”

However, the Committee notes that harm to competition should not, and cannot, be inferred
from the mere existence of exclusive rights, such as those conferred by copyright law. The
very protection a copyright holder enjoys may provide the incentive for rivals to invest in
developing alternatives or substitutes—so that the copyright protection, rather than
undermining contestability, stimulates and channels it in directions that can be socially
beneficial.

In addition, and perhaps uniquely in respect of copyright, the exclusive rights granted are
often tempered or qualified by a number of exceptions. These include compulsory licensing
schemes, which effectively prohibit refusal of supply, but instead, compensate the rights
holder with equitable remuneration and also include defences to infringement on public
policy grounds (e.g. fair use of a reasonable portion of material for study or news reporting
where use is not subject to any remuneration to the rights holder).

As a result, the Committee’s overall view is that the Copyright Act, in its provisions, already
takes account of the community’s interest in competitive markets.

However, there are important concerns about restrictions relating to market segmentation. At
issue here are the restrictions on parallel importation, which can give copyright owners
power to control distribution channels within Australia. There are also important concerns
about the actual administration of the copyright system, most notably in relation to
provisions for collecting societies.

In short, this review has identified several areas of potential restriction on competition. These
areas are:

* parallel importing;

* copyright in packaging and labelling;

* copyright term;

» Digital Agenda Act 2000 particularly fair dealing, decompilation and caching;

» crown ownership of copyright;

* broadcast fee price capping;

3 Revesz JTrade Related Aspects of Intellectual Property Rigdttsff research paper, Productivity
Commission, 1999, p. 37

% Office of Regulation ReviewAn Economic Analysis of Copyright Refo®ubmission by the Office of
Regulation Review to CLRC, Canberra
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» statutory licences;
» collecting societies; and

» simplification of the Copyright Act (CLRC Report).

Each will be discussed and analysed separately below, and will incorporate discussion of the
cost-benefit analysis of the rights.

Parallel importation

Introduction

In June 2000, the Committee provided a stand-alone report to the Government addressing the
competition effects of parallel importation restrictions. The following section largely
reproduces our June report, which we believe should be included again here for the sake

of completeness, and to facilitate cross-referencing with other recommendations. In a
dissenting report, one Committee member expresses a contrary view to the majority’s
recommendations.*

Overview

In addressing the issues of parallel importation, the Committee is constrained by the Terms of
Reference. Paragraph 2(a) of the Terms of Reference states that the Committee must have
regard to the determination in the Competition Agreement that legislation restricting
competition should only be retained if the benefits to the community as a whole outweigh the
costs, and if the objectives of the legislation can only be achieved by restricting competition.

With respect to discussion concerning the restrictions on imports in the Copyright Act, the
Committee’s Interim Report took an industry-by-industry approach, rather than dealing with
material as ‘works’ or ‘other subject matter’ as the Copyright Act does. However, the great
difficulty faced in this area is that the boundaries between different sorts of copyright
material are becoming increasingly blurred. Attempts to deal with these industries separately
will simply result in attempts to classify products in different ways by ‘re-badging’ different
forms of material. This merely imposes extra costs in terms of transferring works to another
format without any corresponding social gain. A recent example occurred after parallel
import restrictions were lifted on sound recordings. Some suppliers of sound recordings then
incorporated video material into CDs to rely on the remaining restrictions protecting ‘film’
material against parallel imports. In its Digital Agenda Bill, the Government has also
expressed a policy decision to be technologically neutral in copyright legislation. This report
therefore adopts a more industry-neutral approach where possible.

In the context of the Terms of Reference, the questions asked by the Committee were:

» are parallel importation provisions a core mechanism by which the primary objectives of
the Copyright Act are achieved?;

* do the parallel importation provisions of the Copyright Act amount to a restriction on
competition?;

a See page 73.
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+ if yes, what are the likely costs, benefits and effects of this restriction?; and

» are there alternative means of achieving the objectives of the Copyright Act?

According to the Terms of Reference, if the Committee determined that the parallel
importation provisions of the Copyright Act do, in fact, amount to a restriction on
competition, the provisions should only be retained if:

+ the objectives of the Act can only be achieved by restricting competition in this
manner; and

» the benefits to the community from restricting parallel imports outweigh any costs.

The Committee considered each of these issues, and they are dealt with in our evaluation of
the parallel import restrictions. However, the Committee’s Terms of Reference also require us
to take into account Australia’s international obligations and so these will be considered first,
together with a brief survey of the situation in some other OECD countries.

What is meant by parallel importing and other terms

‘Parallel importation’ provisions allow the use of intellectual property rights to prevent the
importation of goods, which have been put on the market in another country by, or with the
permission of, the intellectual property right owner. Parallel imports are not pirated goods.
Rather, they are genuine goods sold in the country of export with the permission of the
rights holder, but imported by a reseller without the authority of the rights holder in the
country of importation.

The terms ‘piracy’ and ‘counterfeit goods’ are used in a wide sense in the 1994 Agreement on
TRIPS.*" As specified in that agreement:

» ‘counterfeit trademark goods’ shall mean any goods, including packaging, bearing
without authorisation a trademark which is identical to the trademark validly registered in
respect of such goods, or which cannot be distinguished in its essential aspects from such
a trademark, and which thereby infringe the rights of the owner of the trademark in
guestion under the law of the country of importation; and

« ‘pirated copyright goods’ shall mean any goods which are copies made without the
consent of the rights holder or person duly authorised by the rights holder in the country
of production, and which are made directly or indirectly from an article where the making
of that copy would have constituted an infringement of a copyright or related right under
the law of the country of importation.

These categories are not mutually exclusive, as a pirated article may also be a counterfeit in
the sense of being deceptively labelled. Accordingly, the production, importation, distribution
and sale of pirated copies of copyright material may also involve breaches of trade mark
laws, other intellectual property laws (such as those protecting designs) and various
consumer protection laws.

4 TRIPS Agreement, Article 51, footnote 14
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Australia’s international obligations regarding parallel importation

International obligations under TRIPS, CER and other international agreements Australia has
entered into may influence Australia’s policies with respect to parallel importation.

TRIPS

TRIPS does not determine the issue of parallel importation. Rather it allows each WTO
member to regulate parallel imports in the manner it feels appropriate. Article 6 of TRIPS
specifically states that:

... nothing in this Agreement shall be used to address the issue of the exhaustion of
intellectual property rights.

Australia is therefore free to adopt whichever exhaustion model it feels is in the national
interest.

