CHAPTER 1
The “Actio Servi Corrupti” from the Roman
Empire to the Globalised Economy

Anselm Kamperman Sanders

A. INTRODUCTION

Uniike most fields of intellectual property law, the issue of unfair competition and
trade secrets is addressed in international agreements in a rather incomplete manner.
Article 10bis Paris Convention and the 1995 World Trade Organisation (WTO)
Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS) Article
39 offer no particular guidance let alone an obligation on how trade secrets should
be protected. In the absence of large scale global labour mobility, this has thus far
not presented a major problem. The TRIPS Agreement merely provides the conditions
under which protection can be sought:

“Article 39 — Protection of Undisclosed Information

. 1. In the course of ensuring effective protection against unfair competition as
provided in Article 10bis of the Paris Convention (1967), Members shall protect
undisclosed information in accordance with paragraph 2 and data submitted to
governments or governmental agencies in accordance with paragraph 3.

2. Natural and legal persons shall have the possibility of preventing information
lawfully within their control from being disclosed to, acquired by, or used
by others without their consent in a manner contrary to honest commercial
practices' so long as such information:

1. Footnote 10 to the TRIPS Agreement reads:
“For the purpose of this provision, ‘a manner contrary to honest commiercial practices’
shall mean at least practices such as breach of contract, breach of confidence and
inducement to breach, and includes the acquisition of undisclosed information by third
parties who knew, or were grossly negligent in failing to know, that such practices were
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(a) is secret in the sense that it is not, as a body or in the precise configuration
and assembly of its components, generally known among or readily

accessible to persons within the circles that normally deal with the kind
of information in question;

(b) has commercial value because it is secret; and
(c) has been subject to reasonable steps under the circumstances, by the person
lawfully in control of the information, to keep it secret.”

However, a growing number factors make the lack of an unequivocal global standard
for the protection of undisclosed know-how and business information increasingly
problematic. One only needs to think of globally operating companies, the growth
of the borderless wired and wireless knowledge economy, the formation of free
trade areas and customs unions, and the outsourcing of research and development
to jurisdictions where skilled specialists can be found to see why this is so. Given
the fact that in the absence of intellectual property rights, information is non-rival

and non- exclusive,? the risks of misappropriation of knowledge are likely to become
even more pronounced in future,

B. ACTIO SERVI CORRUPTI

It has been purported that the private legal action granting commercial relief for
corrupting another’s servant in Roman law is the genesis of the protection of trade
secrets today.? Although this assertion has been refuted,* cases of industrial espio-
nage have often targeted the knowledgeable employees of a competitor. Successful
“corruption” of another’s employees or nationals has however, not always been
perceived as unfair.

A case in point is the way in which Robert Fortune (16 September 1812 - 13
April 1880), the Scottish botanist and traveller who was sent by the Royal Horticultural
Society to collect plants in China, was revered in his time. Despite having successfiilly

involved in the acquisition. Members to these conventions have so far been able to deal
with the issue of protection of trade secrets on a strictly national basis.”

2. See European Commission, press Release 28 November 2013, “Comniiss;on Proposes rules

to help protect against the theft f confidential business information”, wvailable at http://

europa.eu/rapid/press-release_IP-13-1176_en.htm: “Trade secrets are ... substantially
different from IPRs, which confer exclusivity”,

Arthur Schiller, “Trade Secrets and the Roman Law: The Actio Servi Corrupti” (1930) 30:6

Columbia Law Review 837-45,

4. Alan Watson, “Trade Secrets and Roman Law: The Myth Exploded” (1996) 11 Tulane
European and Civil Law Forum 19, at 19: “Schiller is sadly mistaken as to what was going
on. ... The actio servi corrupti presumably or possibly could be used to protect trade secrets
and other similar commercial interests. That was not its purpose and was, at most, an
incidental spin-off. But there is not the slightest evidence that the action was ever so used.
In this regard the actio servi corrupti is not unique, Exactly the same can be said of many
private law actions including those for theft, damage to property, deposit, and production
of property. All of these could, I suppose, be used to protect trade secrets, etc., but there is
no evidence they were. It is bizarre to see any degree the Roman actio servi corrupti as the

counterpart of modern law for the protection of trade secrets and other such commercial
interests.”
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‘itory of Hong Kong and further trade concessions from China at the
Wresite(siiéieotfe j;hl:eoFli/rst Ophfn Wa%‘ in the 1842 Treaty of Nanking, the English still
;O(ril Cngt have access to tea, their most popular drink, which was prodgced inland.
V\]festerners were not allowed to travel into the Chines_e int.erio; Fortune fu*st_ Lravelle_d
through China for three years around 1843, oftenlln disguise, agd pubhshed. hls
‘ournals in a book on his adventures that brought hlm to Lhe.attentmn of the Bnt.lsh
JEast India Company.® They recruited Fortune and asmgneq him th? task of breaking
the Chinese tea monopoly. During his second trip to China’s Fujian, Guangdong}z
and Jiangsu provinces from 1848 to 1851, Fortung manage)(’i to smug_gle 20,000 b_l.acd
and green tea plants out of the country in “Wardian case;; (a terrar{mrr\l populallge
by Dr. Nathaniel Bagshaw Ward® from 1829 onwardg} with the purpose of ple}ntu_lg
them in the territory that the East India Company did ::t_)ntrol; ﬂ’,l’e Assam region 1.r{
India. At first many of the tea plants that Fortune had liberated _from Chinese soi
perished in India and Fortune’s bio-piracy almost came to nothing. qutllng had,
however, also managed to recruit eight Chinese tea e_xperts who assisted in ‘the
set-up of the Indian tea plantations and transferred theulknowledge on produung,f
curating, harvestirig,.and drying the tea. As a result of this concurrent_ transplant o
plants and poaciing of talent, the Chin?se tea trade collapsed and India became the
i sporter during Fortune’s lifetime.
blggesTtIIEasialiegy was alsgo used by the Portuguese. In the early 1800s the Empe_ror
of China bad gifted tea plants to the Portuguese King Jodo VI, who was th.en residing
in Brazil. In 1860 the orange plantations in the Azores succu_mbe_d to a virus and an
.1 oriiative crop was sought. The tea plants that had been growing in the _Rlo de Janeiro
nalatial gardens were transported to Sdo Miguel, one of the 15]§nds in the Az_ore‘s
Aarchipelago, in an attempt to replace the orange tree orchards w1thltea planta‘tlons.
This only worked when two Chinese natives, a tea exper.t and an interpreter from
Macau, were recruited and brought over in 1878 to assist in turning the ornamental
plants into tea-producing plantations for the manufacture and export of tea. The
tiny island of Sdo Miguel is the only place in Eurppe where tea is produced. To
this day bio-piracy and the misappropriation of indigenous knowledge are strongly
interlinked.” _ . )
Fortune, who documented the exploits of his second voyage in two books,
returned to China for a third visit from 1853 to 1856 and is said to have been able to

5. Robert Fortune, Three Years’ Wandering in the Northern Provinces of China (London, John
Murray 1847), detailing his first visit to China.

6. Nathaniel Ward, On the Growth of Plants in Closely Glazed Cases (London, J ohn vari\foorst
1842), who in “Chapter IV. On the Conveyance of Pants and Seeds on Shlp-hogrd , - 45
et seq., describes the experiments in transporting coffee plants, ferns, and various other
plants under various weather conditions and during lengthy voyages.

7. See Convention on Biodiversity (1993), available at http://www.biodiv.org; see qlso
Graham Dutfield, Intellectual Property Rights, Trade and Biodiversity (London/Steﬂmg,
Earthscan 2000); and Susan Laird (ed.), Biodiversity and Traditional Knowledge - Equitable
Partnerships in Practice (London/Sterling, Earthscan 2002). .

8. Robert Fortune, A Journey To The Tea Countries Of China; Including Sung-Lo And Th,.e Bohea
Hills; With A Short Notice Of The East India Company’s Tea Plantations J.In The HlAmalaya
Mountains (London, John Murray 1852); Two Visits to the Tea Countries of China a‘n,d
the British Tea Plantations in the Himalaya: with a Narrative of Adventures, and a Full
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sustain himself for the rest of his life from the proceeds of these and further popular
publications on his travels.? Robert Fortune thus became known as a heroic scientific
explorer who could easily have served as inspiration for George Lucas’ Indiana Jones
character. What is known is that Fortune did not perceive his actions as infringing
upon anyone’s intellectual property rights, believing firmly that plants belonged
to no-one and should benefit the whole of humanity.” Recruiting the Chinese tea
experts and tapping into their knowledge was thus in the interest of the greater good.

Contrast this story with the tale of José Ignacio Lopez de Arriorttia." During his
tenure at General Motors, which lasted until 1992, Lépez had been instrumental in
turning Opel’s dire financial situation around through cost reductions and introducing
efficient production methods. Because of his success, he was known as the “Grand
Inquisitor”, “Super Lopez”, or “Inaki”. When Lépez was drafted in by GM to repeat
the exercise in Detroit, he instead moved to Volkswagen in 1993, taking three of
his close associates with him. Curiously Lépez did not have a contract with GM, as
the corporate culture held that persons at the top would never leave “The General”
voluntarily.

GM accused Lopez and his three associates of breach of trade secrets, claiming
that he had taken with him ten years’ worth of Opel production plans, blueprints for
a superefficient production plant (Plant X), and other private insider GM information.
Germany’s leading news weekly Der Spiegel put Lopez on the front cover calling him
“Der Skrupellose”, the one without scruples.” VW was sued by GM in the United
States, a civil case which was settled in 1997 by VW paying GM USD 100 million in
cash and USD 1 billion in car parts. Lopez had by then already resigned from VW and
was forced to pay USD 230,000 in civil fines. Ironically he only escaped extradition
to the United States for criminal charges due to the fact that he was involved in a
serious car accident in his home country Spain in 1998. To this day, “Inaki” tops
many lists of nefarious industrial spies. “Der Skrupellose” induced some of his
colleagues to follow him to Volkswagen and VW was in turn forced to pay up ‘ur
the acquisition of trade secrets in the full knowledge that Lépez was not at liparty
to disclose this information.

In modern times, the actio servi corrupti, the action against the corription of
the servant, therefore addresses both the corruptor and the corrupted; biit it should
not come as a surprise that drawing the line between free and fait cumipetition on
the one hand, and breach of trade secrets on the other remains in the eye of the
beholder. In today’s globalised and networked economy, the question of protection

Description of the Culture of the Tea Plant, the Agriculture, Horticulture, and Botany of
China (Londen, John Murray 1853).

9. Robert Fortune, A Residence Among the Chinese; Inland, On the Coast and at Sea (London,
John Murray 1857); Yedo and Peking; A Narrative of a Journey to the Capirals of Japan
and China, with Notices of the Natural Productions, Agriculture, Horticulture and Trade of
those Countries and Other Things Met with By the Way (London, John Murray 1863).

10. Sarah Rose, For All the Tea In China: Espionage, Empire, and the Secret Formula for the
World’s Favourite Drink (London, Hutchinson 2009).

11. See also Chapter 5.

12. “Der Skrupellose VW-Manager Lépez unter Verdacht: Industrie-Spionage” (1993} 47:21

Der Spiegel, 24 May 1993, available at http://www.spiegel.de/spiegel/print/d-9280405.
html.
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of trade secrets has become increasingly relevant. In th_e cont‘ext of international
trade agreements, great emphasis is placed on the protection of mtellect‘ual properFy
and investor confidence. In order to safeguard technology-transfer across bordr?ls,
harmonisation or at least a minimum of convergence of the rules on t.rade secret
protection is key. Article 39 TRIPS provides some not_mns on the pro.tectlon pf trade
secrets against their unlawful acquisition,_ use or Fh_sglosure by third partle‘s‘;, b(lj]t
this provision still allows for diverging national definitions of the concept of “tra ?
secret” and of the scope of protection.” In any event a trade sgcret has .thr.ee parts:
(1) information; (2) reasonable measures taken to _protect the information; E}nd _(3]
deriving independent economic value from not bc_emg gene_rally known. Legislative
developments on this issue in the European Umpn_ and in the United StE_ltBS‘EIIE
therefore extremely relevant for the ongoing DegOtlatIDHS.OD the Transatlantic Trade
and Investment Partnership Agreement (TTIP). In the United States trade Sef«.mt law
was until recently primarily based upon the laws of each of the 50 states. These
state laws are predominantly based on the Uniform Trade S_ecret Act (UTSA) ,1.3 model
law of the National Conference of Commissioners on Uniform Sta'te Laws, wh1gl1
has been adopted-by- 48 of the 50 states,'® the District of Columbia, the US Virgin
nd Puczric Rico.

ISlaHdSHa 11 May 2016, new federal legislation entered into force in the form of Fh_e
Defend Traae'Secrets Act of 2016 (DTSA)."” The DTSA creates a federal ca_use of civil
actiop-far misappropriation of trade secrets that is similar to the protection offered
uncer+the UTSA. This means that in addition to state courts, federal courts can now
noal with cases involving trade secrets. -

In the European Union, the laws of the Member States' are to lbe h.armomsed by
a 2016 Directive on the protection of trade secrets (Trade Segrets Directive), whereby
they must bring into force the laws and administrative provisions necessary to comply
with the Directive by 9 June 2018.%

13. EU Study on trade secrets and confidential business information in the internal
market (July 2013) http://ec.europa.eu/internal_market/iprenforcement/docs/
trade-secrets/130711_final-study_en.pdf _ '

14. Elizabeth Rowe and Sharon Sandeen, Trade Secrecy and International Transactions
(Cheltenham/Northampton, Edward Elgar 2015). .

15. Uniform Trade Secrets Act, model law, as amended in 1985 (® The Nanon.al C'onferv.ance of
Commissioners on Uniform State Laws 1985), available at http://www.wipo.int/wipalex/
en/text.jsp?file_id = 130067.

16. Only New York and Massachusetts have not adopted the UTSA. In these states, trade
secrets are protected under common law. } S

17. An Act to amend Chapter 90 of Title 18, United States Code, to provide federal jurisdiction
for the theft of trade secrets, and for other purposes, available at https://www.congress.
gov/114/bills/s1890/BILLS-11451890enr.pdf. ) . . )

18. See Chapters 4-9 for an overview of the current state of the law in the United Kingdom,
Germany, the Netherlands, France, [taly, and Spain. .

