INTEHNET lSSHIES

Copynght Llablhty After Gmkster

content. creators in cyberspace. To many
observers, P2P nerworks have threatened the
viability of the entertainment industry by facilitating
unauthorized -duplication of millions of copyrighted
works each day. The industry has consequently
launched an aitack [eaturing statutory reforms, edu-
cational efforts directed at norm transformation, and
litigation targeting both P2P entities and individual
file sharers. ,.

The progeny of the U.S. Supreme Ccmrts decslon
in MGM Studios v. Grokster; a lawsuit by the entertain-

ment industry afmed at shutting down several leading
P2P networks, will determine the copyright systems

ahility to respond to future technological exigencies. -
.. In Grokster the Court unanimously reversed a

Ninth Circuit opinion that had immunized P2P net- .
works from liability on secondary theories of copyright.

infringement for facilitating noninfringing uses. The
popular press immediately hailed the decision as an

unequivocal victory [or the entertainment industry, A

closer look at competing theories of infringement,
however, reveals the decision’s shortcomings in laying

a ternplate for mtellectual property protecnon in the

dlgltal era.
THEUHIES OF SEGHNDABY !.IABlLITY

Two commion law theores of secondary liability—

contributory and vicarious—have traditionally.

assisted content creators in legal battles against those
who develop new techriology that facilitates copyright
infringement: Both theories require that the technol-
ogy enable an underlying act of direct infringement.
Contributory liability attaches when the. defendant

also knows of the infringement and matedally con- -

tributes to-it;. Vicarious liability requires that the

- defendant must directly financially benefit from the.
infringement and have the nght and ablhty to control:-

the 1nfnnger‘s acIJons

he peer-to-peer (P2Pj file-sharing r'évolutiuﬂ'-'
has heightened scrutiny of our intellectual .
‘property tegime and. its ability to protect -

reruns aired orni television,  |ff

- versal City Studios, Inc. v. Sony

- from television.

- America (MPAA), testified

- the existence of potential
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.SUPREME DiREGﬂON SONY V. UNIVERSAL

The 13.5. Supreme Cour first assessed the applicahility - .-

of secondary-liability theories. to modern technology: -
providers more than two decades ago in Sony. Corp. of

Am, v. Universal City Studios, Inc. (464 11.S, 417 (1984).)

In that case, the major motion picture studios sued Sony

for contributary and vicarious copyright infringement
stemming from its development of the Betamax technol- .

ogy: The studios argued that the advent of the Betamax—' "

and, ultimately, the VHS—would devastate both the . 1.+ :
television and motion picture industries by dramatically - .
reducing audiences lor television pmgmnrmng Con-

sumers could simply record - -
programs, especially movie . 5
EARN CREDIT ONLINE
You can’ now earn MCLE

_credlk. without leaving
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and watch them later, (Uni--

Corp. of Am., 480. E Supp.... - : >

429, 466 (D.C. Cal. 1979) " g cion Mcmasé“f‘ﬁr“;‘i?é'é’é‘ié'illi'aﬁs”éi
The studios also contended .. . articles and tests on & range oi toples: -,

that the Betamaxt recording - - o o
features would dilute the -
potential market for film:
rentals by enabling con-
sumers to record movies: .

In 1983 Jack Valenti, -
the president of the Motion : -
Picture Association of:-

before the House of Repre-
sentatives that “the VCR-.
is to the motion picture
industry and the American
public what the Boston
Strangler is to the woman
alone.” The U.S. Supreme.
Court, however, disagreed. - -
- The Court found that.. -

infringing uses should not
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", render particular technology illegal per
s, Specifically, the Court in Soriy barred
liability based on imputed intent to
cause infringement when a “staple article
of commerce” used in m&mgement had

“substantial noninfringing uses.” (Sony,
464 U.S. at 442.) The Court also held -

that constumiers are’ entitled under the
fair use doctrine to' engage in time shift-
mg—recordmg a televised program for
personal and private viewing at an alter-
nate time. Therefore, because the Beta-
‘max possessed significant noninfringing
uses, Sony could not be held liable for
acts famhtated by its technology