The term ‘exhaustion’ refers to the territorial rights of intellectual property owners after the
first legitimate sale of their intellectual property-protected products. However, other
provisions of the TRIPS Agreement may, to a certain degree, constrain any options for
change in this area. For example, TRIPS requires parties to ensure that appropriate action can
be taken to restrain abuses of intellectual property rights on a case-by-case basis.* This
suggests that although Australia has discretion to provide protection against parallel imports,
fair and equitable protection must also be provided to deal, on a case-by-case basis, with any
undue harm resulting from that prohibition.*

Until recently, the Australian Copyright Act has been based on a system embodying the
principle of ‘national exhaustion’. This means that exhaustion of rights only applies to sales
within Australia and that the rights owner can prevent parallel importation of their product
from a foreign country, where it has been sold either by the rights owner or an authorised
dealer. However, recent amendments to the Act have moved Australia closer to a system of
‘international exhaustion’ in the area of sound recordings. ‘International exhaustion’ means
that the rights owner loses the exclusive privilege of publication after the first legitimate
distribution of the product anywhere in the world, and allows parallel imports from other
jurisdictions to freely enter the market after that point (also referred to as the ‘doctrine of
first sale’).

The ‘exhaustion’ rules are subject to the provisions of non-discrimination, national treatment,
and most favoured nation treatment. Exhaustion rules must therefore be adopted on a
consistent basis, and cannot vary depending on the origin of the product.*

a2 TRIPS Agreement, Arts. 8(2) and 40

4 Australian Law Reform CommissioBgesigns,Report No. 74, 30 June 1995, p. 296

a4 Arts 3, 4 TRIPS Agreement; Art 5 Berne Convention; see also, Cottier T, ‘The WTO System and the
Exhaustion of Rights'Conference on the Exhaustion of Intellectual property Rights and Parallel
Importation. in World TradeGGeneva, 6—7 November 1998, p. 2
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WIPO treaties

The 1996 WIPO °‘Internet treaties’, which Australia is likely to sign, make explicit that
exhaustion of rights is left to each country to decide. In addition, Australia is a signatory to
the Berne Convention, which does not make explicit reference to exhaustion of rights after
first sale or transfer.

Berne Convention

Article 14 of the Berne Convention states that:

Authors of literary works shall have the exclusive right of authorising...the
cinematographic adaptation and reproduction of these works, and the distribution of
the works thus adapted or reproduced...

WIPO Performances and Phonograms Treaty (1996)
Chapter II (Rights of Performers), Article 8 (Right of Distribution), states:

1)  Performers shall enjoy the exclusive right of authorising the making available to
the public of the original and copies of their performances fixed in phonograms
through sale or other transfer of ownership.

2)  Nothing in this Treaty shall affect the freedom of the 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 the ownership
of the original or a copy of the fixed performance with the authorisation of
the performer.

Chapter III (Rights of Producers), Article 11 (Right of Distribution), states:

1) Producers of phonograms shall enjoy the exclusive right of authorising the
making available to the public of the original and copies of their phonograms
through sale or other transfer of ownership.

2)  Nothing in this Treaty shall affect the freedom of the 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 the ownership of
the original or a copy of the phonogram with the authorisation of the producer
of the phonogram.

WIPO Copyright Treaty (1996)

Article 6 (Right of Distribution) states:

1) Authors of literary and artistic works shall enjoy the exclusive right of
authorising the making available to the public of the original and copies of their
performances fixed in phonograms through sale or other transfer of ownership.

2)  Nothing in this Treaty shall affect the freedom of the 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 the ownership of the
original or a copy of the work with the authorisation of the author.
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The New Zealand Australia Closer Economic Relations Trade Agreement (CER)
Agreement

The CER agreement created a WTO Free Trade Area encompassing Australia and

New Zealand. Article 1 of CER states that one of its objectives is to eliminate barriers to
trade between Australia and New Zealand, in a gradual and progressive manner. Article 5
provides that quantitative import restrictions and tariff quotas on all goods originating in the
territory of the other member state shall be progressively liberalised and eliminated.
However, Article 18 of CER provides that the agreement shall not preclude the adoption of
measures necessary to protect intellectual or industrial property rights.

The Committee considered whether Australia’s membership of CER (or indeed, ASEAN)
might influence Australian decisions regarding parallel importation.

In a submission to the Australian Law Reform Commission (ALRC) report Designs, the
New Zealand Ministry of Commerce stated:

...to the extent that the designs legislation of either country contains provisions
concerning parallel importation, the Ministry does not regard these as being
inconsistent with CER providing these provisions ‘are not used as a means of arbitrary
or unjustified discrimination or an unjustified restriction on trade in the free trade
area’™

However, in 1991 the former Australian Trade Practices Commission (now the Australian
Competition and Consumer Commission) recognised:

...in the interests of increased competition and free trade between Australia and New
Zealand, reciprocal amendments could be made to the various IP statutes to provide
that the right to take action in one Member State to prevent importation of an
infringing product will not apply where the product has been placed on the market of
the other Member State by or with the consent of the IP owner.*

A Report to Governments by the Steering Committee of Officials in 1990 considered the
trade implications of IP rights in the context of parallel imports. The Steering Committee
found that provisions preventing parallel imports were potentially a ‘distinct impediment to
trans-Tasman trade’, but noted that the laws of both countries were essentially in harmony.*’
However, since 1998 this has no longer been the case, as New Zealand but not Australia, has
comprehensively repealed parallel import restrictions.

Current provisions in the Copyright Act 1968 relating to parallel importing

Under the Copyright Act, it is generally an infringement of copyright to import an article into
Australia for commercial purposes without the copyright owner’s consent, where the

4 ALRC ReportDesigns, 1995, p. 296, above n 43

a6 Trade Practices CommissidBackground Paper on the Application of the Trade Practices Act to
Intellectual PropertyJuly 1991 paragraph 6.20
47 Trade Practices Commission, above n 46, para 6.21, 1990
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importer knew, or ought reasonably to have known, that if the article had been made by the
importer in Australia it would have infringed copyright.*

In essence, the parallel importation provisions of the Copyright Act allow a copyright owner
or exclusive licensee to control the importation into Australia of copyright material, even if
the products have been lawfully acquired overseas. The restrictions allow rights owners to
separate the world market into self-contained segments to secure the greatest return on the
protected subject matter.

The facts of the leading High Court case in this area provide a useful illustration of the effect
of the parallel importation provisions in the Copyright Act.” In this case, a large bookseller
was selling a range of cookery books for $8.95 each. Competitors were selling the same
books for $16.95. The competitors obtained their copies from the authorised distributor,
whilst the large bookseller had lawfully purchased the books from an American wholesaler.
The High Court found that, as the large bookseller had not obtained a licence to import the
books from the Australian copyright owner, it was therefore in breach of the Copyright Act.”

However, this general prohibition regarding parallel imports has been relaxed for certain
categories of subject matter, and separate regimes have been enacted to govern the book and
sound recording industries. Also excluded from parallel importation control are works and
other subject matter that are ‘accessories’. The general rule against parallel importing still
applies to literary works (other than books), dramatic, musical and artistic works, broadcasts
and cinematograph films.

Books

In 1990 provisions were introduced into the Act to govern ‘non infringing books’ (i.e. those
legitimately manufactured in their country of origin).”' The provisions make a distinction
between whether a book was first published in Australia or overseas. The Act imposes no
restrictions on the importation of books first published in a foreign country.

