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TRADEMARK, COPYRIGHT, AND THE INTERNET: TIME TO RETURN Barance TO CrviL

LiTigaTioN
By Ronald D. Coleman*

he law and business of intellectual property are in

upheaval today. Essentially, the concepts that underlay

the conceptual, statutory, and judicial schemas that
govern each of patent, trademark and copyright are rapidly
being overwhelmed by technologies that could not have
been foreseen even half a generation ago, much less when the
roots of the legal doctrines surrounding each of these types
of IP protection and the economic models on which they are
premised took hold. The purpose of this essay is to consider one
of these areas in particular, namely trademark, and to focus in
particular on how developments in copyright arising from the
new digital media have affected this area of law. I argue that a
series of legal developments has turned an area of law historically
meant to shield consumers from non-authentic merchandise
and preserve entrepreneurial investments in “brands” into a
weapon to stifle competition and protect entrenched, inefficient
business models. These developments have taken trademark
law far beyond the language of the Lanham Act, the modern
trademark statute, into a world where judges have not feared
to tread and “make policy” affecting broad areas of economic
activity to Congress’s silent assent.

It is impossible to consider the last decade’s developments
in trademark without understanding what is going on in
copyright. Copyright law is trademark’s “soft IP” cousin and a
frequent source of judicial “borrowing” as new issues arise in
the courts and statutes provide little or no guidance. Copyright
is the area of intellectual property that most directly implicates
constitutional issues of free speech. Congress has also been
far more active in amending the Copyright Act and making
affirmative policy decisions, arguably for political reasons (i.e.,
in response to lobbying), than it has with respect to trademark.
Passage of the Digital Millennium Copyright Act (‘DMCA”),
for example, was not accompanied or followed by a companion
set of “digital” reforms in trademark. The need to do so was not
necessarily obvious at the time, given the policy goals the DMCA
was meant to address, which are beyond the scope of this essay.
Yet courts, conditioned by generations of mainly innocuous
copyright/trademark “borrowing,” have increasingly begun to
look to the DMCA for answers to trademark questions that
Congtess has not given on its own or where Congress’s silence
may more appropriately be weighed as a policy choice—i.e.,
a choice not to extend certain protections given to copyright
owners under the DMCA—rather than a broad statement of
congressional intent respecting IP.

As a matter of first principles, copyright protects the
tangible expression of creativity. The copyright laws are widely
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understood as providing an incentive for the investment of
creative power and resources into such works by assuring
those who make such investments with a high degree of legal
control over their fruits. This neat conception, however, is at
risk of nearly complete obsolescence. This threat to copyright
lies not so much in the claims of a developing critical literature
seeking to undermine this theoretical construct at its core as in
changes no less radical in how creative works are “created” and,
to a far greater degree, how they are distributed both legally
and otherwise.

No one needs to be reminded that media for
communication, expression, and performance are now
ubiquitous. The financial value of many kinds of creative
content once constituting predictable revenue streams,
even without reference to infringement of copyright, has
plummeted. The disappearance of entry costs for publication
and distribution of creative works in digital form, and the
relatively low cost for producing many such works—typified
by online publications such as blogs and other online sources of
news and information—threaten traditional business models.
Industries such as popular music production and promotion and
traditional news media are most vulnerable to these changes.
The second of these business sectors may not even last long
enough to share in either the development or benefits of any
innovative approach to legal rules in copyright.

Moreover, there is growing “demand side” hostility
to copyright enforcement. Digital media’s power to deliver
essentially perfect performances or packages of creative works
at marginally trivial cost is in a battle with the concomitant
“leakage” of that power to consumers, who increasingly and
with or without the aid of middlemen acquire such works for
themselves without compensation to their creators or owners.
Technological fingers in the digital dike—vaunted “new and
improved” forms of DRM, or Digital Rights Management—are
proving increasingly ineffectual in the face of technological
countermeasures and increasing cultural resistance to voluntary
compliance. Copyright stakeholders have been reduced to the
use of bulk litigation campaigns to “tangibly fix” a legal regime
that is less amenable to management than ever, whether by
technical or political means. Yet the series of mass litigation
“campaigns” undertaken by stakeholders in the music and
film industries against college students, children, and grannies
involved in illegal downloading of music and movies has resulted
in varying degrees of legal “success,” and there is an increasing
lack of public support for such efforts, notwithstanding the
seeming clarity of legal rules that apply to such activities.