19. Directive 2016/943 of the European Parliament and of the Council of 8 June 201.6 on th.e
protection of undisclosed know-how and business information (trade secrets) against tl}elr
unlawful acquisition, use and disclosure, (2016) Official Journal of the European Union,
15 June 2016, L157/1.
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C. TRADE SECRET PROTECTION IN THE UNITED STATES OF AMERICA
UNDER THE DTSA

The development of trade secret protection in the United States of America can
be characterised in that many of US states value free competition and employee
mobility. Any claim under the UTSA therefore relies on showing misappropriation
of confidential information. That means that in the context of the burden of proof
wrongful behaviour must be demonstrated. The Obama Administration in 2013 issued
areport addressing its strategy in combatting trade secret theft by hackers, employees,
and companies.* Much of this report is based on the notion that economic espionage
is particularly targeting United States companies. The Economic Espionage Act of
1996 made the theft or misappropriation of a trade secret a federal crime, but did
not specifically address the civil actions available in case of misappropriation. The
DSTA now makes direct reference to the Economic Espionage Act and calls upon the
Attorney General of the United States, in consultation with the Tntellectual Property
Enforcement Coordinator and other appropriate agencies to report to the House of
Representatives and the Senate on the scope and breadth of theft of trade secrets of
United States companies occurring outside of the United States. In light of this trade
agreements and treaties are mentioned as a means to improve the protection against
the “theft of trade secrets” outside of the United States.

The DTSA, as a federal instrument? providing civil actions, does not pre-empt
state legislation, which means that plaintiffs can choose to file claims in a state or
federal court for the misappropriation of a trade secret that is related to a product
or service used in, or intended for use in, interstate or foreign commerce. It is said
that federal courts are better equipped to ensure that a uniform body of case law
develops in relation to trade secret protection.?

I. Definition

The UTSA provides for the following definition:

“§1(4) ‘Trade Secret’ means information, including a fosnuia, pattern,
compilation, program, device, method, technique, or process, that: (i) derives
independent economic value, actual or potential, from not being generally known
to, and not being readily ascertainable by proper means by, other persons who
can obtain economic value from its disclosure or use, and (ii) is the subject of
efforts that are reasonable under the circumstances to maintain it secrecy.”

20. Administration Strategy on Mitigating the Theft of U.S. Trade Secrets (2013), available at
https://www.whitehouse.gov/sites/default/files/omb/IPEC/admin_strategy_on_mitigat-
ing_the_theft_of_u.s._trade_secrets.pdf

21. DTSA, supra note 17, Sec. 4, “Report on Theft of Trade Secrets Occurring Abroad”.

22. DTSA, supra note 17, Sec. 2, “Federal Jurisdiction for Theft of Trade Secrets”.

23. David Almeling, Darin Snyder, Michael Sapoznikow, Whitney McCollum, and Jill Weader,
“A Statistical Analysis of Trade Secret Litigation in State Courts” (2011) 46 Gonzaga Law
Review, 57-101; and David Almeling, “Four Reasons to Enact a Federal Trade Secrets Act”
(2009) 19 Fordham Intellectual Property, Media & Entertainment Law Journal 769-98.

24. Supra note 13.
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The DTSA uses a similar definition of trade secrets, and it contains remedies similar to
those available in state proceedings, namely injunctive relief, compensatory damages
or payment of a reasonable royalty, and exemplary damages and _the recovery of
attorneys’ fees, the latter two in the event of wilful or malicious misappropriation.
There are also a number of notable differences (see below).

The DTSA provides a definition for the term “misappropriation”, meaning inter
alia “the acquisition of a trade secret by another by a person who knows or has reason
to know that the trade secret was acquired by improper means”. “Improper means”
are defined as including theft, bribery, misrepresentation, breach or inducement or a
breach of a duty to maintain secrecy, or espionage through electronic or other means.
It is specified that reverse engineering, independent derivation, or any other lawful
means of acquisition are excluded. Misappropriation also covers the disclosure or use
of a trade secret, either through improper means, or if the defendant had knowledge
or constructive knowledge that a trade secret was involved.

II. Remed2s

The DTSA ¢reates an ex parte seizure procedure allowing, in extraordinary circum-
stancesoriy, the trade secret “owner” to request the seizure of information without
the o:her party being notified. This serves to prevent the party against whom the
=e zure is ordered from destroying, moving, or hiding materials, or otherwise making
tLemn inaccessible to the court. Once the request for a seizure has been granted, a
hearing must be set within seven days after the issuance of the order and the materials
remain in custody of the court. Furthermore, the DTSA allows for the recovery of
treble exemplary damages for wilful or malicious misappropriation, versus double
under the UTSA.

I1I. Confidentiality of Trade Secrets in Legal Proceedings

Unlike most state legislation,* the DTSA does not require the plaintiff to describe or
disclose its trade secrets with particularity before commencing discovery. Under state
laws the plaintiff in a written disclosure has to specifically identify each trade secret
that he wishes to be considered for discovery against a defendant. The DTSA shields
the plaintiff from having to reveal the trade secret in question at an early stage in
the proceedings and under federal rules of civil procedure can exercise discretion.*

25. See for example California’s Code of Civil Procedure, Sec. 2019.210:
“In any action alleging the misappropriation of a trade secret under the Uniform Trade
Secrets Act (Title 5 {commencing with Section 3426) of Part 1 of Division 4 of the Civil
Code), before commencing discovery relating to the trade secret, the party alleging the
misappropriation shall identify the trade secret with reasonable particularity subject to
any orders that may be appropriate under Section 3426.5 of the Civil Code.”

26. Federal Rule of Civil Procedure 26. Duty to Disclose; General Provisions Governing

Discovery.
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IV. Safeguards

Whistle-blowers wishing to address violations of the law are vulnerable to retaliatory
action for the misappropriation of trade secrets. Provided that they “disclose trade
secrets to law enforcement or court officials in confidence for the purpose of reporting
or investigating a suspected violation of law”, the DTSA provides protection from
such retaliatory accusations.

The DSTA also addresses the issue of injunctive relief based on the inevitable
disclosure doctrine that allows an employer to enjoin a former employee from
working in a job that would inevitably result in the use of trade secrets. The
inevitable disclosure doctrine thus allows employers to prevent ex-employees from
entering the employ of a competitor solely on the basis that he is in the possession
of confidential information. The DSTA allows the employer to seek injunctive relief
only upon providing evidence of threatened misappropriation. However, individual
laws of states governing non-compete agreements are not affected by the DTSA.

Furthermore, a three-year limitation period for civil action is in place from the
date on which the misappropriation with respect to which the action would relate
1s discovered or should have been discovered.

Most concerns® are, however, raised against the ex parte measures that, despite
the DTSA’s instruction to the Federal Judicial Center to develop best practices for the
execution of seizures and the storage of seized information, are seen as fundamentally
prohibitive of competition,* as the costs of these proceedings are high and are likely
to target start-up companies and ex-employees.”

D. TRADE SECRET PROTECTION IN THE EUROPEAN UNION UNDER
THE DIRECTIVE

The need to strengthen innovation to safeguard Europe’s future has been articulared
over and over again.* In Putting Knowledge into Practice: A Broad-Based Innavdiion
Strategy for the EU (2006),” the European Commission made the point that wackling

27. David Levine and Sharon Sandeen, “An open letter to the sponsors ot the revised Defend
Trade Secrets Act”, 3 August 2@15, available at https://s3.amazonaws.com/ftt-uploads/
tradesecretletter2015.pdf.

28. See Timothy Maloney, “Patent Enforcement in the United States”, in Christopher Heath
(ed.), Patent Enforcement Worldwide (3rd edn, Oxford/Portland, Hart Publishing 2015),
who at 495 notes that preliminary injunctions are rarely granted in intellectual property
disputes.

29. For a critical appraisal of these Lypes of threats see Orly Lobel, “Enforceability TBD: From
Status to Contract in Intellectual Property Law™ (2016) 96 Boston University Law Review
869-93.

30. See Anselm Kamperman Sanders and Meir Perez Pugatch, “From the Lisbon Agenda to
Horizon 2020 - An Uneasy Journey: Some Thoughts on European Innovation and IP Policy
at a Crossroad”, in Adam Jolly (ed.), The Handbook of Eurepean Intellectual Property
Management (4th edn, London/Philadelphia/New Delhi, KoganPage 2015) 3-9.

31. Ewropean Commission, Putling Knowledge into Practice: A Broad-Based Innovation Strategy
for the EU, 2006. See http://eur-lex.europa.eu/LexUriServ/LexUriServ.do2uri = COM:2006
:0502:FIN:en:PDF.
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the issues of climate change, depleting nationgl resources, s,harp _demographic
changes and emerging security needs were all reha}r}t on E_urope 5 ability to hame_ss
innovation. It also emphasised Furope’s strong tradition of mnovatlop e!_nd the way in
which the internal market allows innovative products to be commercialised on a large
scale. Indeed, it argued that the wealth of creativity across Eurgpe _a_nd the strength
of cultural diversity must be exploited not only to overcome sugmhcant obsta'cles,
but also to allow Europe to compete globally with the world’s biggest economies.
As a follow-up, the Lisbon Strategy for Growth and Jobs (2000),* a1111‘ed to
make the EU the “most dynamic and competitive knowledge-based economy in the
world” by 2010. However, whilst it was quite clear in 2010 that many of these targets
had not been met, the Commission refused to admit defeat®® and instead re-launched
its initiative with an even greater ambition under the name Europe 2020.** Europe
2020 highlights the increasing need to create new jobs to replape those_ that were
lost during the financial crisis. It also reaffirms the EU’s conviction that innovation
and creativity are the best means of successfully tackling major societal challengeg,
as they become more urgent than ever. As far as the protection of trade sec1:ets is
concerned, a 2012 Study on Trade Secrets and Confidential Business Information in
the Internal Markat,® found that across all sectors of industry, there was a strong
desire for mdre certainty in the European market, and a great reluctance to bring legal
action. Grovs-border enforcement was found to be problematic as well, as very few
litigants were able to enforce a decision rendered by one Member State court in other
Meinher States.’® Yet the study concluded that many European companies relied on
rade secrets as they effectively fill “the gap between copyright and patent protection,
the two traditional pillars of intellectual property, for purposes of appropriating the
results of investments in innovation. [And that] empirical evidence and stakeho_lder_s’
opinions converge on the conclusion that an initiative of the EU Commigsmn in
[creating a sound legal environment to protect trade secrets] would contribute tg
fostering economic growth, competitiveness and innovation in the Single Market._
The recitals of the Trade Secrets Directive reflect these ambitions. While using
fashionable terms like “open innovation” and “co-created knowledge”, the recitals
equally state® that in the interest of “collaborative research” and “cross-border
cooperation” there is a clear need for harmonising the protection of trade secrets
against unlawful acquisition, use or disclosure.® Trade secrets afte introduced as
“important for business competitiveness as well as for research and development, and

32. European Commission, Lisbon Strategy for Growth and Jobs. See hitp://ec.europa.eu/
archives/growthandjobs_2009/.

33. European Commission, Lisbon Strategy evaluation document, 2010. See http://ec.europa.
eu/archives/growthandjobs_2009/pdf/lisbe[175[rategy_evalua{imLEU.pdf.

34. European Commission, Europe 2020. See http://ec.eurcpa.eu/europe2020/index_en.htm.

35. Final Study, April 2013, Prepared for the European Commission, Contract number:
MARKT/2011/128/D, Ref. Ares (2016)165284 - 12/01/2016, available at http://ec.europa.
eu/DocsRoom/documents/14900.

36. Ibid. in the study’s conclusions at 151-3, and more specific on litigation statistics 105-9.

37. Ibid. at 151.

38. Trade Secrets Directive, supra note 19, recital 3. _ .

39. Paul England, “Uniform Trade Secrets Protection of Europe?” (2013) 13 Bio-Science Law
Review 5, 184-87.
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innovation-related performance.” However, there was some trepidation in using the
term “trade secret”, as civil society groups could find this terminology troublesome
in light of openness, pluralism, transparency and the freedom of expression and
information.” In fact the Directive’s title carefully steers away from such opposition
by using terms like “protection of undisclosed know-how and business information”,
This fact notwithstanding, the European Parliament only adopted# the final Directive
once safeguards were put in place to protect whistle-blowers, workers in their freedom
of movement and the freedom of establishment.®

The Trade Secrets Directive addresses a number of areas where the laws of the
Member States diverge. A number of issues stand out: the Directive (1) provides a
common definition of trade secret;* (2) provides for common remedies in the event
of unlawful acquisitions, use or disclosure of trade secrets;* and (3) seeks to remedy
the dilemma that many holders of a trade secret face when considering whether or
not to sue, namely that the confidentiality of the trade secret in court proceedings
cannot be assured.*

L Definition

The EU and its Member States are bound by the TRIPS Agreement, which provides
minimum standards of protection. According to the Court of Justice of the European
Union (CJEU), it is exclusively competent to interpret the WTO Agreements at
Europe’s highest court, but it has equally held, in Dior v Tuk and Assco v Layher,*
that: “TRIPs leaves to the Contracting Parties, within the framework of their own
legal systems and in particular their rules of private law, the task of specifying in
detail the interests which will be protected under TRIPs as “intellectual property
rights” and the method of protection, provided always, first, that the protection is
effective, particularly in preventing trade in counterfeit goods and, second, that it
does not lead to distortions of or impediments to international trade.” Especialiy
with a provision as non-committal as Article 39 TRIPS, this leaves a huge degie2 of
freedom to the Member States to provide for protection of trade secrets.
The Directive provides the following definitions for trade secrets:

“Article 2 - Definitions
For the purposes of this Directive, the following definitions apply:

(1) ‘trade secret’” means information which meets all of the following require-
ments: (a) it is secret in the sense that it is not, as a body or in the precise
configuration and assembly of its components, generally known among or
readily accessible to persons within the circles that normally deal with the kind
of information in question; (b) it has commercial value because it is secret: (c)

40. Trade Secrets Directive, supra note 19, recital 19.

41. See https://ec.europa.eu/growth/industry/intellectual-property/trade-secrets_en.
42. Trade Secrets Directive, supra note 19, recitals 13 and 20, Arts. 5, 7, 11, 13.