There has been a partial relaxation of parallel import restrictions for books first published in
Australia. A book is deemed to be ‘first published’ in Australia (defined to include supply™) if
it is published in Australia within 30 days of being published overseas. So, as long as foreign
books are released in the Australian market within 30 days of being published overseas, they
will be deemed to be ‘first published’ in Australia, and parallel import restrictions will apply.

Parallel importation of books first published in Australia is also allowed:

* to provide a single copy for a customer (subject to an undertaking that they will not enter
into commercial dealings with that book);

a8 Copyright Act 1968ss. 37 and 102
49 Seelnterstate Parcel Express Co Pty Ltd v Time-Life International (Nederland§)®\7) 138 CLR
534 (theTime-Lifecase).

50 Note that the position in the Copyright Act regarding the importation of books has altered since the
Time-Lifecase.
51 Copyright Act 1968ss. 44A and 112A. Note that there are some exclusions, such as manuals for

computer software, musical scores and periodicals.
52 Copyright Act 1968 (Commonwealtls),29
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* to provide one or more copies for a non-profit library; and

» to satisfy local orders which have been unfilled for more than 90 days.

Sound recordings

Parallel importation restrictions have been removed for the ‘sound recording’ category of
subject matter under the Copyright Act.”® Copyright will not be infringed by importing into
Australia a ‘non-infringing’ copy of a sound recording.

Section 10AA of the Copyright Act states that a sound recording will be a ‘non-infringing
copy’ only if:

1. the copy is made by, or with the consent of:

* the owner of the copyright in the sound recording in the country in which the copy
was made (‘the copy country’);

» the owner of the copyright in the country in which the original sound recording
was made, if the copy country does not provide copyright protection for sound
recordings; or

» the maker of the sound recording, if there is no copyright protection provided for
sound recordings in either the copy country or the country in which the sound
recording was originally made;

2. the making of a copy does not infringe copyright in the copy country; and

3. the copy country is a party to the Berne Convention, a member of the WTO, and
complies with TRIPS with respect to copyright in literary, dramatic and musical works.

Packaging and labelling

Australia has also enacted legislation to prevent owners of non-copyright products that
incorporate copyright material from using the parallel importation provisions in the
Copyright Act to prevent the importation of competitors’ products.* The legislation applies to
those using copyright material such as artistic works on non-copyright products like
labelling. These changes came into effect on 31 January 2000.

International comparisons of parallel importing of copyright material

New Zealand

The Copyright (Removal of Parallel Importing) Amendment Act 1998 (NZ) has removed the
prohibition on parallel importation in New Zealand for all categories of works and other
subject matter, provided that the conditions in s. 12 (5A) (a) and (b) are met.

58 Copyright Act 1968 (Commonwealtisy.44D and 112D

s The Copyright Amendment Act (No.1) 1988s passed by Parliament on 15 July 1998 but the
commencement of the amendments in Schedule 2 was delayed for 18 months until 31 January 2000. The
amendments in Schedule 2 deal with labelling and packaging and will prevent copyright control over
‘accessories’ being used to stop the parallel importation and sale of legitimate goods. The Government's
intention was that copyright in labelling and packaging should not be used as a back door means of
protecting exclusive distribution arrangements.
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Section 12 (5A) (a) permits parallel importation in most cases where the products are
manufactured by, or with the consent of, the copyright owner in the country in which they
were made.

The New Zealand Government has recently announced an intention to reintroduce some
degree of parallel importation restrictions. The current intention seems to be to prohibit
parallel importing of CDs, videos, films, books and software for up to two years after first
release.” However, legislation to this effect has not, at the time of writing, been introduced.

The United States

The United States maintains stringent parallel importation restrictions in copyright, based on
the concept of national exhaustion. However, in a recent case the United States Supreme
Court distinguished copyrights in things associated with goods (e.g. labels and packages)
from those of the goods themselves (e.g. CDs or books).*

The European Union

It is the policy of the European Commission to move towards a harmonised position of
‘community-wide exhaustion’ in the European Union. This would mean that once an
intellectual property owner places goods on the market within the European Economic Area
(EEA), they cannot prevent the parallel importation of those goods within the EEA. They
can, however, prevent the importation of goods from outside the EEA.

The European Union has adopted Directives related to computer software’” and rental rights.*
These Directives all adopt the principle of community-wide exhaustion. However, the
remainder of copyright rights are at this stage still governed by the copyright legislation of
individual jurisdictions.”

Parallel importing and the objectives of the Copyright Act

Objectives of the Copyright Act 1968

In Australian law copyright has been very much an economic right. The conferring of
property rights over intellectual property is designed to work as an incentive to appropriate
forms of investment in creative endeavour. Where the incentive to create is not served by
copyright protection, the justification for that protection must be questioned.

5 Sir Michael Hardie BoysSpeech from the Thror®d December 1999, available at
http://www.labour.org.nz/MediaCentre1l/Speeches/991221.html

56 Quality King Distributors Inc v L’Anza Research International 18 S. Ct. 1125 (1998)

57 Council Directive 91/250 on the Legal Protection of Computer Programs

58 Council Directive 92/100 on Rental Rights and Lending Rights and Certain Rights related to Copyright
in the Field of Intellectual Property

59 For a further discussion see NormarPatallel Imports from Non-EEA member states: The Vision
Remains Uncleaf2000] 22(4) EIPR 159.
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Do restrictions on parallel importing promote the core aims of
the Copyright Act?

The rights of the copyright owner include the right to prevent the reproduction (and in some
contexts communication) of the material form of copyright material. The restrictions on
parallel importing are unusual in that they attempt to restrict the trade in goods embodying
the copyright work or other subject matter.

The core rights of copyright creators and owners do not necessarily require restrictions on
importation of copyright material, nor is it required by Australia’s international obligations.
However, there is much argument as to how the restrictions on parallel importing affect the
economic incentives arising from, and the overall effects of, the copyright system.

Arguments put to the Commaittee

Economic incentives to create

It was put to the Committee that lifting restrictions on parallel importing would reduce the
incentives for copyright owners to invest in creative effort. This is claimed to occur mainly
because the restrictions facilitate territorial price discrimination and may increase the returns
accruing to rights owners.

As against this, the ACCC argues that:

Legislative restrictions on parallel importing are not justified by the traditional free
rider concerns relating to intellectual property. These relate to the sphere of
production, protecting IP property owners from unauthorised reproduction. By
contrast, restrictions on parallel imports extend IP into the sphere of distribution.
While legislative restrictions on imports of pirate and counterfeit goods are a
necessary adjunct to restrictions on reproduction, restrictions on imports of goods
legally marketed cannot be justified. While free riding may occur in the sphere of
distribution, for example on marketing and promotional investments or on pre and
after sales service, this is nothing unique to, nor even a necessary feature of,
intellectual property.®

The ACCC also argues that the existence of parallel importation restrictions may in fact
impact detrimentally on competition in Australia:

Parallel import restrictions grant a ‘monopoly’ or exclusive right to import to

IP owners. By preventing international arbitrage, these import monopolies may be used
to support international price discrimination by firms with market power (either
unilateral or coordinated market power). Indeed, the very existence of these exclusive
rights tends to create a climate conducive to coordination rather than competition,
since IP owners know they are not constrained by import competition.