THE WAH AGAIHST P2P FILE SHARING -
The entettainment industry’ recent legal

. battles have focused on Internet file shar-
 ing;. The industry. wonits high-profile
- battle agamst the ]eachng first-peneration
- file-sharing systern, Napster: But its suc-

. cess was ephemeral; users - rapidly tumed
to more suphlsucated P2P technology:

. Second-gerieration systems such as Gnu--
. tella, Grokster, and KaZaa have dramati-

- cally expanded the gamut of infringing

- activity. Rather than merely enabling the

 exchange of audio mp3 files as Nap-
- ster did, _these systems also allow users
to swap commercial software, movies,

graphics, and text files. The networks.
have also adopted superior file organiza- -

tion and’ retrieval ‘techniques, enabling

Users: to access copynghted mater:als :

* with greater aglhty R

L Meanwhlle legal enlbrcement against

~ the second—generatmn networks has
grown more arduous; Unlike Napster, the

second-generanon networks use decen-

tralized architectue. Wthout delving too

 deeply into tectinological niceriés, Napster
housed'a centralized index of files on.

servers it owned and opemtecL Asaresul
it could filter the types of files traded
~ on its network. By contrast, on second-
generation networks, indexes are not
maintained on the P2P providers' servers,
Thus, these' systems' have attempted to
shield themselves from liability by preclud-

ing their own abilities to control or mon- -

itor infringing activities on their networks.
. Also, shell corporations that can eas-
ily relocate their systems and operations
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to venues with more favorable laws
now operate many second-gerieraton
networks, Epitomizing the viability of
such legal arbitrage, the Dutch owners
of KaZaa responded to an adverse judg-

ment in the Netherlands by selling their

software and service to the nebulous
Sharman Networks Ltd, A corporation
shrouded under a notorious veil of

. secrecy, Sharman is officially incorpo-
rated in the Scuith Pacific tax haven of -
Vanuaru, which recognizes no copyright -
laws, rendering the enforceability of any |

Judgment: agamst KaZaa in doubt

- THE CIRGUIT SPLIT -

Despite these d1allenges the entertzin-
ment industry has remained undaunted
in seeking legal recourse against second-

generation P2P networks, In 2002 it filed
“suit in the Central District of Calilornia
against the Grokster; StreamCast, and -

KaZaa networks, The delendants eamned.
partial summary judgment absolving
them of secondary liability for acts of

infringement occurting on their net- .

works, and the Ninth Circuit affirmed.

(Metro-Goldwyn-Mayer Studios, Inc, v -

Grolster; Lid, 380 F3d 1154 (9th Cir
2004).) However, the entertainment

~ industry succeeded elsewhere, In 2003
the Seventh Circuit afirnied a lower court -

judgment:- that helped shut down the
Aimster network. (In 1e Aimster Copyright

Litig, 334 E3d 643, 651 (7th Cir. 2003).) .

With the cirenits split in their treatment
of file-sharing technology, the issue was
npe for review in the Gmkster case.

AGTWE IND!I!}EMENT ELUGIDATED

- Most significantly, Metro-Goldwyn-Mayer-

Studios, Inc. v. Grokster; Ltd, (125 5. Ct.

2764 (2003)) establishes paramiéters for -
an active-inducement theory of second-:

ary liability in copyright law. To impose
contributory lability, a court must gen-

“erally find that a defendant intended to-
induce infringement. Sony held that .
courts could not impuie this intent to
manufaciurers of technologies with

“commmercially significant” or “substan-
tial noninfringing uses.” (Sony, 464 U.S.

at 442.) In Grokster the Nmth Circuit
construed Sony as immunizing from:

secondary liability any technology capa-
ble of substantial or commercially vizble -
noninfringing ses, unless the distributor
of that technology had actual knowledge -
of specific instances of infringemens and -
failed to act. (Grolester; 380 F3d at 1160.)