And innovation there must be. Notwithstanding
their ideological or other predispositions on the matter, the
aforementioned developments suggest to most people working
in the field or closely observing this battle that the traditional
stakeholders—copyright owners—are very likely going to
lose some significant portion of what they right now consider
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inviolably “theirs.” The “supply” and “demand” tug of war is,
perhaps, no better typified than in the mounting controversy
over phenomenal infringement litigation damage awards,
notionally authorized by broad statutory language but bearing
no rational relation to traditional notions of “damages,” defined
as compensation for a harm done by a tortfeasor. And it is in
this area that we can begin to understand the direct effect of
developments in copyright on the increasingly important area
of trademark law.

Under the Copyright Act, statutory damages are, contrary
to popular belief, not intended to be a windfall for the lucky
holder of an infringed copyright. Rather, they are meant to
effect just compensation that bears a reasonable relationship
to compensatory damages that may be difficult or impossible
to prove, albeit with an added consideration—added, but not
disproportionately dominant—of the need to deter future
infringement.

In determining the measure of statutory damages to be
awarded, courts typically consider the following factors:

expenses saved and profits gained by the defendants in
connection with the infringements; revenues lost by
plaintiffs as a result of defendants’ conduct; and the
infringer’s state of mind, that is, whether willful, knowing,
or merely innocent. Moreover, the court should consider
the purposes of the Copyright Act, including restitution
to prevent unjust enrichment, reparation of injury, and
deterrence of further wrongful conduct by the defendants
and others."

«c

Willful’ refers to conduct that occurs with knowledge that the
defendant’s conduct constitutes copyright infringement.” . . .
The determination of willfulness is a question of fact reserved
for the jury.”

This is not the formula for a blitzkrieg-like achievement of
an easy liability judgment and the maximum grant of statutory
damages copyright infringement plaintiffs often envision, or
with which their lawyers threaten trembling recipients of their
cease and desist demands. Nor does a finding of willfulness
mean that a plaintiff is entitled to the maximum statutory
damage award, even in the face of a defendants default. A
similar treatment of the matter can be seen in a case from the
Southern District of New York, even in the face of a defendant’s
default. The case involved pirated pay-per-view broadcasts, but
the court was unwilling to bring down the wrath of heaven in
the form of statutory damages when considering the reality of
the economic picture at bar, even in the face of that mortal sin
of civil litigation, the dreaded default:

Some courts . . . have concluded that a defendant’s default
itself could be viewed as evidence of willfulness [or make
similar inferences based on profit motive to infringe]. .

[But] the plaintiff has failed to offer credible evidence that
an enhanced damages award in the exorbitant amount
of $100,000, or something in that range, is necessary to
accomplish the goals of the statute, i.e., the use of enhanced
damages to alter the economic expectations of prospective
violators. Regardless, even in the case of a default judgment,
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a plaintiff must do more than gesture at an inference to
support its request for enhanced damages. . . .

In addition, the value of deterrence must be balanced
against the inequity of imposing heavy financial burdens
on small businesses. The sting of an enhanced award
should not be greater than deterrence requires and fairness
allows. Thus, I award Joe Hand an additional $1,500 in
enhanced damages from each defendant. This enhancement
is not so large that it will spell financial ruin for the small
businesses involved, especially if, as I suggest, Joe Hand
allows installment payments over the course of a year or
more, but it is large enough to raise the dollar amount
of the penalty above the cost of obtaining a commercial
license, and, for businesses of this size, should be a sufficient
deterrent to avoid future violations.?

In so ruling the District Court cited an even earlier case, 1980’
Dochrer v. Caldwell,* which taught as follows:

A mechanical application of the statutory damage provision
of the Copyright Act leads to absurd results. While Section
504’s compensatory purpose should not be minimized, its
deterrent provisions should not be converted into a windfall
where, as a practical matter, the plaintiff has suffered only
nominal damages. It is clear from the legislative history of
the Copyright Revision Act of 1976 that Section 504 was
designed, in part, “to provide the courts with reasonable
latitude to adjust recovery to the circumstances of the case,
thus avoiding some of the artificial or overly technical
awards resulting from the language of the existing statute.”
S. Rep. No. 94-473, 94th Cong., 2d Sess., reprinted in
CCH Copyright Revision Act of 1976 P2042. . . .

In fact, statutory damages are not penalties. The purpose
of statutory damages is to permit a wronged plaintiff to recover
where there is insufficient proof of actual damages or profits.
Substantial damages are, the courts typically hold, only be
awarded for substantial injury.