60 Issues Paper Submission 53, p. 4
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It should be emphasised that restrictions on parallel imports do nothing to protect
domestic industry, they simply provide the domestic rights holder with an exclusive
right to import.

Whether they choose to invest and manufacture domestically are separate decisions
which will be influenced by factors such as the likely international returns from
investing in local R&D and the costs of local vs off shore manufacturing.®'

The ACCC presented the view that problems such as free riding in markets should be tackled
through specific contractual arrangements, rather than by embodying geographical restraints
in the Copyright Act. In the Commission’s view, if these arrangements are likely to
contravene the Trade Practices Act, their specific costs and benefits to the community can

be considered under the processes of authorisation and notification.

The ACCC'’s views are supported by the Final Report to the Committee on International
Trade Law of the International Law Association on the Subject of Parallel Importation:*

...elimination of barriers to the movement of goods and services across and within
national boundaries is beneficial to global economic welfare because this encourages
specialisation and efficiency in production and distribution, and results in an increased
output of goods and services.

In the Journal of International Economic Law, F. Abbott argues that rules restricting parallel
importation are susceptible to use as a cover for unjustifiable price discrimination: ‘It remains
to be explained why software developers should not be required to face price competition in
international markets as other producers, and to charge a price that allows them a reasonable
rate of return across all markets, even if this means reducing prices in developed country
markets’.”

‘Rules prohibiting parallel importation are non-tariff barriers to trade that are inconsistent
with basic WTO principles. They should be prohibited, absent of showing that they serve a
social welfare purpose that outweighs their trade-restricting effect. The vertical territorial
allocation of distribution markets by intellectual property rights owners can be accomplished
by significantly less trade restrictive means.’®

However, Barfield and Groombridge® state in response to Abbott that restrictions on parallel
imports can be a cover for unjustifiable price discrimination:

Two factors mitigate against this concern:

1. price discrimination does not necessarily decrease consumer welfare,; and

2. the possibility of abusive price-discrimination must be weighed against the pro-
competitive benefits conferred by allowing companies to control parallel
imports.*

o1 Issues Paper Submission 53, p. 5

62 Abbott F,Journal of International Economic La{#998) 607-636 OUP, p. 611
6 Abbott F, above n 62, p. 627
o4 Abbott F, above n 62, p. 635

o Barfield & Groombridge, ‘The Economic Case for Copyright Owner Control Over Parallel Imports’, Vol
1(6) The Journal of World Intellectual Proper@ctober 1998 pp. 1-37
% Ibid p. 4
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There are four strong reasons why national governments and international agreements
such as TRIPS should codify the legality of restrictions on parallel imports rather than
rely on private contractual enforcement of contractual vertical restraints:

1. legal structures of some developing countries make it difficult/impossible to
enforce contracts privately;

2. there are difficulties in tracing the source of parallel imports and hence the
party in breach of the contract;

3. globalisation is not a reality at the present,; and

4. the ineffectiveness of contractual remedies.”
Likewise, the WIPO International Bureau has opined:

The theory of international exhaustion does not take into account a well-established
principle of competition law... namely, the principle that the ‘vertical’ exercise of
exclusive intellectual property rights— such as the licensing of distribution rights by
the author or other owner of copyright to different persons in different countries—does
not constitute anti-competitive activity ... The principle of territoriality provides security
for the chain of authorisations that permit [an] orderly supply of copies for
international distribution.®

Adoption of rules allowing international exhaustion would result in copyright owners
losing ‘one of the main forms of exploitation of their works, with a double result of
increasing piracy and undermining the resources for important creative elements of the
cultural and information industries and, as an inevitable consequence, a decrease in the
supply of new works.” ©

The CLRC found (in 1988) that repeal of the parallel importation provisions in the Copyright
Act would have a detrimental effect on Australian manufacture, technical know-how and
consumer back-up services. The CLRC also reached the conclusion that the restrictions do
provide very real protection and benefit to authors whose work is internationally distributed.
It was also seen as important for Australia to maintain its position in relation to other nations
with similar copyright laws.”

Prices and availability

The motion picture and video games industries argue that Australia already has
comparatively lower prices compared to countries elsewhere in the world. Although the
United States has slightly cheaper products, this is often explained by the fact that it is less

o7 Ibid pp. 32-3

6 WIPO Questions Concerning Possible Protocol to the Berne Conveldgmnorandum by the
International Bureau: Part Ill, New Items, Geneva, 12 March 1993 pp. 9-10

6 Ibid

7 Summary of Copyright Law Review Committee’s repdtie Importation Provisions of the Copyright
Act, September 1988, as taken from Lahdnégllectual PropertyButterworths [34,570]
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expensive to produce products in NTSC format (used in North America) than in PAL format
(used in Australia).”" Australian Visual Software Distributors Association Ltd (AVSDA) has
summarised this argument:

We do not believe that the benefit which could be expected from such a change—lower
prices—will occur through the importation of legitimate product. Further, the hoped for
benefits of lower prices from allowing parallel imports are likely to be minimal at best.
Australia already has low prices for video and video games by world standards... The
importation of legitimate product through other channels will not change this.”

AVSDA expressed concern at the Interim Report’s apparent reliance on the views of the
ACCC with respect to price, and asserted that the discussion by the ACCC of pricing issues
is incomplete and flawed.” International pricing comparisons provided to the Committee
claim to support the submission that prices for games software compare favourably in
Australia with the United Kingdom (32 per cent cheaper) and the United States (only seven
per cent more expensive), and the price of video rental is lower in Australia than in both the
United Kingdom and the United States, giving overall ‘low prices by international standards’.

In its Issues Paper Submission, Text Publishing argued that the Australian market is
effectively open now, with the exception of bestselling and Australian-originated titles. This
is a critical point because it is precisely titles which fit both these categories which
independent Australian publishers are in the business of finding...The current regime thus
provides an incentive for internationally focussed Australian publishers to price their
Australian editions competitively while also providing them with the same protection of
territorial copyright that British and American publishers have.’™

‘It is reasonable to conclude that the effectively open market which we now have has
permitted Australian publishers to flourish because the 30-day rule allows them to compete
on equal terms with foreign publishers. It has permitted them to flourish not because they
have resorted to publishing books without export potential but because they have used the
fact of territorial copyright to increase their revenue by selling rights which in turn has
allowed them vigorously to compete for new Australian writers.””

The Australian Publishers Association (APA) argues that ‘the book industry is different
from other intellectual property industries with regard to the large number of players,
competitive pricing, ready availability of overseas titles from the Internet, and range of titles
in retail outlets.’”