43. Trade Secrets Directive, supra note 19, Art. 2.

44. Trade Secrets Directive, supra note 19, Section 2, Arts. 10-15.

45. Trade Secrets Directive, supra note 19, Art. 9.

46. CJEU 14-12-2000, C-300/98 and C-392/98.
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it has been subject to reasonable steps under the circumstances, by the person
lawfully in control of the information, to keep it secret;

(2) ‘trade secret holder” means any natural or legal person lawfully controlling
a trade secret;

(3) ‘infringer’ means any natural or legal person who has unlawfully acquired,
used or disclosed a trade secret;

(4) “infringing goods” means goods, the design, characteristics, functioning,
production process or marketing of which significantly benefits from trade
secrets unlawfully acquired, used or disclosed.”

This definition is largely based on Article 39 TRIPS and is quite similar® in content
to the definition of the UTSA.* Preamble 14 of the Trade Secrets Directive indicates
that the definition encompasses know-how, business information, and technological
information where there is both a legitimate interest in keeping them confidential
and a legitimate expectation that such confidentiality will be preserved. However,
trivial information and the experience and skills gained by employees in the normal
course of their errployment is excluded from the definition. An important question
in this regard wilt be what information is considered trivial. It would seem that what
is meant is (mfyrmation which is generally known among, or is readily accessible
to, persens, within the circles that normally deal with the kind of information in
questi¢n, Whatever the employee has therefore learnt in the course of employment
that = commonly available through training does not fall within the definition of a
trade secret.

In light of the other definitions, we can conclude that anyone who factually
controls confidential information qualifies as someone who can initiate an action
against the acquisition, use and disclosure of trade secrets. This places licensees in
a position equal to licensors and may raise questions as to whether trade secrets
have been lawfully acquired.* Goods that have significantly benefited from the
acquisition or use of a trade secret fall within the ambit of the Directive, not unlike
goods produced by means of a patented process. Yet since inspection of the goods
themselves may not reveal the extent to which unlawfully acquired trade secrets have
been used in their production, establishing a causal link between the use of unlawfully
acquired undisclosed know-how and business information and any significant benefit
is likely to be a contentious issue. The more so since under Article 3 of the Trade
Secrets Directive, lawful acquisition of a trade secret is possible through independent
discovery or creation as well as through reverse engineering.

1I. Remedies

Despite the relative protection afforded to undisclosed know-how and business
information under the Directive, the definition of infringing goods and the related

47. Anna Aurora Wennakoski, “Trade Secrets under Review: A Comparative Analysis of the
Protection of Trade Secrets in the EU and the US” (2016) 38:3 European Intellectual Property
Review 154-71.

48. Supra note 15.

49. See Trade Secrets Directive, supra note 19, Att. 3.
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remedies available to the holder of the right offered in Articles 10 (Provisional and
precautionary measures)® and 12 (Injunctions and corrective measures),” display
a level of enforcement akin to those available to intellectual property right holders
under the Enforcement Directive (IPRED).*

A number of remedies that are available in case of intellectual property infringe-
ment under IPRED,?* are not available in the context of the Trade Secrets Directive.

50, Trade Secrets Directive, supra note 19, Art. 10:

1.Member States shall ensure that the competent judicial authorities may, at the request
of the trade secret holder, order any of the following provisional and precautionary
measures against the alleged infringer: (a) the cessation of or, as the case may be, the
prohibition of the use or disclosure of the trade secret on a provisional basis; (b) the
prohibition of the production, offering, placing on the market or use of infringing goods,
or the importation, expert or storage of infringing goods for those purposes; (c) the
seizure or delivery up of the suspected infringing goods, including imported goods, so
as to prevent their entry into, or circulation on, the market.

2.Member States shall ensure that the judicial authorities may, as an alternative to the
measures referred to in paragraph 1, make the continuation of the alleged unlawful use of
a trade secret subject to the lodging of guarantees intended to ensure the compensation of
the trade secret holder. Disclosure of a trade secret in return for the lodging of guarantees
shall not be allowed.

51. Trade Secrets Directive, supra note 19, Art. 12:

1.Member States shall ensure that, where a judicial decision taken on the merits of the
case finds that there has been unlawful acquisition, use or disclosure of a trade secret,
the competent judicial authorities may, at the request of the applicant, order one or more
of the following measures against the infringer: (a) the cessation of or, as the case may
be, the prohibitien of the use or disclosure of the trade secret; (b) the prohibition of the
production, offering, placing on the market or use of infringing goods, or the importation,
export or storage of infringing goods for those purposes; (c) the adoption of the appropriate
corrective measures with regard to the infringing goods; (d) the destruction of all or part
of any document, object, material, substance or electronic file containing or embadying
the trade secret or, where appropriate, the delivery up to the applicant of all o1 part of
those documents, objects, materials, substances or electronic files.

2. The corrective measures referred to in point (c) of paragraph 1 shall include: (a)
recall of the infringing goods from the market; (b) depriving th= inizinging goods of
their infringing quality; (c) d@&struction of the infringing goods or, where appropriate,
their withdrawal from the market, provided that the withdrawal does not undermine
the protection of the trade secret in question.

3.Member States may provide that, when ordering the withdrawal of the infringing goods
from the market, their competent judicial authorities may order, at the request of the trade
secret holder, that the goods be delivered up to the holder or to charitable organisations.
4.The competent judicial authorities shall order that the measures referred to in points
(c) and (d) of paragraph 1 be carried out at the expense of the infringer, unless there
are particular reasons for not doing so. Those measures shall be without prejudice
to any damages that may be due to the trade secret holder by reason of the unlawful
acquisition, use or disclosure of the trade secret.

52. Directive 2004/48/EC of the European Parliament and of the Council of 29 April 2004 on
the enforcement of intellectual property rights (2004) Official Journal of the European
Uniion, 2 June 2004, L195/16.

53. Ibid., Art. 6 - order for the presentation of evidence; Art. 7 - preservation of evidence;
Art. 8 - right of information; Art. 9(1)(a) and 11 - injunction against intermediaries
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However, the Trade Secrets Directive is a minimum harmonisation Directive, so the
Member States can provide for equivalent measures should they so wish.

1L, Confidentiality of Trade Secrets in Legal Proceedings

One of the key provisions in the Trade Secrets Directive addresses the dilemma that
any holder of a trade secret faces, namely that he may be compelled to disclose the
tra‘de secrel to the counterparty in the interest of due process. This means that lawyers
and other representatives of the parties, court officials, witnesses, experts and all
others participating in legal proceedings may learn of the most sensitive know-how
and business information. Whereas the decisions can be removed or redacted and
access to the proceedings can be restricted, there is a fundamental notion of fair tra.!il
that parties should be able to respond to claims in relation to the trade secrets in
question. Article 9(2) of the Trade Secrets Directive allows for the circle of persons
to whom confidential information is disclosed to be limited to at least one natural
person from each party and the respective lawyers or other representatives of tl}e
parties to the praceedings. This limitation is subject to a proportionality test that wﬂl
have to be conducted in light of the right to fair trial that is guaranteed by Article 6%
of the European Convention on Human Rights (ECHR).*

V. Safeguards

' a democratic and open society, diversity and plurality of media is necessary to
ensure the fundamental rights of freedom of speech and information.* The conditions
under which lawful acquisition, use and dissemination of information can take place
has to be clearly described.*” Article 5 of the Trade Secrets Directive provides for the
protection of media, whistle-blowers, and workers where the disclosure of information
serves the purpose of adherence to Union or national law, with the pivotal notion
that the revealing misconduct, wrongdoing or illegal activity is with the purpose of
protecting the general interest.

whose services are used by a third party; Art. 9(4) — ex parte injunction; Art. 14 - full
cost recovery.
54, ECHR Art. G
1. In the determination of his civil rights and obligations ..., everyone is entitled to a fair
and public hearing by [a] tribunal established by law. Judgment shall be pronounced
publicly but the press and public may be excluded frem all or part of the trial in the
interests of morals, public order or national security in a democratic society, where the
interests of juveniles or the protection of the private life of the parties so require, or to
the extent strictly necessary in the opinion of the court in special circumstances where
publicity would prejudice the interests of justice.
55. See Guide on Article 6 of the European Convention on Human Rights (2013) Council of
Europe, available at http://www.echr.coe.int/Documents/Guide_Art_6_ENG.pdf.
56. Art. 10 ECHR and Art. 11 Charter of Fundamental Rights of the European Union.
57. Jean Lapousterle, Christophe Geiger, Norbert Olszak and Luc Desaunettes, “What Protection
for Trade Secrets in the European Union? A Comment on the Directive Proposal” (2016)
38:5 European Intellectual Property Review 225-61.
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The Directive incorporates a statutory limitation of a maximum of six years
during which action can be brought from the moment of acquisition, use or disclosure.
This is very long considering that most ex-employees, the source of most disclosures,
will have moved on. Third parties using information also need to be able to gauge
their freedom to operate based on a reasonable certainty that they are in fact legitimate
users. One can question whether a lot of know-how and business information is
of such a nature that it is deserving of such a long limitation period. In an earlier
draft of the Trade Secrets Directive the limitation period was two years. This was,
however, increased at the insistence of the UK, which has a single legal instrument,
the Limitation Act 1980, that employs a standard term of six years for torts.

Ancther safeguard concerns the right to the freedom to work of employees.
Recital 14 indicates that the definition of trade secret “excludes trivial information
and the experience and skills gained by employees in the normal course of their
employment, and also excludes information which is generally known among, or is
readily accessible to, persons within the circles that normally deal with the kind of
information in question.” However, it may not always be that clear what knowledge
obtained by the employee in the course of his employment can be considered
“trivial”, and what cannot. In order to ensure that ex-employees are not at risk of
being financially crippled when they inadvertently and unintentionally continue to
use their acquired skills in a new position, Member States may “limit the liability
for damages of employees towards their employers for the unlawful acquisition,
use or disclosure of a trade secret of the employer where they act without intent”.
Without proper harmonisation of post-contractual labour relations and restrictive
covenants in the Union, however, the right to freedom to work of employees cannot
be properly guaranteed.

E. CONCLUSION

The instruments for the protection of undisclosed know-how and business infor-
mation in the United States of America and the European Union are convesging.
Not only is there a large degree of similarity in terms of definitions, procedures and
remedies, there also is a common understanding that without prozer guarantees
for the preservation of confidentiality in the course of legal proceciings, plaintiffs
risk disclosing more than they would like to. This is an impediment to the effective
protection of trade, however, that seems to now be adequately addressed. United
States legislation seems to be much more aware of cross-border and international
problems related to the misappropriation of trade secrets, as compared to its EU
counterpart. Enhancing the plaintiff's position in relation to the protection of trade
secrets, however, has also raised serious questions in relation to safeguards for third
parties, especially employees. Although the European Union Directive provides
more safeguards that specifically address fundamental rights as compared to the US
legislation, one issue remains problematic. This is the position of ex-employees in
post contractual situations covering restrictive covenants, and will be addressed in
the following chapter.

58. Trade Secrets Directive supra note 19, Art. 14.
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CHAPTER 2
“Pacta sunt servanda” - sed quousque?’

Christopher Heath

A. 1’ TRODUCTION

Thic chapter addressed the question as to what, if any, should be the limits to
csniractually agreed non-competition agreements in the context of employment.
"here are a number of different terms for the obligation of a former employee not to
compete with his former employer after termination of the employment contract. The
first English decisions refer to this obligation as a “restraint of trade” (see below D.).
Nowadays, it is more common to call these obligations post-contractual obligations
not to compete, non-compete covenants, covenants not to compete or, as used in
this article, restrictive covenants.*

From a comparative perspective, the law on restrictive covenants in employment
relations has been guided by a number of often conflicting principles. Depending on
the era and jurisdiction, certain principles have featured more prominently, or been
given precedence over others. The main principles that have shaped legislation and
jurisprudence in this area are:

- “Pacta sunt servanda” (B.)

The inequality of bargaining power (C.)

- The reluctance to uphold restraints of trade (D.)

— The freedom of persons to find employment (talent must be free) (E.)
The protection of trade secrets (F.)

Mixed approaches (G.)

An analysis is provided under H. below.

1. Agreements should be observed - but up to which point?
2. Covenant deriving from the Latin convenium agreement, pledge.

17




Christopher Heath

B. “PACTA SUNT SERVANDA”

The sacredness of contracts (“pacta sunt servanda”,’ from which the chapter derives
its title) was the guiding principle of many jurisdictions when deciding on the validity
of restrictive covenants in the 19th century. A typical example is an 1875 English
decision where the Master of the Rolls nailed his colours to the mast:

“It must not be forgotten that you are not to extend arbitrarily those rules which
say that a given contract is void as being against public policy, because if there
is one thing which more than another public policy requires it is that men of full
age and competent understanding shall have the utmost liberty of contracting,
and that their contracts when entered into freely and voluntarily shall be held
sacred and shall be enforced by the courts of justice. Therefore, you have this
paramount public policy to consider - that you are not likely to interfere with
this freedom of contract.™

German parliamentary debates in the late 19th century reported a similar line taken
by the German courts:

“Also the courts have experienced a reckless abuse of such non-compete clauses.
While the courts try to combat such a state of affairs, the legal remedies under
current law against such covenants are insufficient for the courts to grant proper
redress. The Supreme Court takes the general view that non-compete clauses
are unenforceable to the extent that they no longer permit sufficient economic
activity and thereby contravene good order and public morals. Yet, this principle
is only successful in extremely severe cases.”?

Also in France, the Supreme Court decisions on restrictive covenants until the year
2000 emphasised the freedom of contract with the exception of clauses that reduced
the employee’s freedom to pursue a professional activity in a general and absoluie
way, unlimited both in time and geography.¢

The judiciary thereby enforced the alleged principle of Roman law that the
freedom of contract was to be upheld. Never mind Rousseau’s Social Centract,’

.

3. This nice Latin term is not a principle of Roman law, however. Under Roman law, only
determined types of contracts were enforceable by a corresponding action. “Pacta”, on the
other hand were not contracts, but rather non-enforceable agreements. Only mediaeval law
abolished this distinction and came up with the rule that also other agreements should be
enforceable.