Yet something—it is not obvious what this something
is—within the judicial system keeps fighting against these
fundamentally fair principles, and doing so with increasing
vigor. Only months ago a jury awarded $2 million—Ilittle more
collectible than “all the money in the world”— to the Lords of
Music for what was indeed knowing copyright infringement of
two dozen songs. As one Internet commentator, blogger Stan
Schroeder, wrote:

In one of the most ridiculous verdicts I've seen, the jury
decided that Jammie Thomas-Rasset, the first woman who
was charged with copyright infringement and offered to
settle but decided to fight the RIAA, is guilty and owes
the recording industry 1.92 million dollars, or $80,000
per song.

As we mentioned in our original article, Jammie’s case was
full of holes, and she probably would have done better if
she had just settled with the RIAA. But what’s striking here
is the amount of money awarded to the recording industry
for infringing the copyright for just one song.

It reminds me of a recent Penny Arcade comic which
mocks Microsoft’s Zune Pass, which offers unlimited
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selection of music for 15 dollars per month; since time
never ends, this technically amounts to infinity dollars.
Since the music is DRMed, if you ever stop paying, you
lose all your music.

Its just a joke, but it makes a good point. How much
is one song worth to you? How much is it worth to the
author? How much is it worth to the recording industry?
You can push arguments to favor each side, and ultimately
you can always claim that a song never fully loses its value
and it can therefore be set to an arbitrary, insanely high
amount of money.

The problem with this approach is that it results in cases
like the one against Jammie Thomas-Rasset, who now has
(there are indications that the RIAA is still willing to settle
with a much lower amount of money, but its irrelevant;
what’s important is the principle of the matter) to pay 1.92
million dollars for infringing the copyright of 24 songs.”

There are obvious problems with such an outcome,
including a two-pronged constitutional one—are such awards
unconstitutionally excessive, and is there a different standard on
that question when it comes to statutory damages? There is as
well the policy question, beyond the scope of this article, raised
by a Congress that continually extends the term of copyright
protection.’

Of special interest to those practicing in the trenches of IP
litigation is what can fairly be described as another, increasingly-
significant distortion of the rights-allocations-by-litigation
process, and one resulting from an explicit congressional
mandate whose evolution in judicial hands nonetheless does
not seem to have been entirely anticipated. These are the fee-
shifting provisions of the Copyright Act, which make the costs
of defending an infringement claim out of reach for virtually all
individual defendants, and the risks of losing such a case “even
alictle” prohibitive, regardless of the merits. Section 505 of the
Copyright Act provides that a court may award “the prevailing
party” reasonable attorneys’ fees as part of its “costs.”” “Under
the Copyright Act, the prevailing party is one who succeeds
on a significant issue in the litigation that achieves some of
the benefits the party sought in bringing suit.”® Accordingly,
at least in theory, prevailing defendants as well as prevailing
plaintiffs are eligible for such an award, and the standards for
evaluating whether an award is proper are the same regardless
of which party prevails.’

Such rulings are few and far between, however; it may
take very little for a copyright plaintiff to “prevail,” meaning to
show the existence of liability, even in the complete absence of
the traditional sine gua non of a tort claim—harm or damages.
Thus, for example, in Pure Grace, Inc. v. Furlong, the court
granted “costs” to plaintiff as the prevailing party even though
it was entitled to no damages and received only injunctive relief
because the issuance of an injunction in that case afforded the
plaintiff a substantial portion of the relief it sought.'® Congress
obviously intended to protect precisely those parties least likely
to show actual damage, such as writers and artists, and who
without a likely grant of attorneys’ fees irrespective of financial
harm could never afford to use the legal system to prevent or
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stop infringement of their works. And indeed, as a balance to
the obvious potential for abuse in such a system, the Copyright
Act, as stated before, provides for defendants to receive their
“costs” if they in turn back a meritless copyright claim.

Such awards are, however, seldom granted. The bona
fides of a copyright claim are easily established—again,
notwithstanding that an otherwise valueless work, or one only
“incidentally” protected by copyright but not in and of itself
a traditional source of copyright protection (such as product
labels), may be “infringed” in only the most attenuated manner
and that the copyright claim in this case is merely a pretext for
anticompetitive litigation."! Furthermore, a significant number
of courts, including those bound by the rulings of the Ninth
Circuit Court of Appeals—which handles a disproportionately
high number of copyright cases—have held that under no
circumstances can a defendant that successfully fends off a non-
meritorious copyright infringement claim be awarded attorney’s
fees as “costs” of the “prevailing party” for purposes of the offer
of judgment provisions of Fed. R. Civ. P 68."