According to this submission, the present situation, in place for the last decade with respect
to books (the 30/90 day rule), means the market is effectively open ‘with the exception of
bestselling and Australian-originated titles.”” It is argued that this gives the right balance of
competition and protection. The incentive provided by the 30/90 day rule to ‘act quickly’

n Issues Paper Submission 45, p. 5

72 Issues Paper Submission 45, p. 3

7 Interim Report Submission 32, pp. 2—4
“ Issues Paper Submission 25, pp. 14-16
7 Issues Paper Submission 25, pp. 17-18
7 Issues Paper Submission 56, p. 2

77 Interim Report Submission 13, p. 7
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means that Australian consumers get overseas titles speedily. The APA™ argues that the
‘development of Australia as a separate territory for copyright purposes gave the major
international publishers the confidence to invest in the development of local publishing
infrastructure(s)’. The APA also stated that there are adequate natural market forces to
protect Australian consumers from excessive pricing by vendors, and that there is no need
for amendment to a policy and practice that has proven its worth to publishers, retailers
and consumers.

On the other hand, the ACCC rejects arguments that prices for copyright goods in Australia
are significantly lower than those overseas. The ACCC points out that the former Prices
Surveillance Authority examined the effect of restrictions on parallel imports on relative
prices in Australia and overseas for books, recorded music, computer software and farm
chemicals, and found that Australia has suffered from significantly higher prices for each of
these products compared with markets in Europe and North America, as well as problems of
limited range and slow release of new product in some markets.”

The Australian Digital Alliance (ADA) also support the removal of parallel importation
restrictions from the Copyright Act, where the benefits of wider range, access and cost
differentials of information products are of value to the community.* However, it argues that
this should be done without causing a significant adverse effect to the legitimate interests

of owners."

Australia’s e-commerce industry has expressed significant opposition to parallel import
restrictions. Various representatives argue that restrictions on parallel imports prevent
Australian retailers from obtaining goods at the same price as their competitors, inhibiting
their online competitiveness. For example, Software Engineering Australia states that:

In order for Australian e-commerce retailers to be able to offer products at prices
which are competitive with those offered by e-commerce retailers overseas, Australian
e-commerce retailers will need to be able to purchase goods at the lowest possible
price. At the moment, the restrictions on parallel importation prevents this from
occurring. Australian e-commerce retailers are forced to buy through licensed
distributors within Australia, and must on-sell on the basis of the price charged by this
distributor...Lifting the prohibition on parallel importation in Australia’s intellectual
property legislation would enable Australian e-commerce retailers to overcome the
current hurdles of price and availability, and negotiate for the direct importation into
Australia of a wider range of products for resale both domestically and internationally
at a cheaper price online.”

e Interim Report Submission 29, p. 3

7 Interim Report Submission 29, p. 5

& Issues Paper Submission 32, p. 3; Interim Report Submission 17, p. 1-2
8l Issues Paper Submission 32, p. 7
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Remainders

It was also argued that Australian book publishers would be vulnerable to remaindered
foreign editions (from which the author either derives a minuscule royalty or no royalty at
all) being sold in Australia at heavily discounted prices.®

The remainder market is not large in Australia, but it is nonetheless argued that this practice
would directly impact on independent Australian publishing companies.* In a submission
regarding the interim report, Text Publishing re-emphasised the point that the parallel
importation provisions at present are appropriate for Australian book publishers ‘who are
successfully participating in a globalised industry.’® The submission claims that at some
stage in the next year, Text Publishing’s sales of its books in print outside Australia will be
greater than the value of the original domestic editions. This printing of books outside
Australia will arguably expose the Australian domestic market to the threat of imported
books ‘to capture the market which the Australian publisher created in the first instance. The
Australian publisher has no ability to control how many copies of the book the foreign
publisher will make, at what discount the foreign publisher will sell, to whom the foreign
publisher will sell in the foreign territory, and how many copies will remain unsold or will be
returned.’® The apprehension is that the cost of production in Australia will be higher, and
that cheap imports will soak up the market presently satisfied by the more expensive
Australian-produced books—the only publications on which Australian authors receive
royalties and publishers receive returns on their investment. (This is despite the fact that
‘book prices have fallen dramatically in Australia’ since the introduction of the 30/90 day
rule in 1991).

Publishers said it was not possible for the Australian rights holder to negotiate a contract
price for the book with the overseas publisher, to reflect the expected return to the overseas
purchaser. Contractual arrangements with the overseas publisher would not be effective in
controlling wholesalers and remainder dealers, who would swamp the Australian market with
cheap imports if the 30/90 day rule is changed. Indeed, it was alleged that United States
publishers will probably ‘overprint’ in order to capture a significant part of the Australian
market.”” It would appear that Australian books are not remaindered as quickly as books in
the United States, and so the remainder market there would kick in before the useful
commercial life of a book was over. Naturally, the Australian rights holder has no capacity to
delay the sale of the rights or the overseas publication of the book until the local product has
satisfied the domestic market.

Local publishing activity would, according to Text Publishing, be eroded if parallel import
restrictions on books are removed.

However, the submission then seems to reject the notion that it is important to protect local
cultural endeavour: ‘Australian publishers do not want to be preserved, as if they were some
kind of threatened species’.*

8 Issues Paper Submission 25, pp 8-9; Issues Paper Submission 56, pp. 2—3; Interim Report Submission
13,p. 5

o Issues Paper Submission 25, p. 9

8 Interim Report Submission 13, p. 2
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The APA identifies a number of community benefits associated with the present regime.*
These benefits are said to include: increased amount of printing in Australia with
consequently greater employment; encouragement to invest in local publishing; optimisation
of price and availability; and the capacity of the protected local publisher to find export
markets.

On the point of whether the objectives can be achieved by some alternative means
(contractual instead of enshrined in legislation) the Text Publishing submission put the view
that the ‘Committee is effectively arguing that the law should be changed so that things can
stay the same’ and that this is just ‘nonsense’ *. Apart from which, it argues that is not
possible to effect contractually the territoriality presently allowed for and, even if it was,
‘there is a profound contradiction at the heart of the Committee’s argument™' since a non-
legislative means of producing territoriality in the market place might be illegal under the
Trade Practices Act, so the Committee’s encouragement to act through contracts might
amount to encouraging anti-competitive behaviour.

Marketing and service

In its issues paper submission, IBM states: ‘Parallel importation of hardware and software
will disadvantage local businesses and consumers. Local distributors and retailers will find
that parallel imported products undermine their marketing and sales efforts. Then when
consumers buy those products, service and support may not be available for them.
Furthermore, consumers may not know at the time of purchase that their product will not be
properly supported.’”