4. English High Court, Printing and Numerical Registering Co. v Sampson, L.R. 19 Eq. 462,
465 (1875). The case concerned a non-competition obligation.

5. Materialien zum Handelsgesetzbuche fiir das deutsche Reich (Berlin 1897) 30. The passage
is an utter euphemism: the courts, as is stated in the last sentence, did not intervene even
in the most egregious cases.

6. Prominently French Supreme Court, 7 November 1984, 82-16882, Société Elan.

7. “Tosay that a man gives himself gratuitously, is to say what is absurd and inconceivable;
such an act is null and illegitimate, from the mere fact that he who does it is out of his
mind. To say the same of a whole people is to suppose a people of madmen; and madness
creates no right” (Social Contract, 36).
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the notion that people should be free rather than held to contracts did not feature
prominently in legal decisions. .
An interesting twist can be detected in the Netherlands, however. While in
pest mercantile tradition, contractual agreements are generally upheld, restrictive
covenants in order to keep their validity must be re—negotiate_d every time the employee
changes position.® This is nothing but a consistentﬂgpphcatlon of the contras:tua]
principle that an obligation must be precisely specified and must _be re-negotiated
when the basis for the contract changes (clausula rebus sic stantibus, Wegfall der
Geschiftsgrundlage). A consistent application of the principles of contract law, so

to speak.
i THE INEQUALITY OF BARGAINING POWER

Eventually, it dawned on the legislature of some countries that the courts with their
underdeveloped skills in social engineering could not be entrusted with levelling the
playing field between employers and employees. After all,

“In legal/reality, the freedom of contract and ownership in the hands of the
socially pawerful is different than in the hands of the socially weak. The freedom
of awnership in the hands of those who have turned the freedom to dispose of
things into the freedom to dispose of people ... The legal freedom of contract
in social reality becomes the freedom of the socially powerful to dictate, and of
the socially weak to obey.™

As a consequence of the failure of the judiciary to see things as clearly as Gustav
Radbruch, the German Parliament discussed at length what to do. A number of
clearly abusive covenants that required even the most menial workers to sign a
post-contractual non-compete clause of three to five years with a geographical range
encompassing Germany, Switzerland, Austria/Hungary and Italy and a penalty of
20 annual salaries in case of contravention, were mentioned in the parliamentary
debates in 1913/1914. These covenants even had to be pledged by word of honour.
The parliamentary commission responsible for drafting the Commercial Code thus
recommended inserting a provision whereby a post-contractual non-compete covenant
pledged by a shop clerk to his employer would only be enforceable if reasonable as to
its time, geographical scope and object, and to the extent that such covenant would
not unduly limit the shop clerk’s future career. This then led to the introduction
of provisions in the Commercial Code (secs 74, 74a) whereby a post-contractual
obligation not to compete had to be in writing and could not extend over more
than two years. It would only be enforceable if necessary to protect the legitimate
commercial interests of the employer and if reasonable in scope (sec. 74a German

8. Dutch Supreme Court 9 March 1979, Nederlandse Jurisprudentie 1979, 467 (Van Uffelen
v Brabant), and Dutch Supreme Court 25 October 2002, ECLI:NL:HR:2002:AE9260 (Epen-
huyzen v Van Baarlen).

9. Gustav Radbruch, Der Mensch tm Recht (Gottingen 1957) 38-39. Orly Lobel (Talent Wants
to Be Free (Yale University Press 2013)) states: “Field studies revealed that a high percentage
of employees feel compelled, perhaps even coerced, into signing a non-compete that was
presented to them |even] after [(!)] they had already accepted a job offer.”
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Commercial Code). The main control of restrictive covenants however is effected by
the employer’s duty to pay the employee half his previous salary for the time of the
covenant: a restrictive covenant is void unless accompanied by the employer’s pledge
of proper payment of at least half of the previous salary. Exceptions are agreements
that are not considered restrictive covenants, in particular agreements that would
prevent former employees from actively soliciting clients of their former employer.*
Apart from that, restrictive covenants without due compensation are not only void,
but even unconstitutional .

In Ttaly, sec. 2125 Civil Code (dating back to 1942) tries to strike a balance
between the interests of the employer and those of the former employee by providing
that post-employment restrictive covenants need to be in writing, may not exceed a
duration of five years (for managers) or three years (for other employees), must offer
compensation, and be limited as to subject matter and territory. These provisions are
less precise than the German ones, but at least provide the courts with a guideline
on how to approach restrictive covenants in the field of labour law.

A similar provision can be found in Spain in sec. 21 Workers’ Statute. According
to this provision, a post-contractual restrictive covenant is only valid if three conditions
are met: a) the agreement is limited to a period of six months, or at the maximum two
years, depending on the employment level, b) the employer has an actual industrial or
commercial interest, and c) the ex-employee is paid adequate economic compensation.
Agreements that do not comply with these requirements are void.

In Mainland China, the 2007 Labour Contract Act (effective 2008) contains
some explicit provisions on non-compete clauses between employers and employees:
an employer may enter into an agreement with his employee to require the latter to
keep the business secrets and intellectual property of the employer confidential. For
an employee who has the obligation to keep information confidential, the employer
and the employee may stipulate a non-compete clause in the labour contract or in
a confidentiality agreement and agree that once the labour contract is dissolved i«
terminated, the employee shall be given monthly compensation within the non<cam-
petition period. If the employee violates the non-competition agreement, he'shalii pay
the employer a penalty for breaching the contract (sec. 23). The persons. who are
subject to non-compete clauses shall be limited to senior managers, serioy engineers
and other employees who have the obligation to keep secrets of the employer. The
non-competition period shall not exceed two years from the date of the dissolution
or termination of the labour contract (sec. 24).

The legislative approach works less well with general clauses that give no
further guidance,

In Taiwanm, the courts have used sec. 252 of the Civil Code to reduce the burden
of restrictive covenants.™ In one case, two employees had worked for three years for
their employer before leaving for another company. The employer sued for breach
of non-competition and confidentiality clauses and demanded the agreed penalty

10. German Federal Supreme Court, 27 September 1988, Betriebsberater 1989, 984.

11. German Constitutional Court, 27 February 1990, Neue Juristische Wochenschrift 1990,
1469.

12. Sec. 252 of the Civil Code reads as: “If the agreed penalty is disproportionately high, the
court may reduce it to a reasonable amount.”
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of TWD 1,000,000." The Taichung High Court reduced the per_lalty to TWD 200,000
and TWD 250,000 for each defendant respectively after considering their monthly
salaries (TWD 28,000 and TWD 30,500) and educational background (college grad-
uate majoring in electronics and electric engineering).’* In another case where the
employee had worked for the employer for only 4.5 months before joining another
competitor, the Taiwan High Court reduced the agree.d penalty from ten times the
earned salary paid by the former employer to only twice.*

While this is perhaps well-meant, it does not do much to protect the employee
from overly onerous obligations.

In countries where the scrutiny of restrictive covenants is left to the courts, the
issue of unequal bargaining power has normally been one of the factors the courts
would consider, see below G. “Mixed Approaches”.

D. RESTRAINTS OF TRADE

1. The Comumon Law Position

Ever since the 1¢z1 Statute of Monopolies, common law has looked with great suspi-
cion on asrecrients trying to monopolise trade, inter alia by contractual restraints. As
prominc‘gﬂ y as this principle features in the position on restrictive covenants in the
UK (heJS and Australia, its absence is as notable in continental law jurisdictions
(aticast until very recently).

The long line of English decisions on restrictive covenants dates back to a
case of 1711. In that case, the defendant had assigned to the plaintiff a lease on a
“messuage and bake house” for the term of five years, while the defendant should
not exercise the trade of baker within the parish during the said term. The defendant
subsequently breached that covenant. The court first distinguished between general
restraints that “are all void, whether by bond, covenant or promise, etc., with or
without consideration and whether it be of the party’s own trade, or not.” In confrast
thereto, a particular restraint of trade that “appears to be made upon a good a[_ld
adequate consideration, so as to make it a proper and useful contract, is gopd." T.hlS_,
according to the court, was so because “a man may, upon a valuable CDHSId?l‘aT.IOH,
by his own consent, and for his own profit, give over his trade; and part with it to
another in a particular place.” The reason: “To obtain the sole exercise of any known
trade throughout England, is a complete monopoly, and against the policy of the law.
[Yet] when restrained to particular places or persons (if law{ully and fairly obtained],
the same is not a monopoly.” The court then goes on to find a more specific reason
for the above distinction. The court notes in particular:

“That all things prohibited by law, may be restrained by condition; and therefore
these particular restraints of trade, not being against law, in a proper sense, as
being neither mala in se nor mala prohibita, and the law allowing them in some
instances, as in those in customs assumpsits, they may be restrained by condition.

13. The exchange rate between TWD and EUR is about 33:1.
14. Taichung High Court, 11 June 2003 (2003 ShangZi 39).
15. Taiwan High Court, 31 March 2008 (2007 LaoShangZi 79).
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Secondly, affirmatively; the true reasons of the distinction upon which the
judgements in these cases of voluntary restraints are founded are, first, the
mischief which may arise from them, first, to the party, by the loss of his liveli-
hood, and the subsistence of his family; secondly, to the publick, by depriving
it of a useful member.

Another reason is, the great abuses these voluntary restraints are liable to; as for
instance, from corporations, who are perpetually labouring for exclusive advan-
tages in trade, and te reduce it into as few hands as possible; as likewise from
masters, who are apt to give their apprentices much vexation on this account,
and to use many indirect practices to procure such bonds from them, lest they
should prejudice them in their custom, when they come to set for themselves.

Thirdly, because in a great many instances, they can be of no use to the obligee;
which holds in all cases of general restraint throughout England; for what does it
signify to a tradesman in London, what another does in Newcastle? And surely
it would be unreasonable to fix a certain loss on one side, without any benefits
to the other. The Roman law would not enforce such contracts by inaction.™®

As stated by Aldo Nicotra in the chapter on Australia, the Common law position
has traditionally been unsupportive of agreements between private individuals that
have the effect of limiting free competition in commercial markets. Accordingly, the
common law restraint of trade doctrine applies the test of reasonableness for such
restraints to ensure there is no undue interference with the freedom of trade, which
includes the right for a person to sell his own personal labour."”

In essence, the restraint of trade doctrine operates to render provisions illegal
which impose restrictions on a person’s freedom to engage in trade or employment.
These are consequently unenforceable at common law, unless the restraint is rea-
sonable to protect the legitimate interests of the party seeking to rely on the restraint
and is not contrary to the public interest. The application of the restraint of trade
doctrine takes into account the interest of both parties and also the broader puhiic
interest. This doctrine has found its way into international law (see the follCwing
chapter on the UNCTAD Code of Conduct), as well as national competition laws.

II. EU and National Competition Laws!®

&
Restrictive covenants are intended to restrain an employee from competing against
his former employer. It would thus be surprising if the courts had not considered the

16. English High Court of Chancery, Mitchel v Reynolds, 24 English Reports 347 (1711) per
Parker, C.J. In a US decision of 1999, Outsource International Inc. v Barton, US Court of
Appeals, 7th Cir.,, 17 September 1999, 52 USPQ 2nd 1085, 1089, Judge Posner interpreted
this case as follows: “The original rationale had nothing to do with restraint of trade in its
modern, antitrust sense. It was paternalism in a culture of poverty, restricted employment,
and an exiguous social safety net. The fear behind it was that workers would be tricked into
agreeing to covenants that would, if enforced, propel them into destitution.” I personally
would read the decision as motivated by the unwillingness to uphold monopolies.

17. See Nordenfelt v Maxim Nordenfelt Guns & Ammunition Co Ltd [1894] AC 565.

18. The part on EU competition law was written together with Guy Tritton.
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Jegitimacy of restrictive covenants against the competit.ion provisions of the Treaty
of the Functioning of the European Union (TFEU) and its predecessors. .

Article 101 renders void anti-competitive agreements between undertaklngs
that have an appreciable effect on trade between Member St_ates. Howe\:er, 1f_the
conditions of Article 101(3) are satisfied, then the agreement is notlvmd.“ It might
be thought that there can be no clash as the common law anq Article 101 operate
in parallel. In other words, if an agreement is contrary to Article 101 and not the
common law, it is struck down, and vice versa if it is contrary to the common law
but not Article 101, it is struck down. However, in one decision, the English courts
have held that there is no room for the common law doctrine of restraint of t.rade
where an agreement was found not to infringe Article 101 but had an appreciable
effect on trade between Member States.” ‘

It has been said by English commentators that Article 101 has no applicability
to contracts of employment.® This is based on the ECJ’s judgment in Criminal
Proceedings against Jean Claude Becu.* In that judgment,

“[26] It musi therefore be concluded that the employment relationship which
recognised dockers have with the undertakings for which they perform dock
work is characterised by the fact that they perform the work in question for
and-under the direction of each of those undertakings, ... since they are, for
{lic duration of that relationship, incorporated into the undertakings concerned
i thus form an economic unit with each of them, dockers do not therefore
in themselves constitute ‘undertakings’ within the meaning of Community
competition law.” [Emphasis added]

However, that case was concerned with the legitimacy of Belgian law concerning
dock workers and not post-termination restrictive covenants in contracts. Whilst the
above statement is true when an employee is working for an employer, it is not true
once he has left that employment. From that point, the ex-employee and ex-employer
are clearly not one economic unit. Moreover, it has long been recognised under EU
law that an undertaking can be an individual. Accordingly, in the author’s view,
there is no reason why Article 101 is not capable of applying to a post-termination
restrictive covenant.

In fact, restrictive covenants in the context of employment came under closer
scrutiny of the European authorities on two occasions. The first was the post-con-
tractual restriction on football players to freely change football clubs.** In this case
(“Bosman”), the ECJ found that such rules limited the employee’s freedom to freely
chose employment and for this reason fell foul of Article 48 EC Treaty. The court thus

19. This may be through a finding of exemption by a competition authority; a court or via
the operation of the “safe harbour” provisions of block exemptions e.g. the Technology
Transfer Block Exemption.