Under such a schema, copyright owners are insulated from
what are conceived to be the litigation-tempering properties
of the American Rule. This applies even to starving artists
and writers, once issue is joined: To the extent fee awards are
collectible, copyright registrants have no incentive whatsoever
to compromise on their litigation demands (especially in the
Ninth Circuit) until a final order of liability and entitlement
to fees is entered. (Their attorneys have even more “skewed”
incentives.) The outcome is that copyright infringements, or
alleged infringements, that result in little or no damage to the
copyright holder and little or no obviously cognizable reduction
in social welfare have the potential to become windfalls for
claimants and their attorneys—with little or no concomitant
disincentive to file non-meritorious, trivial, or pretextual claims.
As William Patry, a leading authority on copyright, author of
a major copyright treatise, and copyright counsel for Google,
recently wrote:

Copyright law has abandoned its reason for being: to
encourage learning and the creation of new works. Instead,
its principal functions now are to preserve existing failed
business models, to suppress new business models and
technologies, and to obtain, if possible, enormous windfall
profits from activity that not only causes no harm, but

which is beneficial to copyright owners.”*?

In light of these developments in copyright, what kind of
tool, then, has trademark law become in modern business? IP
lawyers and consultancies, including specialized firms offering
advice and services in connection with IP and other “brand
equity” valuation, management, and enforcement, ironically
cannot urge the adoption of, or unilateral application of,
copyright principles to trademark rights fast enough. Many
thought leaders, corporate legal departments, and judicial
officers are happy to cooperate, for while copyright enforcements
results have little to recommend them, and even though there
is (other than in counterfeiting cases) virtually no fee-shifting
in the Lanham Act, there is in the copyright jurisprudence at
least the illusion of structure and predictability. This magnetic
pull is under way despite the difference between the purposes
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and nature of the two types of protection, the contrast in the
statutory schemes governing them, and the distinctions between
both the practical and doctrinal free speech concerns that affect
them in different ways.

Many “IP enforcement” attorneys believe that while there
is no shortage of bona fide infringement to occupy at least a
large number of them, trademark law practice has, to a very
large extent, descended to an anti-competitive methodology
utilized by dominant market players not to prevent consumer
confusion, as was its original rationale, but to reduce consumer
choice and overall welfare by preventing competition. For
them, the signal development enabling this “evolution” must be
widespread acceptance, on extremely dubious authority, of the
doctrine of “initial interest confusion” (“IIC”) in trademark as a
substitute for the traditional standard requiring that a finding of
infringement be based on evidence of a “likelihood of confusion”
between the plaintiff's trademark and the device, words, or other
branding mechanism utilized by the defendant.

IIC is a species of law designed to deal with the “problem”
that most cases of alleged trademark infringement on the
Internet based on “consumer diversion” do not really involve
any legally cognizable “likelihood of confusion”—the essence of
trademark harm enshrined in the Lanham Act!*—but still seem
to some judges like something that should stop. The concept
of IIC is that consumers searching for “Brand X” on Google
may, by dint of keyword advertising or other techniques, find
themselves on a website that “lures” them with text or other
allusions to “Brand X,” but really tries to sell them “Brand Y.”
The confusion ends instantly, but early in Internet history, at
plaintiffs’ urging, courts embraced what had been a quiescent
theoretical replacement for actionable confusion and deemed it
a basis for trademark infringement on the Internet. As Professor
Eric Goldman has written:

[A] defendant cannot mount an adequate defense against
the initial interest confusion doctrine because the doctrine
lacks any rigorous definition or normative support in the
first place. The defense challenge is especially problematic
where . . . a court improperly puts the burden on the
defendant to disprove that consumers experienced initial
interest confusion. Exactly what proof would satisfy the
court here? I can’t answer this and I bet the court couldn’
either, and I can go further and assert that evidence to
disprove initial interest confusion simply does not exist
at all.®

Effectively, courts that rely on this doctrine confer the
critical likelihood of confusion component of a trademark
infringement claim to any party asserting trademark ownership.
In turn, likelihood of confusion raises a legal presumption
of irreparable harm.'® This is then asserted to be adequate
grounds for the granting of both preliminary and, typically,
permanent injunctive relief—no questions asked.” Thus in
IIC, the courts grant putative trademark owners all they need
to destroy incipient competitors (not merely commercial, but
ideological'® or theological” as well) that may or may not
actually be infringing a trademark as that concept had been
understood for the generations “before IIC.”

Deprived of traditional defenses that could disprove a
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likelihood of confusion, and facing plaintiffs who have been
relieved of their burden of proving the same by submission
of survey evidence or other competent proof, defendants
accused of Internet-based trademark infringement seldom have
much fight left in them. And while trademark defendants are
seldom subjected to the additional pressure of fee-shifting,
much less statutory damages, their prospects for any sort of
compensation even after prevailing in a trademark infringement
trial or summary judgment motion are essentially zero.
Notwithstanding that the Lanham Act authorizes an award
of fees to prevailing defendants in “exceptional cases,” it is
a commonplace among practitioners that such awards are
unheard of.