In a subsequent submission pointing out the difficulties faced in an open market, IBM
reasserted its support for the maintenance of parallel import restrictions for software.
Arguments in favour of retaining parallel import restrictions include that consumers need
authorised dealers to provide support for products, and failure to provide this support would
dilute the goodwill associated with a successful developer such as IBM. IBM argues that it is
difficult to enforce product standards in a service industry, and technology tends to outpace
the setting of standards, so self-enforcement through restricting imports is a better alternative.
Even a large corporation like IBM would find it difficult, expensive and probably ineffective
to rely on contractual or technological means of controlling the flow of goods into Australia.

The Motion Picture Association said that parallel importing restrictions were necessary to
maintain the industry’s ‘windows’ marketing system, enabling the release of a particular
movie in different formats for different distribution channels (cinema, rental, direct sale as
film, VHS or DVD) across the global market to maximise returns.

According to the Motion Picture Association:

The sequential ‘window’ marketing structure means that a parallel importer can
seriously damage the business of a local licensed distributor and of retailers deriving
rights from that distributor, disrupting the timing of the motion picture’s distribution at

8 Interim Report Submission 29, p. 7
%0 Interim Report Submission 13, p. 9
ol Interim Report Submission 13, p. 9
o2 Issues Paper Submission 50, p. 8
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all levels, by trading on its premature availability on video. For example, video
versions of an audiovisual work distributed by parallel importers actually may precede
the release of the work in local cinemas or the local release dates for licensed video
outlets that do not parallel import. The theatrical exhibition of motion pictures is likely
to be adversely affected, as is the (later) legitimate video release.

The availability of parallel-imported videos also may inhibit the growth of such new
services as Pay TV, again due to international timing differences in the sequential
marketing ‘windows’ of cinema, video and television...Parallel importers also harm
local competition by acting as free riders; for example, by distributing video copies
during release to cinemas, they benefit from the advertising efforts of local theatrical
distributors, while reducing legitimate theatrical revenues.”

Arguments have also been raised in public consultations and written submissions that the
development of the Internet may mean the parallel importation debate becomes irrelevant due
to technological developments for distribution and access. Professor William Caelli suggests
that the impact of global electronic commerce makes, or soon will make, much of the
discussion about parallel importation irrelevant to the consumer.”

The ADA states that distribution of material over the Internet is challenging traditional trade
barriers and creating new market forces in disseminating creative innovation in copyrighted
works. Competition policy and the wider public interest support the diversification of
markets through parallel importation.”

Censorship

AVSDA argues that the parallel importation restrictions in the Copyright Act play a direct
role in maintaining an effective classification regime in Australia. It states in its issues paper
submission:

The parallel importation provisions of the Copyright Act also have a direct impact on
the effective operation of the Classification regime. Changes to the current system
would remove the means to most effectively ensure compliance with the censorship
requirements through the cooperation of the established distributors who have a long
term vested interest in compliance with the legal requirements.”

Although the paragraph above appeared in the interim report, the Committee was criticised
by AVSDA for failing to ‘address the issue of censorship’, and it is therefore worth setting
out the arguments in more detail here.

According to AVSDA, censorship in Australia is provided through Commonwealth
legislation, which needs State and Territory approval, and thus changes are not usually
achieved quickly. Opening up the importation of computer games or videos would tempt
(and the temptation would be ‘overwhelming’) distributors to ‘bring in material and dispose
of it quickly without resorting to the classification system’ since ‘there would be a reluctance

93 Issues Paper Submission 38, p. 12
o4 Issues Paper Submission 46, p. 3
9 Issues Paper Submission 32, p. 8
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on the part of legitimate importers to submit material because they would be apprehensive
that while their material was progressing through the classification system, another importer
would import the same game, make a quick killing by selling the game illegally and then
skip the market before the classification becomes available.’”’

AVDSA’s argument is that the monopoly over distribution of material produced by the
relevant copyright owners allows policing of censorship classification relating to that
material. Since the industry is so concentrated, all audiovisual material imported is produced
by this small group of ‘majors’. The argument runs that there is material available overseas
that AVSDA believes would be in breach of Australian censorship standards, but is
nonetheless released in Australia (presumably under a different censorship classification from
that used in the market from which parallel imports might be sourced).

Piracy

The Committee noted that, during consultations and in written submissions, there was a
strongly held view that if parallel import restrictions were lifted on copyright goods there
would be a significant increase in the importation of pirated and/or counterfeit goods.

This position is expressed by Microsoft:

The lifting of the parallel importing restrictions in relation to computer software has
the potential to result in a significant increase in the distribution of counterfeit
computer software, at substantial social cost. Piracy continues to be of major concern
to the software industry in Australia. In 1998, losses from software piracy were
estimated to amount to 33% of packaged software sales in Australia, where annual
sales revenue now exceeds $A1 billion. This represents a substantial and serious loss
both to Australia and overseas software publishers and distributors and reduces their
ability to compete effectively in the Australian market for computer software... There
are substantial practical difficulties associated with the detection of copyright
infringement in the computer software industry. The parallel importing restrictions
significantly assist in preventing the distribution of counterfeit software throughout
Australia. The restrictions have the effect of channelling imported software through
recognised distribution arrangements, thereby assisting the Australian Customs
Service in policing the entry of computer software in Australia and in ascertaining the
authenticity of such software. The removal of parallel importing restrictions would
seriously complicate the detection of infringing computer software and would
substantially increase copyright and trade mark enforcement costs. This has

the potential to cause serious harm to the competitive position of the Australian
software industry.*®

The Motion Picture Association (MPA) states:

In Australia, AFVSO [Australian Film and Video Security Office] conducted over
350 investigations of possible piracy in 1998. While the piracy threat has been largely
controlled for a number of years through vigilance in Australia, video cassette piracy

o7 Issues Paper Submission 45, p. 12
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has begun to grow again and VCD piracy—there is no legal VCD distribution in
Australia—continues to grow. In the first half of 1999, AFVSO, working with Australian
authorities, seized more than three times as much pirate material as in the whole of
1998. Without the protection of strong copyright laws in Australia and elsewhere, MPA
and its member companies would have little recourse to protect their substantial
investments in these copyrighted works or to earn any return on those investments.”

AVSDA notes:

The main concern of these industries is that by allowing parallel imports the incidence
of piracy and counterfeit product will increase significantly. It is sometimes argued that
this should be countered by increasing policing and/or penalties. Such an argument
borders on the disingenuous. The law enforcement agencies and the courts simply do
not have the ability or the will to deliver adequate protection...The main reason that
Australia currently has a comparatively low level of piracy and counterfeiting is the
combined effect of the existing parallel importation laws, and the fact that AVSDA
members have funded the policing of illegal activity and court actions to ensure
compliance. Simply raising the penalties for infringement would not be sufficient. The
current regime is the most cost effective way to the community of ensuring that piracy
and counterfeiting are kept at an acceptably low level '

The ACCC presented an alternate view:

Piracy has been the main scare tactic used to deter governments from opening markets
to parallel imports, particularly the markets for recorded music and computer software.
At best, restrictions on parallel imports are a blunt means to clamp down on piracy,
and one which comes with the high costs associated with restrictions on competition.
Piracy should be tackled directly through specific sanctions and internationally through
agreements such as TRIPS, which are now being implemented in Asia and elsewhere.
Furthermore, technological developments are increasingly available to aid in the
prevention of privacy. If pirate product is available, it will enter Australia regardless of
restrictions on parallel imports, but only to the extent that we have the sort of informal
retail sector and culture of acceptance which will facilitate its marketing and
distribution. The Commission submits that this is not a widespread feature of
Australian society and it has seen no evidence that imported piracy has significantly
increased since the market for recorded music was opened up to parallel imports.""