20. Days Medical v Pihsiang [2004] EWHC 44 (Comm) applying the Advocate-General’s Opinion
in Bundeskartellamt v Volkswagen and anor (C-266/93) at paras 58 to 59. ) 7

21. Kate Brearley and Selwyn Bloch, Employment Covenants and Confidential Information:
Law, Practice and Technique (3rd edn, Tottel Publishing 2009) para. 10.55.

22. European Court of Justice, 16 September 1999, case C-22/98 [1999] ECR I-5665.

23. European Court of Justice, 15 December 1995, case C-415/93.
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did not have to decide on a possible contravention of the rules of free competition.
For details of this case, see below E.

Another sports case is currently under investigation where the Commission
suspects a violation of Article 101 TFEU. The case concerns the International Scating
Union (ISU) whose eligibility rules ban skaters from international speed skating
events such as the Olympic Games or the World Championship, if they participate in
international speed skating events that are not approved by the ISU. If skaters break
these rules, they can face a ban of up to a life-time. The Commission‘s preliminary
view is that the rules restrict the athletes* commercial freedom unduly and resultin a
situation where they are not willing to participate in speed skating events other than
those organised by the ISU or its members (national federations). This prevents new
entrants from organising alternative international speed skating events because they
are unable to attract top athletes. The case thus does not concern post-contractual
limitations of competition, but those during the (relatively short) active period of
sportsmen and may indeed be helpful to break the stranglehold of international
sports bodies on athletes. The case, which has been under investigation since October
2015, was initiated following a complaint by two Dutch professional speed skaters.

There may thus be cases where Article 101 is potentially applicable to restrictive
covenants in employment contracts, although this is generally not the case. As judge
Posner put it in a US decision,

“It would be unlikely for the vitality of competition to depend on the ability of a
former employee to compete with his former employer. So unlikely that it would
make little sense to place a cloud of suspicion over such covenants, rather than
considering competitive effects on a case by case basis.”®

Still, German jurisprudence applies German anti-trust law to any post-contractual
non-compete clause between competitors (which the former employee may become);
and allows these only where they are meant to protect an identifiable know-how, and
limited in terms of time, geography and scope to the extent necessary,” regardicss
of any measurable effect on competition.

IIL, Anti-Poaching Agreements?’

Restrictive practices have the pott;ntial to stifle migration of knowledge and talent. In
contrast, “the surrounding economy benefits as whole from the mobility of workers
with the knowledge that they have accumulated”

24. http://europa.eu/rapid/pressrelease_IP-16-3201_en.htm.

25. Outsource International Inc. v Barton, US Court of Appeals, 7th Cir., 17 September 1999,
52 USPQ 2nd 1085, 1089. The two cases in Europe did not concern restrictions imposed
on specific employees, but rather by associations imposed on its members.

26. Appeal Court Naumburg, 20 December 2012, BeckRS 2013, 01886 for a post-contractual

non-competition clause imposed on the partner of a cooperation agreement for bakery
products.

27. This part was written together with Aldo Nicotra.

28. Christopher Arup et al., “Restraints of Trade: The Legal Practice” (2013) 36(1) University
of New South Wales Law Journal 3.
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The benefits of preventing anti-competitive resiraints can be seen in “cluster
or network economies” such as Silicon Valley in the U8 where companies compete
for specialised, sought-after employegs. o - .

However, for employers operating in highly competitive mdustru_es or zones
(e.g. Silicon Valley), the threat of poaching the competitors’ top performing taler}t is
commonplace. While regulatory authorities (such as the US Department of Justice)
take the view that this competition is ultimately for. the_: benefit of consumers, for
businesses the competition for talent can lead to a_blddmg war over a select_ group
of employees with the desired skill set. Naturally this leads to increasing salaries and
expectations of prospective employees in the talenlt pool. .It follows that. empl.oyers
face a complex balancing act to attract and maintain th.e.nght tglent while trying to
contain labour costs in order to compete in a cost-sensitive epvn_‘onmem.

Historically, the most significant “collusion” of companies in OFder to _prevent
the exodus of talent was the agreement of major Japanese companies during and
after the First World War to introduce a seniority-based payment system for their
skilled workers within the company (nenkd joretsu). This effectively discouraged a
move of employees between companies, as the employee in the n_ew company wguld
again start at the bottom of the salary scale. Japa;esg companies thereby avoided
losing emplojyees to competitors, and, combined with lifetime employment, reduced
competition)for talent to the first entry into the labour market.*” N

Mare 1ecently, companies in technology hotspots such as Silicon Val‘ley hz‘ive
been-saught out for engaging in anticompetitive conduct by enterlllg into ‘I.lD
ncaching” agreements. At the time of writing, eBay Inc. was the latt?st high pro_ﬁle
gilicon Valley offender to be caught out by the US Department of JUS.UCE for entermg’
into an agreement with Intuit to prevent the companies from recruiting each others
employees.

The US Department of Justice alleged that senior executives from eBgy and
Intuit made arrangements which were documented in electronic communications to
limit “competition between the two firms for employees, distorting the labour market
and causing employees to lose opportunities for better jobs and higher pay”.* Unc.ier
the proposed settlement announced on 1 May 2014, eBay is prevented from entering

29. Horst Hammtisch, Japan Handbuch (Wiesbaden 1981) 536. A number of other factors
(mainly cultural) may have contributed to the introduction of this system, too. The system
made restrictive covenants for employees practically unnecessary, as it discouraged employ-
ees from working for competitors by other means. It would be an interesting endeavour
to compare the overall efficiency (not only in terms of innovation) of the Jap_anese system
with the rather open one of the US. For the latter, particularly Orly Lobel (Talent Wants
To Be Free (Yale University Press 2013); id., Human Capital, Knowledge Creation, ar.ld the
Reach of Intellectual Property (2014)) has advocated restrictive covenants bg abol.lsheq,
citing the success of Silicon Valley and the absence of restrictive covenants in Cahfcn"ma
(see the following section). Tt may well be that the Japanese system exactly by not being
“disruptive” created a culture of applied small-scale improvements that was needed to
catch up. .

30. Department of Justice (USA), Office of Public Affairs, “Justice Department Requires eBay
to End Anticompetitive ‘No Poach’ Hiring Agreements” (Media Release, 1 May 2014 http://
www.justice.gov/opa/pr/2014/May/14-at-461.html) citing Bill Baer, Assistant Attorney
General, Department of Justice, Antitrust Division.
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into or maintaining anticompetitive agreements with other companies restraining
employee recruitment and retention for five years.® On the same day, the State of
California filed a settlement in its related case based on the same facts alleged by
the US Department of Justice.*2

If approved by the US District Court, the proposed settlement will see eBay join
Adobe, Apple, Google, Pixar, Lucasfilm and Intuit, which are all under court-ordered
injunctions preventing them from engaging in anticompetitive practices following
investigations into recruitment related misconduct targeted by the Antitrust division
of the US Department of Justice.®

The US Department of Justice reports more than 60,000 employees have
accessed the justice system to seek monetary damages arising from the antitrust harm
caused by the high-tech firms charged by the Antitrust Division in recent years. The
scale and quantum of such “follow-on” private claims should serve as a deterrent
to employers from engaging in such anticompetitive conduct.

After all, these anti-poaching agreements have the same effect that Lobel
describes for non-compete clauses: “In jurisdictions where non-competes are
regularly enforced, compensation is lower but is also more salary-based, as opposed
to performance-related. ™ This is exactly the case for Japan.

E. THE FREEDOM OF PERSONS TO FIND EMPLOYMENT (“TALENT
MUST BE FREE”)

I. Constitutional Guarantees

Although also strengthening the interests of the employee, this aspect is different
from the above-mentioned issue of levelling the playing field between employer
and employee. Certainly, the employee’s interests in earning a living has featured
in some early decisions:

“The principle is this: Public policy requires that every man shall be at liberty
to work for himself, and shall not be at liberty to deprive himself or th= State
of his labour, skill, or talent, by any contract that he enters into”.3

31. Department of Justice (USA), “Remarks As Prepared for Delivery by Assistant Attorney
General Bill Baer at the Conference Call Regarding the Justice Department’s Settlement
with eBay Inc. to End Anticompetitive ‘No Poach’ Hiring Arrangements” (Media Release,
1 May 2014 http://www.justice.gov/atr/public/press_reIeases/Z014/305619.htm).

32. The People of the State of California v eBay Inc., referred to in Department of Justice (USA),
Office of Public Affairs, “Justice Department Requires eBay to End Anticompetitive ‘No
Poach’ Hiring Agreements” (Media Release, 1 May 2014 http://www.justice.gov/opa/
pr/2014/May/14-at-461.html).

33. Department of Justice (USA), “Remarks As Prepared for Delivery by Assistant Attorney
General Bill Baer at the Conference Call Regarding the Justice Department’s Settlement
with eBay Inc. to End Anticompetitive ‘No Poach’ Hiring Arrangements” (Media Release,
1 May 2014 hitp://www.justice.gov/atr/public/press_releases/2014/305619.htm).

34. Orly Lobel, Talent Wants To Be Free (Yale University Press 2013).

35. English High Court, Leather Cloth Ce v Lorsont (1869) L.R. 9 Eq. 345.
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The employee’s freedom of profession was only discussed in earnest when a good
number of national constitutions guaranteed the freedom_of labm}r [Italy_,_Japanz
Germany, France, inter alia). Thereby, the.employee’s 1qterest in mobility was
upgraded to a constitutional right on a par with the protection of property:

“The use by a former employee of professional skills acquired during his previous
work experience ... involves constitutional rights related, on the one hand!‘ to
the economic freedom and, on the other hand, to the freedom of expression
of his own personality ... As a matter of principle, an employee is entitled to
lawfully foster his professional chances within his relational life through the ...
knowledge acquired during and thanks to his former job, as the latter has become
part of his own personality. This principle applies both when othler em.pl_oyEr‘s
hire that employee and when the latter starts his own entrepreneurial activity”.*
Also the European Trade Secrets Directive 2016/943 attaches importance to the
freedom of labour. Of greatest relevance in this regard is Article 1.3:

“Nothing in this Directive shall be understood to offer any ground for restricting

the mobility. ¢f employees. In particular, in relation to the exercise of such

mobility,-this Directive shall not offer any ground for: _

(a) limiting employees’ use of information not constituting a trade secret as
delined on point (1) of Article 2; . .

{Lriimiting employees’ use of the experience and skills honestly acquired in
the normal course of their employment;

(¢) imposing any additional restrictions on employees in their employment
contracts other than in accordance with Union or national law.”

The freedom of labour as enshrined in Article 48 EC Treaty was also at the heart of
the ECJ case that concerned post-contractual limitations imposed on professional
football players under which a professional footballer who is a national of one
Member State could not, on the expiry of his contract with a club, be employed by a
club of another Member State unless the latter club has paid to the former a transfer,
training or development fee. According to the ECI*

“the transfer rules constitute an obstacle to freedom of movement for workers
prohibited in principle by Article 48 of the Treaty. It could only be oﬂlerwigg if
those rules pursued a legitimate aim compatible with the Treaty and were j11§t1ﬁed
by pressing reasons of public interest. But even if that were so, applicatlgn _of
those rules would still have to be such as to ensure achievement of the aim in
question and not go beyond what is necessary for that purpose. Since both type_s
of rule to which the national court's question refer are contrary to Article 48, it
is not necessary to rule on the interpretation of Articles 85 and 86 of the Treaty.”

A particularly strong stance against a restriction of the employee’s freedom to procure
employment has been taken by California. Here § 16600 Business and Profes}swr_ls
Code rules that “[e]very contract by which anyone is restrained from engaging in

36. Ttalian Supreme Court, 11 October 2002, No 14479, Dir. Industriale 2003, 455; Italian
Supreme Court, 20 March 1991, No 3011, Foro it. 1993, L
37. European Court of Justice, 15 December 1995, case C-415/93 (Bosman).

27




Christopher Heath

lawful profession, trade or business of any kind is to that extent void”, the intention

being to “protect the important legal right of persons to engage in businesses and
occupations of their choosing.”*

I1. Distinctions and Limitations

In a society that increasingly relies on skills, talent and expertise, restrictive covenants
deprive a former employee from looking for employment in the area of his expertise
and must thus be considered a serious limitation to the right to find employment,
On the other hand, restrictions as to certain, specified activities related to the use
of a previous employer’s trade secrets may be less onerous and not be considered a
limitation of the employee’s freedom to procure employment, as in such a case the
employee would simply be put on a par with others who are not privy to the specific
trade secret in question:

“Unlike the case of an obligation not to compete at all, such a post-contractual
obligation to maintain trade secrets does not limit the employee in pursuing its
lawful interests. Such an obligation puts the ex-employee on the same footing
as those employees who do not know the trade secret at all, but does not lead
to any further restriction.”*®

Itis thus important to distinguish post-contractual secrecy obligations from post-con-

tractual non-compete clauses, as only the latter would amount to an obstacle to the
employee procuring employment:

“Certainly, the defendant [employee] pledged in the agreement to maintain trade
secrets and not disclose or leak trade secrets to third parties, or enable third
parties to use such trade secrets after the termination of the current employment.
This, however, did not relate to knowledge acquired in the course of working for
the plaintiff [former employer], but was limited to the trade secrets disclosed to
the defendant in the course of employment. Because it could not be proven that
the defendant did indeed make use of any properly maintained trade. secrets
after he ceased to work for the defendant’s company, he is not in breach of his
contractual obligations. ... The plaintiff argues that the defendant - ¢ligations
should be construed as a restrictive covenant. Yet, the defend=ni's obligations
towards the plaintiff related to properly maintained secrets and the use of
information. There is no evidence that the defendant was indeed burdened with
a genuine restriction of competition after his contract ended.”*

The position expressed above by the Osaka District Court that the obligation to
maintain trade secrets is a different cup of tea from refraining from post-contractual
competition is shared by many jurisdictions, notably those that put further conditions

38, Supreme Court of California, 19 December 2002, Advanced Bionics Corp. v Medtronic Tne.
39. German Federal Labour Court, 16 March 1982, Neue Juristische Wochenschrift 1983, 134.
40. Osaka District Court, 10 September 1998, 1656 Hanrei Jihd 137 “Fujiwara Sangyd”.
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on Testrictive covenants, for example Germany,* Italy* or France,” which re_gulalrly
or always require restrictive covenants to be financially compensated. The distinction
is imperative for jurisdictions that prohibit restrictive covenants in toto, such as

California.
L. Policy Considerations

From the point of view of invention policy, Orly Lobel in particular has argued against
restrictive covenants and in favour of post-contractual freedom of employees. .