In a vnanimous reversal, the Supreme
Court disagreed with this interpretation of -
Sony. The Court clarified that a defendant
distributing a product used for copyright
infringement faces contributory Liability -
under two circumstances: active induce:
ment to infringe, or developer knowledge
of infringing uses. Active-inducement lia-

- bility attaches if the defendant distributes

a product “with the object of promoting
its use to infringe copyright, as shown by -
clear expression or other affirmative steps °
taken to foster infringement,” regardless
of whether the product is capable of .
commercially significant noninfringing
uses. (Grokster; 125 S. Cr. at 2780.)

- Significantly, under the realfirmed

Sony defense, mere knowledge of poten-
tial or actual infringing uses is insufficient
to establish liability: Absent active induce-
ment to inftinge, liability tigh still attach
to a developer that merely has lknowledge -

- that its product is used for infringing

purposes; however, the product must be
incapable of substantial or commercially
significant noninfringing uses, .- .

- Accarding to the Court, three factual :
considerations rendered “unmistakable”
the Grokster defendants’ “unlawful”

_intent to actively induce infringement.

First, both the creators of Grokster and
StreamCast “voiced the objective that -
recipients use [their programs] 1o downs -
load copyrighted works, and each took
active steps to encouage infringement.”
(Grokster; 125 S. Cr. at 2772,) Specifi- -
cally, the defendants held themselves out
as Napster substitutes, trying to capture-
users of a known source of demand for
copytight infringement. Second, they-

- failed to’ develop any filtering tools ta

reduce rates of infringement on their
networls, Third, the defendants made -
money through advertising. Because
close to 90 percent of volume on the net-
worls involved the unlawful exchange of .
copyrighted works, the defendants' busi-

- ness model thrived on infringement.
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GROKSTER AND ITS DISCONTENTS

Despite much fanfare and Grohster’s

unequivocal embrace of intent as a fac-
. tor in liability; there are several critical:

. shotteomings in the practical import of .
the' decision. Firse, sophisticated tech-"
- nology companies, both in the main--
. -stream and at the legal margins, will -
. respond tg Grokster by assiduously
' avoiding stateménts that courts might -
" read as inducing mﬁmgement To some:.
observers, this aspect of the decision
 provides a blueprint for future technolo-

gists to avert liability, even if their prod-

ucts facilitate substantial infringing uses, .-

Withiout better legal guidarice, it is

. also unclear what - types of statemenis
- constitute inducement. For example,
Grokster calls into quesnon the continued.

.' “viability of a number of recent advemsmg

camipaigns, including Apple “Rip. Mix.

Bum.” slogan.’ Additionally, a company

might market & product it believes facili- -

tates fair use of copyrighted works by its

consurmers. But if that use is ultimately
deemed unfair, it is unclear whether thar
companys staternents amount to induce--

ment, or whether a good faith beliel in a

products fair use capacity shields its cre-.

ator {nmi connibutory Iiability? '

.éi'c.:h.it'ecture to the 5econdar§—ﬁabﬂifY'

inquixy remains riddled with ambiguity
THE SUUPE OF 30”]"3 SAFE HARBOR

 Grokster applies only to the hrmted:_
sphere of cases il which defendants have

actively induced mfnngement More
often, hovever, cortentious cases will rest

ort & claim of hablhty based not on active’
" inducerient but grounded, like Soriy, ina -
“defendantt knowledge of infringing use.

Yet the. Grokister decision failed to dlarify
several quesl:lons about the ambit of the
Soiny safe harbor, including the avaﬂabﬂlty
of the “substantial noninfringing uses”

defense in. wcanous—hablhty actions anid

the meaning of substantial or commerciaily

* significant under-Sony. In fact, Grokster
leaves uncertain whether noninfiinging -
uses must be actual or probable. Similarly

_unkuown is the amount of time courts

should grant technologies to develop: .
noninfringing uses. The interplay of the

‘magnitudes of mfrmgmg and noninfring-

ing uses also remains in doubt. "