AIC report into parallel importing and CD piracy

In response to the claims expressed regarding potential increases in piracy in the event of
liberalisation of parallel import restrictions, the Committee commissioned the Australian
Institute of Criminology (AIC) to undertake research and prepare an independent report on
the extent and effects of counterfeiting and piracy in the Australian market particularly in
relation to CDs (Appendix 5). The report, Parallel Importing and CD Piracy, mainly
focuses on piracy in regard to CDs but, where appropriate, includes other goods. It addresses
the level of piracy prior to the liberalisation on parallel imports on CDs; the level of piracy
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since the liberalisation on parallel imports of CDs; the possible causes for changes in piracy
levels in CDs and other goods; and considers to what extent the supplementary measures
including the simplified enforcement of pirated material (such as placing the onus of proof on
the importer), have been effective.

The executive summary states:

Prior to liberalisation of parallel importing of CDs in mid-1998, Australia had a
comparatively low level of CD piracy—estimated by industry groups at around 7% of
total sales in 1998 (a rise from around 4% in preceding years). This compares with
levels of around 4% for film piracy and over 30% for business sofiware piracy.

The period since mid-1998 reveals little evidence of the increase in CD piracy
predicted by opponents of liberalisation. Figures supplied by the Australian Customs
Service (ACS), the Australian Federal Police (AFP) and the Director of Public
Prosecution indicate levels of criminal infringement of copyright during 1998—99
roughly in line with previous years.

It may be that insufficient time has elapsed, particularly given the approximately 2 year
time lag for prosecutions, to make a realistic assessment on the basis of these statistics
of the effect of parallel importing liberalisation. This applies equally to the effect of
increased penalties and the ‘reversal of onus of proof” provisions in civil infringement
actions, also introduced as part of the mid-1998 amendments.

However, anecdotal evidence and media reports indicate that factors other than
legislative amendments in Australia may be responsible for an increase in CD piracy
which does eventuate, particularly:

* changes in economic conditions (such as the recent downturn in Asian economies)
and the global enforcement environment within which music piracy operates, and

* technology advances enabling low-cost domestic CD piracy and electronic music
piracy (INTERNET downloading).

The AIC report considers that changes in the level of piracy and counterfeiting in the past
have been attributable as much to advances in technology as to reform of the legislative
framework for intellectual property protection.

The report also comments that while there will always be a proportion of imported CDs that
are pirate copies—and the opportunities for this form of piracy are somewhat increased
(along with penalties) by the liberalised parallel importing regime—the greater danger comes
from new forms of piracy, both domestic and international, via electronic, rather than
physical, transfer.'®

With respect to criminal enforcement aspects, the AIC notes that the liberalisation of parallel
imports must make more difficult the detection of pirated material solely on the basis of
goods descriptions required to be lodged by importers. Under the pre-1998 regime it was

102 Urbas G, Australian Institute of Criminologyarallel Importing and CD Piracyreport prepared for
Intellectual Property and Competition Review Committee, 26 January 2000, p. 1. Available online at:
http://ipcr.gov.au/ipcr/interim/piracy.pdf
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generally known which local distributors were exclusively licensed to import the products of
major multinational record companies. An unauthorised import could therefore be detected
(at least in some cases) by noting that the addresses of consignor and receiver were not those
of a familiar importer. In the liberalised world of parallel importation, this is no longer a
possibility. In this sense, ACS is now more dependent on physical inspection (assisted by
intelligence from industry sources) as the main weapon in its detection strategy.

The AIC report also notes that a significant factor in the police response to allegations of
intellectual property infringement is the perception that such matters are essentially
commercial disputes best resolved through civil litigation. The AFP is quoted in the AIC
report as stating that ‘in the AFP’s experience, the principal practical difficulties encountered
in pursuing criminal prosecutions revolve around establishing and proving issues of fact [in
regard to copyright ownership] rather than law’.

AVSDA criticised the report commissioned by the Committee as having a ‘fundamental flaw’
in that it is based almost solely on information provided by bodies for which copyright
enforcement has a low priority. Furthermore, once imported, the illegal product can be
pirated domestically much more easily using ever-improving technology, and ‘the main
danger will be an even greater domestic piracy rate.’'” As with censorship, the argument is
that identifying legitimate product will become more difficult once the ‘majors’ no longer
control all movement of the material into Australia. AVSDA describes the Committee’s
‘complacent attitude that piracy is not really a problem’ as ‘quite alarming’'*. However, the
Committee recognises that piracy is a real issue—the question is: what is the appropriate way
of dealing with it?

Since submitting our Report on Parallel Importing under the Copyright Act 1968, the
Committee has become aware of reports that software companies are increasingly using
Internet technology themselves to detect and take action on sales of pirate software.'”

Committee evaluation of issues related to parallel imports

The restrictions on parallel importation in the Copyright Act'® provide owners of copyrighted
material exclusive rights to import that material, adding to the set of exclusive rights already
articulated. The Committee has considered whether granting such exclusive rights is justified.
This section, which sets out the conclusions we reached, starts by considering the tests
relevant to assessing these restrictions and then considers the impacts of those restrictions.
On the basis of this analysis, we concluded that it would be in the public interest to repeal
the provisions of the Copyright Act that restrict parallel importation.
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What is the relevant test?

The Committee started from the premise that restrictions on competition need to be justified.
In other words, the Committee, consistent with the National Competition Policy and the
Competition Principles Agreement, accepts that the onus of making a case lies with those
who would prevent, limit, or in other ways restrict, competitive forces from operating.

More specifically, we accept that those who would restrict competition should establish that
the restrictions are in the public interest, rather than merely serving the interests of particular
producers. The Committee believes that this well-established principle—requiring those who
would restrict competition to demonstrate the need to do so—appears to be fully justifiable.

However, experience and analysis amply demonstrates the importance of competition in
promoting efficiency and underpinning prosperous, open economies. It also demonstrates the
frequency with which restrictions on competition, though claimed to serve wider interests,
have been used to confer above normal profits on narrow groups at the expense of the
community. A presumption, albeit a rebuttable one, in favour of competition, is consequently
clearly reasonable.

Such a presumption also places the evidentiary burden on those best placed to demonstrate
the position. The reality is that the benefits from restrictions on competition generally accrue
to concentrated groups, while the costs of these restrictions are spread widely throughout the
community. Given this spreading of costs, it is far more difficult for those adversely affected
by restrictions to organise themselves and present their case, than it is for the direct
beneficiaries to support the restrictions.