Lobel’s argument is two-fold: first, that restrictive covenants are mgpproprl.ate
in a society that no longer provides security of employmer_n and requires a high
degree of mobility: “Where in the past work relations p[_'OHllSEd certain degrees of
security and stability, today employers constantly recruit new talent. Worke_rs are
expected to manage their own job-hopping careers and frequently re-skill without
the expectation of long-term employment.” B . . .

And, secondly, that openness and mobility significantly increase innovation:
acalifornia’s refusal to enforce non-compete clauses has contrib.uted. ‘Fo the succzsg
and growth of Aigli-tech, high-velocity networks such as those in Silicon Valley _.‘“
On the other hind, a “recent article (Marx, Strumsky and Fleming 2q09)_exp101ts
Michigan s _inadvertent reversal of its non-compete enforcement le_g}slatlo_rl as a
naturarevperiment to investigate the impact of non-competes on mobility. Usmg the
U.S.pautent database and a differences-in-differences approach between inventors
in states that did not enforce and did not change enforcement of non-compete laws,
e article finds that mobility decreased by 34% in Michigan after the state reversed
its policies. ™ . .

In the course of the US discussion on the Defend Trade Secrets Act, it transpired
that certain States had enacted a ban on restrictive covenants for certain types of
employment, for example Hawaii for technology-related jobs, and New Mexico for

41. “Yet such an obligation of secrecy does not entail a further prohibition to solicit custome_rs
of the former employer. In this respect, a covenant would be necessary to prevent th}s.
The law provides the instrument of restrictive covenants in order to limit the commercial
activities after the termination of the employment agreement. In this respect, the law
distinguishes between the cbligation to maintain secrecy (sec. 90 Commercial Code), and
a restrictive covenant (sec. 90a Commercial Code)”: German Federal Labour Court, 15
December 1987, Neue Zeitschrift fiir Arbeitsrecht 1988, 502. _

42. Ttalian jurisprudence undertakes a multifactor test for determining the validity of restrictive
covenants, and adequate compensation is one of those factors to be assessed on a case-by-
case basis: Supreme Court, 4 April 2006, No 7835, Redazione Giuffré 2006; Italian Supreme
Court, 18 May 1998, No 4891, Giust. civ. Mass. 1998, 1041; Supreme Court, 26 November
1994, No 10062, Dir. lav. 1995, 11, 40; District Court of Milan, 25 March 2011, Riv. Critica
Dir. Lav. 2011, 3, 625; District Court of Milan, 25 June 2003, Riv. critica dir. lav. 2003, 711.

43, French Supreme Court, 15.10.2014, 13-11524, Adex.

44. Orly Lobel, “The New Cognitive Property: Human Capital Law and the Reach of Intellectual
Property” (2014-2015) 93 Tex. L. Rev. 789, ‘ _

45. Orly Lobel, “Intellectual Property and Restrictive Covenants” (August 2008) University of
San Diego Research Paper No. 08-059, 17. 7

46. Orly Lobel, “The New Cognitive Property: Human Capital Law and the Reach of Intellectual
Property” (2014-2015) 93 Tex. L. Rev. 789.
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CHAPTER 7
Employees, Trade Secrets and Restrictive

Covenants in France

Luc Desaunettes

‘Dure le secret d’auntrui est une trahison, dire le sien est une sottise.”’
Voltaire, L’'indiscret, 1725.

GENERAL REMARKS

An economic undertaking consists of heterogeneous resources: human, financial,
material and intellectual. As part of the intellectual resources, trade secreis nowadays
represent undertakings’” most valuable assets.? Different economic reasons explain
this success: the absence of any administrative formality coupled with the possibility
of immediate commercial exploitation, a very broad scope eventually able to include
new forms of innovation and a potentially timely unrestrictive competitive advantage
are only a few of them.

However, if trade secrets are the most valuable, they are also the most vulnerable.
This vulnerability, originally only due to the evanescence of the information, is now-
adays reinforced by the instability of another component of the undertaking itself:
human resources. Employees are both economic assets and carriers of fundamental
rights. Controlling the freedom of employees, while desirable from the point of view
of the employer, must find its limits in the freedom of the individual. For undertak-
ings, the main risk of this freedom, irrespective of the loss of key employees, is that
they may have been in contact with strategic information during their employment
and that it will be impossible after the termination of their contracts to erase this

1. “To tell the secret of others is a betrayal, to tell one’s own is folly™.

2. See for instance the study by Cohen, Nelson and Walsh, “Protecting their intellectual
assets: Appropriability conditions and why US manufacturing firms patent (or not)” (2000)
Working Paper 7552.
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knowledge from their minds. A tension therefore exists between the need for
employee’s loyalty towards the employer and the employee’s freedom. Balangjy
these competing interests is the task of the legislature, or, in the absence OflegislauVE
provisions, the courts,

The very first regulation on trade secrets in France dates back to the Napoleonj,
Penal Code of 1810 with the incrimination of the disclosure of manufacturing secretg !
Since Napoleon, the French legal system has been taking great pride of being ope
of the forerunners of legislative codification techniques, especially with respect ¢,
the systematisation capacity of the civil law tradition. However, since that time no
further specific legislation on the protection of trade secrets has been approved.* Thjg
is unfortunate since the applicable legal rules do not help very much in establishjp
the necessary equilibrium between the different interests involved. This task therefgra
falls upon the judiciary that is nevertheless not bound by precedent and lacks the
democratic legitimacy to set rules in an abstract and general way. The result is 5
system that lacks legal certainty and that is therefore difficult to anticipate for the
economic players involved.

In order to provide an evaluation of the whole spectrum of regulation applie-
able in France and to facilitate its comparison with other existing legal systems,
the structure of the present study follows a formal law area classification, ranging
from employment issues (A) to purely competition law issues (C), and in between

the legal regime of restrictive covenants (B). Some procedural issues will finally be
addressed (D).

A. TRADE SECRETS IN EMPLOYMENT RELATIONS
L. Definition, Nature and Attribution of Trade Secrets

The first difficulty any lawyer confronted with the legal protection of trade secretz i
France faces is that there is no legislation of general application dealing with«i*t ven
the terminology is not fixed: “savoir faire”, know-how, undisclosed information or
trade secrets are some of the terms used by the jurisprudence and scholars The only
provision explicitly dealing with the protection of certain secret pieces ot information
concerns the incrimination of the disclosure of “manufacturing secets” As will be
demonstrated, the scope of this criminal provision is pretty narrow, Nevertheless,
when it comes to protection under civil law, the jurisprudence refers to the notion of
trade secrets, whose object is broader. Indeed, even if to our knowledge the notion

— e
3. Seeinfra: A1,
4.

Notwithstanding some recent unsuccessful attempts: see Propesition de loi no. 3985 visant
a sanction la violation du secret des atfaires, registered by the presidency of the Assemblée
national on 22 November 2011 and the Proposition de loi no. 2139 relative a la protection
du secret des affaires, registered by the presidency of the Assemblée national on 16 July
2014.

5. The term “trade secret” will be preferred for the rest of the study, not least in light of the
EU Directive No. 2016/943 of 8 June 2016 on the protection of undisclosed know-how and

business information (trade secrets) against their unlawful acquisition, use and disclosure.
6. See AIL1.
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1351;‘5'1_121 J\ﬂ'i; . 1011:1(1 have the right to “reserve” the informatifon fort _1t;s] ci):vc{; 5511;; etC.l
f Wparti g itive in cases when the secret information is
e ia p:(: tclltflﬂi?l]nfs 2{8'1111)‘1}06;1?15111? In the case of patents, sec. L. 6'11.-7 Coc_ie of
bya'n empl%yo erty (CIP) explicitly foresees a legal regime for employees 111ve_nt10tr113.
o ario, i ltjhé zbsence of any specific legal provision, the pr}nc1ple remains t St
ﬁlgogggfgoijﬂ,l?he employer’s “property” as a result of the service rendered by the

employee during his employment.**

Wwas neve

ig in line Wi

ires” -série
7. With the same conclusion: Rebut, “Le secret des affaires” (19 November 2012) hors-s
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8 égirgigislalewski, “Savoir-faire” (2009) Répertoire de droit comeAemal §5; Art. 2 0
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idt-Szalewski, supra, note 8, §11. . i P,
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; case law recognises the following types of information as pp[entlal trade Sefrd’;fﬁ[id[jml'
organ;eation of a network, Supreme Court 1 July 2[}2[)43jI [,‘rl—12GC)199,7goEi.r}c]1mHemer p]B[i
- i 1 Court Paris, anuary ,Le ;
lists, working methods, Appea # ey
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12. Segfor instance: Supreme Court 20 June 1973, 72-92270, Ulmic; also Supre! ,
| 2006, 05-85360, Novovts. . . _
13 ieftemt;\ef;ich ;s difficult to translate. In effect, the meaning is that while pot Efslgf o
. proi}rrli];hry nature, it can still belong, or it can still be allocated to a certain p
G ier, “ i iés” Reéper-
14 ;13;9?11?;5 Le bien industriel (Paris 2005) §87; Ollier, I_nyennons de sa.laues‘ (.%Sl;gs bjléns
: t irgde Jdro.it du travail §41; Beaussonie, “La pérennité de la protection pena
0 > ;
incorporels” (2012) Receuil Dalloz 137-141, at 139-140.
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II. Criminal Liability of Employees

As already mentioned, the first protection that was offered in France to trade 5

ECI'etS
owners’ dates back to 1810 and to the entry into force of the Napoleonic Criming
Code. This legislation criminalised the violation of “manufacturing secrets in org

1. Manufacturing Secrets

Still relying on its wording of 1810,% the violation of manufactur
regulated in sec. I, 1227-1 of the French Labour Code (LC): “Th
Or attempting to reveal a manufacturing secret by any director
the enterprise in which he is employed shall be punishable by i
years and a fine of EUR 30,000. 16
Despite the criminal nature of this norm, no legal definition of manufacturip

secret is provided. The jurisprudence, on which this task has therefore fallen, defineg
this as a “manufacturing process presenting a certain originality, even though the
inventive step might be modest, and which offers its owner a practical and commercia
advantage”." In the same way as under the TRIPS definition, the Secrecy requiremepy
i secret may noi He
the only competitor to rely on it, the information should not be generally nown, 1
However, in contrast to the TRIPS definition, the types of the informatiop embodied
by “manufacturing secrets” are much more limited: manufacturing provesses are
only of a technical nature. Even though this condition should not be confused with
a patentability test (there is for instance no requirement for a specific inventive
step),” the requirement for the information to have a technical character neverthe-
less excludes the whole category of business secrets (like development strategies,
consumers’ or suppliers’ lists) 20

e

15. See sec. 418 Napoleonic Criminal Code,

16. This provision is alsg reproduced in the French Intellectyal Property Code at sec, L, 621-1.

17. Supreme Court, 20 Jupe 1973, Ulmic et Ministére Public ¢/ Meineke,
Ann. Prop. Ind. Art, Lit, 1974, pp. 85-93.

18. Supreme Court, 19 September 2006, 05-85360, Novovis: Paris Court, 13 June 1972, Ulmic
et Ministére Public ¢/ Meineke, Lettiers et Cacermet.

19. Appeal Court Paris, 10 January 1862, Sertfiers v Crhistiens et autres Ann. Prop. Ind, Art.
Lit. 1862, (221-226).

20. Garinot, Le secret des affaires (Dijon 2013) 217, §260; Mathon, “La protection du Secret
des Affaires: Enjeux et propositions” (2009) 29, accessible at http://www.Claudemathon.
fr/public/ Secret_desﬁaffaireskRapport_ﬁ nal_17_avril_09.pdf.
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24, Berlioziﬂ-giom §16G; Rebut, supra, note 7, §18-21 at §;0; Malagrief 'll-i]:a ,e L i
!QD]EJI ction du.patri)moine informationnel de I’entreprise contre le piratag
a prote ¢ |
I loz 1415-1424, at §16. loss Taises
g Rfcﬁxellzlﬁigsied and isolated decision of the. Supreme Cou(];t nliveitl;;zaerz[:h o
e it cognises implicitly theft of information: Supreme Cou ﬁ | areh 2006
dOUthSO«;Sét r;higuv g)bs : Detraz, “Vol du contenu informationnel de fichiers
07.84. , Gra S; & s

tiques” (2008) Receuil Dalloz 2213-2215.
139




Luc Desaunettes

however seem to acknowledge theft of information, Nevertheless, because of
weakness of the argumentations developed, the two decisions seem to
and it is unlikely that the Supreme Court wanted to alter
these decisions,

Some decisions nonetheless offere
sanctioning the theft of the m
decisions, although formally

its jurisprudence With

d indirect protection of trade secretg b
aterial support containing the information 27
correct, nevertheless appear artificial: the carrj

perpetrator is to obtain the information, not the carriey 28

b. Breach of Trust (sec. 314-1 PC)

Unlike the offence of theft, the breach of trust seems to offer the most effective peng
alternative to the misappropriation of trade secrets by employees. Pursuant tg sec.
314-1 PC, a breach of trust

13 committed when a person, to the prejudice of oOther
bersons, misappropriates funds, valuables or any property that were handed over tg
him and that he accepted subject to the conditions of Teturning, redelivering or using
them in a specified way.” The conditions of this provision can be divided in two
categories: the temporary handing over of a good for the purpose of the realisation gf
a specific contractual agreement (pre-condition) and its misappropriation (constituent
element of the offence).