While copyright has nothing like IIC, its widespread
adoption still helps demonstrate copyrights influence over
trademark law. IIC is hardly necessary in copyright infringement
claims, where the analogous component of the cause of action
is whether the work in question has been “copied”—rarely
a difficult inquiry. But IIC makes trademark work almost
exactly like copyright in that respect: Plaintiff has “intellectual
property”; defendant utilized it “without authorization”;
plaindff is entitled to at least some relief. Thus, according
to some, is intellectual property enforced and brand equity
maintained.

This formula is thus ideally effectuated by the transmission
of blunderbuss cease and desist demands; next is the filing,
in a favorable venue, of an extensive multi-count complaint
alleging copyright and trademark infringement of copyright,
unfair competition, trademark dilution, and usually other torts
including interference with prospective business relations. A
new trend is claiming tortious interference with third-party
contracts between the plaintiff and its distributors by means
of the defendant’s purchase, on the open market, of plaintiff’s
merchandise to sell online—constituting a “inducement” of a
breach of a distributorship contract (known or unknown to
defendant) prohibiting such sales.?!

Few defendants can fund the motion practice for dismissal
of impressive, fact-rich pleadings with reams of exhibits
showing the plaintiffs portfolio of trademark registrations—the
embodiment of its “brand equity.” Prevailing on such a motion,
in whole or in part, does not result in reimbursement of the
expense incurred by defendant in doing so anyway. And even
then, it is enough for the plaintiff if only two or three or six of
a dozen claims “stay in the case”—it can begin the “discovery”
process: the combing of tax filings for “infringers’ profits” data,
the interrogatories, and the depositions.

Even then, for plaintiffs, “losing” such a case, in the rare
instance in which a defendant can last long enough to get to a
final judgment, is routinely and publicly described as a “cost of
doing business” and “reassurance” to others with investments
in its brand equity—its brick-and-mortar distributors, its
indirectly-price-controlled “authorized” retailers and even
its old-line “competitors.” More: a “loss” today is typically
not dispositive regarding future torts committed tomorrow
involving the same facts, or perhaps in a different judicial
district. There is no limit to how this system of civil enforcement
can be turned on competition because the law places no limit on
it. Just as in copyright, in trademark the small matter of whether
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the supposed victim of the tort in question has suffered or will
suffer harm is lost—along with a great deal of justice.

The civil litigation system was not designed for the use of
large companies to put small enterprises out of business, but
it is perfectly suited for doing so. Copyright and trademark
law, in tandem and with reference to each other, were meant
to protect, respectively, creativity and reputation or consumer
interests. They were crafted to apply to narrow bands of behavior
affecting specifically identified bundles of rights. The enterprise
of convincing a court to invoke them and restrain the behavior
of others once required admissible and reasonably rigorous
proof of infringement consistent with ancient Anglo-Saxon
judicial norms. Today, however, trademark and copyright are
methodologies of “IP enforcement,” and even of censorship.
Notwithstanding the existence, and even the growth, of real
threats to intellectual property rights, especially in copyright,
strategies for abusing IP claims to achieve entirely unrelated
tactical goals are utilized routinely, formulaically, and often
successfully.

The Internet has provided a post-industrial economy with
once unimaginable vistas of entrepreneurial possibility. Yet the
more central the Internet becomes to the economy, the more
of a threat its relatively untamed nature is to companies with
the most to lose to innovators. The problems described here
do not require wholesale changes in the law to solve. But the
interests of existent stakeholders to push in the other direction
will only increase as “brand equity” and soft IP become more
and more critical to the business models utilized in key sectors.
The current regime of risk and benefit allocation will not protect
Internet commerce’s future.

Congress must level the playing field with respect to
attorneys’ fees in copyright; stop increasing the upper limits of
statutory damages that have no effect on the most egregious
infringers but do act as outsized levers of intimidation over
highly vulnerable defendants whose activities may even be
lawful; put teeth into the extant, but largely ignored, provisions
for sanctions and attorneys’ fees available to defendants that
prevail in trademark claims; and reassert the classical likelihood
of confusion standards for trademark infringement. Meanwhile,
judges must also return to demanding rigorous proof and
appropriately assigning litigation burdens in “IP” cases just as
they do in other areas of law. Our Internet future may depend
on it.
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