Justice Ruth Bader Ginsburg and joined

by Chief Justice William Rehnquist and - - -
+ . Justice Anthony Kennedy, and the sec- -

. ond written by Justice Stephen Breyer

S{}HUTINIZIHG ARGHITEGTIJRE

Despite acknowledging that the defen-
dants’ failure to develop fltering tools |
bolstered its finding of inducement, the - -

Court in Grokster refused to place an
affirmative duty on defendants to reduce

or minimize use of their products for..

infringing purposes. In language steeped
with caution; the Court wamed that
“[sluch a holding would tread too close
to the Sony safe harbor.” :
The decision therelore appeared to
“teject the Ninth Circuits position in
Grohster—that an inability to control con-
tent on & network, even if that inability
sternis from a technology providers willful
desire to divest ifself of sich contral, is
entirely trrelevant to the liability calculus,
The Cotut dlso re;ected the Seventh Cir-
cuits posmon in Airmister=—that technology
providers categorically cannat tm a blind:
eye toward infiinging activities on their-
networks. But the relevance of network

Cu]ifnrmﬂ anycr T o

and joined By Justices John Paul Stevens

and Sandra Day O'Connor—likely épit-

omize the_ locus of future litigation..
To Ginsburg, the sheer volume of

 infinging uses on P2P nesworks stiggests:,.
T “reasonable prospect that substantial

or commercially significant. noninfring-
ing uses were likely to develop over
time.” (Grokster; 125 S. Ct. at 2786.)

By contrast, to Breyer the Sony hold-
ing precludes liability against Grokster or
StreamCast on any theory beyond active
inducement. Specifically, he contends

that the Sony defense applies to a technol-’

ogy urless it was clear that it would "be
used almost exclusively to infringe copy-
tights.” (Grolister; 125 S. Ct. at 2791.) .

WHITHER THE LEGAL FIGHT?

Although the Supreme Courts recent
pronouncerrent Tesuscitates the enter-
tainment industrys suit against Grokster
and . StreamCast, some observers have

On these points Grokster's two.con-'
curring opinions—the first written by |

qﬁétionéd the valie of this continued
legal assault on P2P networks and their
users, ‘After all, P2P networks have

grown increasingly amorphous and - .'
Judgment-pmof ‘Meanwhile, lawsuits, _
against individual users have generated

hostility toward and bad press for the

industry while providing only mlxed .
tesults in deterrence.. - -

The potential funhty of a contmued. :
legal struggle is also highlighted by the -

realities of techriological  development.

" Tellingly, the technology at issue in
Grohster is already antiquated, and a- -
third generation of P2F networks has =
already emerged, posing riew challenges .
to the legal regime. For example, BitTor- . -
rent has supplanted KaZaa as the worlds

leading P2P network. Unlike many prior

P2P iterations, BitTorrent was developed -~ -
for the express purpose of facilitating =
noninfringing transfers: of information, .

and it operates noticorumercially. More-

over, it has a [ar more decentralized
' architecture than do prévious networks;.
Inlight of these facts, BifTorrents creators - .
appear insulated from liability under the

standards promulgated in’ Grokster:

wake of the Sony decision also suggest

that the entertaimment industry might

enjoy greater success by embracing and

'co'optmg, rather than fighting, emerg-
" ing digital distribution channels. Sony, of

course, paved the way [or the VCR to

enter almost every Americari home. Yet

the parade of horribles vividly portrayed
by Jack Valenti and the MPAA never
came to be: Stdios now derive more
profit from DVD and video rentals and
sales than from theater ticket sales,

On the other hand, the unprece-
dented ease and speed with which

. P2P networks have enabled copyright
" infringement vastly exceed that of any

prior innovation; including the VCR, and
may tender any historical analogy thor-
oughly inapposite. Grokster’s progeny will

 therefore dramatically affect the pace and

scope of technological change as courts
continue the struggle to balance public

rights of access to copyrighted works =

with the copyright owners' interests in

reaping just rewards for creative labors, B
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Economic developments in the