While the employment contract clearly satisfies the condition for a contractug]

agreement, the question of whether trade secrets should be interpreted as a “good”
in the sense of this provision was subject to some misgivings by the courts 2 Yet,
following a reform of its wording in 1994, sec. 314-1 PC now encompasses “funds,

longer restricted to tangible goods.* Thuys,
atintangible goods could also fall under this provision

———

26. Supreme Court, 4 March 2008, 07.84.002, Graphibus; obs.: Detr
2213-2215; Supreme Court, 20 May 2015, 14-8] 336, Agence nationale
obs.: Saenko, “Vol par téléchargement de données numériques”
1466-1470; Matsopoulou, “Vol par téléchargement de donpgé
Revue de Science Criminelle, »

27. Supreme Court, 8 January 1979, Logabax; Supreme Court, 12 January 1989, 89-82.265,
Bourquin; Lucas de Leyssac, supra, note 23, 833 ff.

28. Huet, “Vol de fichiers informatiques” (2008) Communication Commerce
at 14-15; Lucas de Leyssac, supra, note 23, §43.

29. Mascala, “Abus de confiance” (2016) Keépertoire de droit pénal et de procédure pénal §46;
Malaurie-Vignal, Supra, note 24, 1415-1424, at 1418,

30. Thomassin, “Le bien susceptible d’abus de confiance (
récente)” (2012) Receuil Dalloz 964-970, at 966-968.

3l. Supreme Court, 14 November 2000, 99-94.522, numéro de carde de crédit vegarding the
missapropriation of a credit card number; See also: Supreme Court, 16 December 2015,
14-83.140, “le pire rnest pas certain”: no need for the intangible good to be constitutive of
an intellectual property right, It should be noted that such a cri
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receiving information from the employ
no relationship of trust.

4z, suprd, note 25,
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(2005 ) Kecueil Dalloz
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électronique 12,
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Due to the above inconsistencies and uncertainties, the French legislature Woulg
be well advised to finally enact a consistent framework for the criminal protectiop gf
trade secrets: after all, the new Euro pean Trade Secrets Directive does not require any
harmonisation of the criminal provisions and it offers no assistance in this respec «

I1I. Contractual Liability of the Employee®

The contractual liahility of an employee because of the misappropriation of an
employer’s trade secret can be based on two legal grounds. First, on the employment
contract’s general duty of loyalty that obliges the employee to maintain conﬁdentia]ny,
at least during the employment (1), and, secondly, on specific confidentiality clauses

(2).

1. Legal Duty of Loyalty Inherent in the Employment Contract

In addition to the general obligation to fulfil dmy contractual obligation in good faith
sec. L. 1222-1 LC states that “the employment contract must be executed in good
faith” From this provision, the courts derive an obligation of loyalty and therefore
confidentiality of the employee.* If the existence of such an obligation deriving ipsg
facto from the employment contract and therefore enforceable even in the absence
of any explicit agreement between the parties seems undisputed, its materia
temporal scope presents many uncertainties,

From a material perspective, the first issue is to determine what information,
because of its content, should fall under this obligation. It is difficult to draw a clear
line in the jurisprudence: the assessment of good faith is by its nature contingent
on its factual context. Thus, the degree of confidentiality will for instance depend
on the function exercised in the undertaking.* It nevertheless seems clear that
information with a direct competitive interest, such as trade secrets, should he
included.” Another question, still unclear, is whether the employer has to explicitly

1 and

—_—

42. Lapousterle, Geiger, Olszak, Desaunettes, “What Protection for Trade secrets i1, tie European
Union? A Comment on the Directive Proposal” (2016) 38:5 ELPR. 255-251, at 256.

43. Before starting to analyse the different civil mechanisms susceptible to
for trade secrets, it must be added that pursuant to sec. 2 of the French Code of Criminal
Procedure, a “civil action aimed at the reparation of the damage suffered because of a
felony, a misdemeanour or a pelty offence is open to all those who have personally suffered
damage directly caused by the offence”. A trade secret’s owner, given being a victim of
one of the previously mentioned criminal offences, will therefore be able to claim the
reparation of his prejudice under this provision.

44. See sec., 113483 French Civil Code (CC) and following the Ordonnance no. 2016-131,
10.02.2016, “portant réforme du droit des contrats, du régime général et de la preuve des
obligations”, from 1 October 2016, Art, 1104 French CC.

45. Latreille, “Réflexion critique sur la confidentialité dans le contrat (1re partie)” (2006)
156 Les Petites Affiches §30; Del Sol, Lefranc-Hamoniaux, “La protection de I'information
confidentielle acquise par les salariés et leur représentants™ (2008) 52 JCP social §2; Leclerc,
“Sur la validité des clauses de confidentialité en droit du travail” (2005) Droit social §1.

46. Latreille, supra, note 45, §30.

47, Leclerc, supra, note 45, §7; Del Sol, Lefranc-Hamoniaux, supra, note 45, §4.

offering protection

142

7. Employees, Trade Secrets and Restrictive Covenants in France

; ' reme
the secret character of the information to be protected.” Although the Sup

e i el S ont i € S0 14 10 18 llk@l that the answer wou 2
as 11410 IEHt S 155U 3

state

?O?Ispeciﬁc and therefore a matter for the fact-finding cour
act-

: : i T fectl
he temporal dimension of this confidentiality obligation is alﬁo DEI Feﬂ' eeriog
bfifs;fed' although it is clear that the obligation lasts fpr atblleasr;}:ez Z\;ISHIEPCOUH
esta : i ival thereafter is questionable.
loyment contract, its survi e . netheless
g e Empet ts;ken a decision on this matter. The majority of academlfﬁ’) Boerflployee
e r'lgtry that with the termination of the employment contract,
consiae

C e = — nis
S ae e res(rictio not 1o co nmit ar Q p o}
Vv B aCt 0 1r
1n L n f unfta competition
eco

mmpgtfhﬁtfe vagueness of the scope of this obligation and its likely restriction
Q

i rade X ften rel
he period of the employment contract explain why trade secret owners o v
t e . . -
on explicit clauses of confidentiality.

2 Explicit Confidentiality Clauses

iali ight appear an efficient way to solve the
- 1‘eC_0L11"59tm ‘Lt\tﬁz(?siggglgg Cg)llilgseeitri?ﬂ;gty anpdplo ensure its duration l?eyond Fhe
unce‘rtaqltlilct)y. E{lf 0;1; employment contract. This solution is neverthehﬁ-s[s éar Irr?;lu b:rig
e he essence of a socially inspired labou
perfe{if[ ‘OD k;fledi(]nnellelg;dfjr;hmeevw%zk aimed at protecting the employee, 50 {hatfthg
ot l'll;l t gof the parties is restricted in this area.” Sec. L'. 1121-1 LC there or
CfIT‘iTHCtUalul o can put the rights of persons and the individual and collective
}MLES thfit 1ré1ce}3roliestrictions which are not justified by the nature of the task Fo 22
11'EEdDm; ill d and proportionate to the purpose intended”. Ev.eg if it has t_he pu?o 1
f corhs 1teh onIt)ractual freedom of the parties, this provision alsc;gwe:? a elg{:l
. ll_mlUDS te Etual restrictions and therefore confidentiality clauses.® ngldeg Tl.ltlS
ey (IIOH 5 there is no legal provision specifying the regime Qf cenﬁder.ma‘} v
gfllesrtj; iwatﬁfee 1Lhe courts have taken a stance that one authorhdeflscrlt;esfa:elsjﬁﬂ]i{;tgio 15112
e igation it ai roduce”® Therefore, the leve :
((11;50318 efi"oans"l t?fni?éi‘%jln‘;}r?dlttearlnngf)rﬁ Ipierspect'we} the courts might accept as being

48. Del Sol, Lefranc-Hamoniaux, supra, note i; gfsi
: -Hamoniaux, supra, note 45, §5. o . pean
gg ]8‘31 Sp?l’gledflferiarllycz on the factual caractere of appreciability the good faith: Le Tour
‘ Omp. . ! . o
Poumarede, “Bonne foi” (2014) Répertoire de droit civil §16.

1, infra. o o e des
212 gteeffL:llcll\iu(fcg ‘I‘Lfaprésfcontrat” (2004) 1 Revue des contrats §14; Sassolas, “La durée
. Stoffel- :

: - niaux,
clauses de confidentialité” (2015) RTD com. 625—640, a.t 626; E)el Sol, Lifirsar;lg gjﬂﬁvesﬁs_
: 5, §12; for an opposite view: Malaurie-Vignal, L__e pa{asﬂ ey
remen nOted4 =t 'ava’il d’autrui” (1996) Receuil Dalloz §3; Latre{l]e, sgpra, no e . .
seme{usff iy 1t d tra\:aﬂ (Existence — Formation)” (2016) Répertoire d.e dro.zt du Hizz
- ?;bieﬁadcéo%g; ﬁg?n‘e du contrat dans le rapport de travail” (2001) Droit social §4-14.
LR, o: Moreau, “La protection de I'entreprise par
- flmﬁell;ijiteuslci;[ftifcrfllerlllztsecfez ’niiq;:gﬁ;i‘lfence et de confidentialité” (1999) 69 Droit et
es claus :

Patrimoine 56.

143




Luc Desaunettes

roportionate and whether i : ;
Femlzu'n uncertain. her there is a necessity to provide a financi
First of all, from a substantial perspective, the 1 o

g‘fgﬁiﬁ”ﬁiﬁ;iﬁ a l_Egltl'mate interest in the pr(JJtectio;leg?i}bllé)ifni‘i)i;l;et?;r]lris s
& Sl B forrtaliset IncLllch canr,:ern regarding trade secrets, The maiﬁ 'Thls
her v fo Kot e tr_a] e secret’s owner to define precisely what informlS?Ue
e A ential, as oltherwme the contract would be too va A
- Indeed, the less precisely the obligation is described S
chanc; hthat it is dfqund too broad and therefore disproportionate Seg » the greater the

S . : ]

e ii;l;l;he ;szgrelﬁpdn W_hlgh neither the_: law nor jurisprudence offer 4 cl

French law. Contrary to no(;l[}élc?rltlgef;?;;ir:llltg O;ut Sny time limit are legal ungzi

P S i nts, the obligation of confj i
f;iléﬂoortﬂl;;ggf:gﬁg ﬁgsiﬁccetlitau? territory due to the evanescengce of tlf)n; Ligrfl(f]r?;:ttilgj Hﬁz

has nof takeﬁ el ﬂ_oln is thergfore a lte_mporary one. Se far, the Supreme v
el on the subjest ﬁzpqoaltzon on this sensitive issue’ and French legal scholar o
hlterestS o g trad.e ; :Cr:r. L 1121-1 LC only imposes the obligation to balan g
: s et's owner and the freedom of the employee (i Ance
_conﬁdentlahty clauses, the freedom of speech). Sec. L. 121-1 LC g oyee (in case of
impose a general telmporal limitation. From this l'Jel-‘Specthe does not ther.efore
possﬂ?le t_hat a copﬁdentiaﬂty clause restricted to ver S ﬁlf seems pertectjy
technical Ir}formatlon, but not limited in time may bei pecitic and for instance
to theBrestrlgtion imposed on the freedom of Si}eech of theecgrsnsslrgyig‘z,Proportiona]

eyond sec. L. 1121-1 LC, some S 3

to justify such a limitation in time. Sm];eg 611111;132211? znﬂlf;;;ﬁ?}r]dﬂ?;h_er arguments
l—_s Oths ue_ effect. of .a.non-compete dgreement, the court ‘ShD 1§

b i 3 ers find a justification for this general temporal limj -
e principle that perpetual agreements are prohibited. This principle t}igﬁztg]z

past was not legally established and was debated among scholars,® has now.h
2 Oeenl

al compensg atiop

56. Leclerc, supra, note 45, §15-17.

57. Moreau, supra, note 55, 56, (I.A.)®

58. See: sec. 1129 Code Civil and followin
réforme du droit des contrats, du régi
Code civil.

59. Supreme Court, 8 December 2009, 08-17191. )
Sol, Lefranc-Hamoniaux, supra, note 45, §9 ,

60. Sassolas, supra, note 52, 639, see he d e

61. Sassolas, supra, note 52, 628.

62. For a limitation: Leclerc, supra, note 45 §19 who |
fh . sy ; nowever only address c
Latrgﬁjt-ﬁcgii;?ih?ogiusse;1?;5 thf," effect of a post-contractual non-coi?ptélt?titc?sec‘lzher?
L C]au,se b c’onﬁdem{d dgainst a principle of temporal limitation: Ca 2 s

ik : ite” (2014) AJ Contrats d’affaires 119- + askan-Raclie,

63. Different views: Sassolas, supra, note 52, 631 T

64. For the regime of restrictive covenants s'ee‘B .H-]V
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Eﬂshﬁned in new sec. 1210 Code Civil (CC):* “Perpetual contractual agreements are
rohibited. Each party may terminate such agreement under the conditions foreseen
for a permanent contract”, meaning at any moment, provided that previous notice
is given and a reasonable period for termination is respected. Such an interpretation
will be unfavourable to the interest of the trade secret’s owner, who would then be
forced to conclude only agreements limited in time.® It is nonetheless uncertain if a
confidentiality clause without a defined period of time will be considered a perpetual
clause. It may indeed be argued that such agreement is by nature limited until the
{ime the information falls into the public domain.® The fulfilment of this condition
does not necessarily require the employee to contravene his obligations, but may
simply be the result of reverse engineering or self-development by third parties. How
the courts would see this argument is nevertheless difficult to assess.™

The last uncertainty concerning confidentiality clauses beyond the employment
contract is to know whether financial compensation is necessary for the agreement
{0 be valid. Some scholars regard this as necessary by drawing a parallel between
the regime of confidentiality and non-compete clauses.” This was not persuasive
for the Supreme Cotirt, which in a recent decision has limited the obligation of
financial comp=nsation to cases where the confidentiality clause actually restricts
the emplovee's freedom to exercise his professional activity (and should therefore

be considered as a restrictive covenant).”

2 Difficulty of Proving Violation of a Confidentiality Obligation

Beyond the uncertainty as to the validity of secrecy obligations, proof of a breach
also poses high hurdles.

The obligation of confidentiality is analysed as an obligation of result: upon
the mere finding of non-performance, fault is presumed.” But the obligation of the
debtor is limited to the divulgation through his own behaviour,” and independent
access by a third party without any help from the employee can never be excluded.
The creditor, as claimant, will therefore de facto be compelled to prove the existence
of an act of divulgation by the debtor, and any doubts will benefit the latter.™

67. See Ordonnance no. 2016-131, 10.02.2016, “portant réforme du droit des contrats, du
régime général et de la preuve des obligations”.
68. Latreille, supra, note 45, §113.