As a result, the Committee believes that it is reasonable to expect those who would introduce
or perpetuate restrictions to provide convincing evidence of why the restrictions are in the
public interest.

It follows that the relevant test is whether the material made available to the Committee
establishes that the restrictions these provisions impose on competition confer benefits on the
community that outweigh their costs.

In cases where arguments put to us appeared weak, the Committee actively sought further
information and tried to analyse the arguments in the best light. As a result, we are convinced
that we have provided the differing points of view with a fair and thorough hearing.

What are the objectives being pursued?

In considering the issues, the Committee, in line with its Terms of Reference, was mindful of
the objectives of the legislation.

We note that the Copyright Act 1968 does not itself set out objectives. Nonetheless, we
believe these can be inferred from the history of the protection of intellectual property. More
specifically, intellectual property rights, in the Australian tradition, have the utilitarian
justification of protecting and promoting investment in creative effort to secure, for the
Australian community, gains associated with investment. The protection granted to the results
of creative effort therefore needs to be justified in terms of the positive contribution made to
Australia’s quality of life.
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The Committee therefore believes that the parallel import restrictions granted to owners of
copyright material cannot be justified in terms of some inherent right that attaches to creative
effort. Rather, the restrictions need to be assessed in terms of whether the benefits they may
bring, in improved investment in, and access to the results of, creative efforts, outweigh the
costs they impose. This assessment of the impact of the restrictions needs to include analysis
of the wider costs and benefits associated with those impacts.

In carrying out this assessment, it is important to avoid the assumption that policies which
give more income to owners of copyrighted material are ‘good’, compared to those that give
less. Rather, it is a fundamental premise of the intellectual property system that rights owners
should secure a reward sufficient to ensure socially useful investments in creative effort—but
not more. Providing rights owners with more income than is needed to encourage investment
in creative effort can be as socially harmful as not providing enough income to support
creative effort. Therefore the fact that restrictions on parallel imports increase the rents
flowing to rights owners is not justification in itself—rather, any such increase can only be
legitimate if it also yields wider benefits to the community.

What do restrictions on parallel imports do?

Restrictions on parallel imports allow owners of copyright to rely on the coercive powers of
the Commonwealth in geographically segmenting markets. While this will not always confer
market power on owners of copyright, there are clearly circumstances in which it can. When
no market power is conferred, so that copyright owners cannot price-discriminate
internationally, the restrictions are ineffective. In this case there can be no public policy case
for perpetuating them. The issue then is whether, when restrictions do confer some degree of
market power, the exercise of that power creates benefits to the community which outweigh
the costs of the restrictions.

Australia is a relatively small and somewhat isolated market, which is nonetheless attractive
because per capita incomes are relatively high. Although international comparisons are
difficult, it seems reasonable to assume that Australians are substantial consumers of material
covered by copyright, in all its various forms. The willingness to pay for such material is
likely to be quite high—most notably when compared to markets in poorer parts of the
world. A supplier of such material with some degree of market power, and the ability to
price-discriminate internationally, would likely set higher prices in the Australian market than
elsewhere.

While industry bodies have argued to the contrary, this inference seems to be borne out by
the ACCC’s comparisons of international prices for books, and by the work carried out for
this review by the NZ Institute of Economic Research (Inc.) To the extent that the restrictions
do confer market power on suppliers of copyright material, and allow them to exercise that
power through price discrimination, Australian consumers could be disadvantaged.

Do restrictions on parallel imports confer or enhance market power?

The Committee believes that the restrictions are likely to confer on the owners of
copyrighted material the power to charge higher prices to Australian consumers than would
otherwise be the case.
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In coming to this view, the Committee notes that industries supplying copyrighted material
are relatively concentrated and becoming more so. The publishing industry has experienced
substantial consolidation internationally, as ‘mega-mergers’ have expanded the reach of
major conglomerates. A similar trend is underway in the already concentrated audio-visual
industries, with the convergence of technologies lending further impetus to the process.
Finally, the software industry—particularly in systems and applications that are of greatest
relevance to mass distribution markets—is very highly concentrated, with the claim being
made that at least some important segments of this industry are controlled by a single
enterprise. In each case, there are numerous independent suppliers, for example, independent
book publishers or small production shops in the film industry. It may be that in future, new
technologies will reduce entry barriers and encourage the development of a more competitive
industry structure. But for today and for the foreseeable future, the reality is industries that
are oligopolies domestically and internationally.

Set against this context, it is disingenuous to claim that the extent of competition can be
gauged by the number of copyrighted works on offer—as if each of these works stood in
independent price and quality rivalry with the others. Rather, the activities at issue are best
described as ones in which a relatively small number of suppliers assemble portfolios of
differentiated, partially complementary, partially substitutable products. As with other
differentiated goods industries, producers seek a positioning in product space, with each
producer pricing its product portfolio in such a way as to internalise any gains or losses that
arise from substitution or complementarity among the products comprising that portfolio.
The constraints on each producer’s pricing arise from the portfolios of other producers, rather
than being internal in character.'” The restrictions on parallel imports are likely to relax these
pricing constraints on two levels.

First and most directly, the restrictions free each producer of the threat of arbitrage that
would otherwise come into play if prices in Australia were set materially above, or if
availability in Australia was materially below, the levels prevailing overseas. As a result—
and given that product supply is concentrated, with each product facing a fairly limited set of
independently-priced substitutes—producers are more likely to act in the Australian market
in a way that reflects that market’s relatively high willingness to pay.

Second, this effect will be accentuated by the impact of the restrictions on competition
between firms. Even in relatively concentrated industries, firms can find it difficult to keep
prices at supra-competitive levels if discounts and other forms of price chiselling are difficult
to detect. Where retailers can access low-priced sources of supply, even if only at the margin,

107 The Committee believes it is poor economics to claim that, in and of itself, the existence of many
substitutes for (say) any single book means that the publisher of that book lacks market power. Indeed, a
monopoly producer of books would supply a broad range of books, linked in a chain of substitution.
Equally, a books duopoly would also extensively differentiate its output, though it cannot be said on a
priori grounds whether it would make for more or less product variety. In each case, it would be absurd
to point to the fact that there were substitutes as proof of the absence of market power. Rather, in both
cases, prices would be marked up above the competitive level. To determine whether there was market
power, the issue would be whether there were or could readily be (given any sunk costs that might be
involved in entry) a range of competing portfolios of substitutable products. Here even submissions that
favoured the restrictions on parallel imports pointed to high and rising concentration in the industries
dealing with copyrighted material (see, e.g. interim report submission 52, pp. 4-5). Additionally, the
claim that Australian publishers find it difficult to enter and successfully compete with the major
multinationals (see, e.g. issues paper submission 25, p. 2) hardly points to low entry barriers.
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