69. Latreille, supra, note 45, §111.
70. Tor a substantial analysis of this hypothesis, leading to the adaptation of the general legal

framework developed by the courts to confidentiality clauses see: Sassolas, supra, note

52, 630.

71. See infra, B.IL.
72. Supreme Court, 15 October 2014, 13-11524, Adex; obs.: Garinot, “Validité de la clause de

confidentialité dépourvue de contrepartie financiere” (2014) 345 Gazette du Palais 9-11.

73. Garinot, supra, note 20, §232.
74. For substantial developments on this point: Latreille, “Réflexion critique sur la confiden-

Halité dans le contrat (suite et fin)” (2006) Les Petites Affiches 157, at §8120-2, 133-7;
also: Garinot, supra, note 20, §241.
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Because of the weaknesses and uncertainties of the French legal system
regarding the protection of trade secrets, their owners may thus look for alternatiye
solutions, one of them being the imposition of restrictive covenants,

B. RESTRICTIVE COVENANTS

An efficient way to prevent a misappropriation of trade secrets by a former
Or manager is to prevent them from working as or for a competitor. The Je
of restrictive covenants obliges differentiation between the ¢
are in a relationship of subordination and therefore enjoy
law, and the case of managers (II), to which only comme
some words should be devoted to the sanctions applicabl
that do not respect these legal prescriptions (I11).

employee
gal regime
ase of employees (1), who
the protection of laboyr
rcial law applies, Lastly,
e to restrictive covenants

I. Restrictive Covenants under Labour Law

I Object and Jurisprudential Development

Even if the trade secret owner's motivations for mak
may be the same as for confidentiality clauses, the
mixed up. While confidentiality clauses only oblige the employee not to divulge
certain information, the object of a restrictive covenant amounts to a restriction on
the employee’s freedom to pursue a professional activity in the domain where such
information may present as competitive asset.

French law has no specific legislative provisions related to the validity of
restrictive covenants. Their whole legal regime is therefore the outcome of case law
which evolved over time. The first decisions were indeed very favourable towards n
the employer: the only limit on contractual freedom was the prohibition of clause,
that reduced the freedom to pursue a professional activity in a general and absalute
Way, meaning unlimited both in time and geography.” The jurisprudence radically
changed its course with three landmark Supreme Court decisions of july 2002.7

These decisions, which emphasised the principle of freedom to exercise

s professional
activity under sec. L. 1121-1 LC,” made the validity of restrictive covenants subject

to three cumulative conditions. Restrictive covenants should (1) be indispensable for
the protection of the employer’s legitimate interests, (2) safeguard the freedom of the
employee to pursue a professional activity, and (3) provide financial compensation.

ing use of a restrictive covenant
se two instruments must not he

-_— O

75. See for instance: Supreme Court, 7 November 1984, 82-16882, saciété élan; Dissaux, “Fasc,
256: clause de non-concurrence” (2014) JurisClasseur Commercial 38; Picod, Robinne,
“Concurrence (obligation de non-concurrence)” (2015) Répertoire de droit du travail §37.

76. Supreme Court, 10 July 2002, 99-43334, 99-43336, Heppner transitaire v MSAS cargo
international; Supreme Court, 10 July 2002, 00-45135, La Mondiale; Supreme Court, 10
July 2002, 00-45387, Brossard; obs.: Serra, “Tsunami sur la clause de non-concurrence en
droit du travail” (2002) Receuil Dalloz 2491 —-2498.

77. Sec. 120-2 LC under the numbering preceding the revision of he Labour code. For a
reproduction and translation of sec. 1. 1121-1 LC see A.IIL 2.
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i in writing,
ide issues of proof, a restrictive covenant need not be made in g

e asl agreement to this effect is perfectly valid under French law.

and an ora

Protection of Legitimate Entrepreneunrial Interests
2
' in order to
:rst condition of validity, a restrictive covenant 1-"11.ust be r.lecessaryﬁmmawd 10
R ﬁr? gitimate interests of the employer. This condition, which was stip _
e

ive of society. While every
2.7 must be evaluated from the perspective o ylf, s

Bt o of 199

ision o - e itse
: dgecﬁaking has an interest in reducing the competitive pressure on its
un i

i n interest in free competition. teed
pubthhaE ?f not expressed in these terms, the test chosen comes close to that
ve

r iti interest of the employer
ir iti ' lause protects a legitimate in _

- unfair competition law: the ¢ ( : : Lef i
. thﬂ revemspthe employee from abusing his previous p051tl10n 11 the ihe El OS{
- ;o%'larm it afterwards.” The protection of trade secrets is perhaps
. f interest.®

e sample for such a type of in o o i,
slgnlfgag [ef caqei refer to the need for the restrictive covenant tﬁ be 'mgl‘lspe;ll;;bﬂjw
i 1"[] the co\un,s do not rigorously apply this high thresholldz ! the }n 152*:56{1 =
. realr{mch mure interpreted as a condition for “necessity” encomp
5eemmns

proportioriality test.®
3 Safeguarding the Employee’s Freedom

rsue his

The second condition adds some safeguards for the employee tcl){ fr_&ie.g il;ssible for

: 11ef ssional activity. As a complete restrictive coven_ant »_vould makel 11 )}( i

DI;O em loyee to exercise any activity consistent with g prOfeSSIOHat G—;nptime el

Ihg ?nalijn question concerns the necessity for limiting thecmvretnda;isions i
; : d, the Supreme Cou _

. As far as employees are concerne ! ol ; s
geograp?{in?itation in both dimensicns.® While this is clear, there aTEIUHC?_rrtI?iltntt}llil
F-quire f itis i ible for the courts to set a clear li

ropriate limits, and it is impossit : ; hus
4 to]éhbeeagfnefaﬂy applicable to each case.® The correct balancing of interests t
wou

ietta; obs.: Serra, “Une clause de non-concur-
May 1992, 89-45300, Marietta; o erra : s : :
§ SUPTEI;:JGHS;I;E;,;; unysalarié n’est valable que si elle est mdlspensal:;el 4 la protection de
NCe § : _ e
frenéré[s légitimes de 'entreprise” (1992) Receuil Dalloz, (jur.) 350
issaux, supra, note 75, §44. ‘ —
. ComfpariensDt;we' Supreme Court, 14 February 1995, 93-43898, Puma; Buc(l:feiwl:imaﬁon
5 (sjtfe e de non c‘oncurrence - Validité” (2012} JurisClasseur Concurrence — Co
ause -
o te 75, 8§46
: i supra, note 75, §46. i o _ y
212 EIICOd)JR?ll\)EF e‘:F;ig 18-25: Clause de non-concurrence” (2012) JurisClasseur Travail Trai
. Blanc-Jo : . :
60. 5 .
83. E‘or instance: Supreme Court, 18 September 2002, 99-46136, Go spor!
i inne, supra, note 75, §52. . ‘ ' e
8%. lglcoia[jgbié a corzpetition restraint applicable to the whg]e Fre.lhch tf-r;tloii ;;e N,
E Oli thgeril loyee had nine years of experience was cm_lsldered 1.e'ga f : p g
it 1992 p‘%9:42351 Witte; whereas a clause fcrbiddmg_ an actwlty. or a‘ mé on o
%izfelvi?eirq bL,ltL]imited t}o certain region in France was considered legal: Supre :

10 Octaber 1990, 89-43739, société Cheville.
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depends on a case-by-case analysis carried out by the courts.® If legal uncertaingy,
is the price for flexibility, one has to bear in mind that legislature never interveneg
in this area in the first place.

4. Need for Financial Compensation

The last condition of validity is the need for financial compensation. Before 2002, the
Supreme Court continually repeated that in the absence of any legal provision, the
need for financial compensation was not a condition of validity.® This jurisprudence
was criticised by the majority of scholars as being incompatible with the cause
obligation,* being inequitable and not taking into account the interests of society tg
see these types of clauses restricted.® If the first argument was purely legal, Opening
the possibility for jurisprudential adjustment, the two others were rather political
assessments, which explains the reluctance of the Supreme Court to assume the
function of the legislature. N evertheless, confronted with the inaction of the legislature
and the isolation of the French system in Europe,” the Court finally overturned its
own jurisprudence with the three decisions of 2002 by holding that a restrictive
covenant must foresee financial compensation for the employee

The determination of the amount of the compensation is in principle left tg
the parties, and the courts cannot themselves set an equitable amount on behalf
of the parties.” Case law however offers some guidance regarding the nature of
this financial compensation which is meant “to compensate the employee, who
after the termination of his employment contract, is bound by an obligation, which
limits his possibility to exercise his economic activity”.”” The obligation for financial
compensation is thus compensation for the employee’s obligation not to compete:*
therefore, the amount of compensation cannot be made dependent of the length of
the labour contract or of the circumstances of its termination.? The second control
the judge may exercise over the amount of compensation is to make sure that the
sum is not unreasonably low. If so, this should lead the judge to the conclusion a1
the restrictive covenant is invalid and need not be observed. The Supreme ‘Court
nevertheless considered that appreciation of what is unreasonably low is.a inatter

86. Blanc-Jouvan, supra, note 82, §43. =

87. Supreme Court, 20 September 1993, 91-40393, Société AGF; Picod, Robinne, supra, note
75, §57.

88. This notion means that the engagement or obligation of one party should find its raison
d’étre - its cause - in the engagement or obligation of the second. In the absence of a
cause (here: financial compensation), the engagement (here: restrictive covenant) should
have no effect.

89. Serra, supra, note 76, 2491-2498, at 2494-2495,

90. Picod, Rebinne, supra, note 75, §60.

91. Serra, supra, note 76, 2491-2498, at 24942494,

92. Supreme Court, 16 June 2012, 11-10760, Société TSAF; obs.: Radg, “Le juge et la contrepartie
financiére 2 la clause de non-concurrence” (2012) Droit social 784-787.

93. Supreme Court, 7 March 2007, 05-45511, Société Pierre Johanet; Bucher, supra, note 80,
§88.

94. Picod, Robinne, supra, note 75, §64.

95. Picod, Robinne, supra, note 75, §64.
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f fact whose appraisal is not a question of law and is therefore left to the judge
pl fact,

in each case.”

1 Restrictive Covenants under Commercial Law
se of restrictive covenants to protect trade secrets is not 1_imited tg employees:
i its strategic position, a company might be well advised to impose such
E lt upon its managers. Even if, as in labour law, the lawfulness of the clause
Fove_nan jdigonal on its necessity to protect a legitimate entrepreneurial interest ar_ld
e CObe roportionate, the jurisprudence is more liberal in the area of commermal
HEEd; ige ar%ing the geoéraphl'cal and temporal limitations, the two 1‘eq111re1pents
e 1ognger strictly cumulative, but part of a general proportionality test:%_ La;t
]i{let ﬁco)[ least, financial compensation is not considered as a condition of validity.

1. Sanctions

The aforementiziiea conditions are required fc.n* the vallidity of the restriptlvg go;ena?ltd
Failure to coraply with them theoretically obliges the judge to dec:larel it th.' ; ey‘?md
this principle, the possibility for the judge to declare a cqu;nant only par 1adr);1 voie
and therefere to engage in a reduction tg 2 legally pf;r.mllsmb]e scope_wa;a e
in » Cupreme Court decision.™ This decision was cr1t1.clsed as affecting the cl g "
-laracter of the legal regime: if applied in a ;ystemaﬂc way, emplqgers wc:u 0
lenger have any incentive to respect the conditions set by case law. Any.xtf\ gy,l e
conditions under which this reduction might take p.lace remain very uncer alri) =
recent decision of the Supreme Court suggests for instance that such abpociqall g
should only exist if the employee is not asking for the full agreement to be declare

i 1 103

mvah’?“i’le above analysis should make clear that an iI.l’[E‘I"VEHTiOD t?y the legisl‘atgr
in this field would be highly desirable. Unfortunately, implementation of the Trade

96. Supreme Court, 3 February 2010, 07-44491, Société Ciffreo Bqna some scholal.'s argugd
l that compensation below 10% of the salary of the employee is g?nere.xlly consxde;e.d v
the judges as derisory see: Radé, supra, note 92, 784-787, at §2; for Picod anq Ro mr;e,
a 1'efe1'él1ce might be found in compensation varying between one and two thirds of the
previous salary, supra, note 75, §63. T
97. Supreme Court, 4 January 1994, 92-14121, Locafret. X ] ]
98. Suﬁreme Court, 19 May 1987, 85-16840. Etramna; Supreme Cpurt, 30 OLtot_1er 19{39., 83 leS(Jﬁii
Multipubli; an isolated decision nevetheless seems to require a cumulative rebznctmn c;to
of the geographical and temporal scope: Supreme Court, 24 November 2009, 08-17650,
Medis. B
e RI)
99. Supreme Court, 21 September 2004, 00-18265, CGRP. 7 o
100 SEpreme Court, 18 September 2002, 00-42904, GAN-vie; another example of ]Uda][mal
. limitation of the geographical scope: Supreme Court, 15 March 1998, 95-41543, !gm; ?Jon
France; for a limitation of the temporal scope of the clause: Supreme Court, 22 October
2008, 07-42035, Abrival. i
101. Picod, Robinne, supra, note 75, §79. .
102. Dissaux, supra, note 75, §71; Blanc-Jouvan, supm, note 82, §98.
103. Supreme Court, 12 October 2011, 09-43155, Sofimo.
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Secrets Directive will not be of any help: this indeed leaves it up to the Membpyg,
States to regulate the post-employment contract phases, 10

C. KNOW-HOW AND COMPETITION ISSUES: COMPETITION FROM
CURRENT OR FORMER EMPLOYEES

In the absence of any restrictive covenant, employ
legal action against competition from their current
In employment, the employee may only pre

ers are still not deprived of any

L Preparatory Acts during the Employment Perigd

The obligation on the side of the employee not to commit
against his current employer is good law at least since a decision of the Supreme Cougt
from 1965.195 As for the obligation of confidentiality, this Jurisprudence now finds itg
legal basis in sec. .. 1222-1 LC." Because the duty is inherent to the employment
contract, there is no need for an explicit clause, 7

The main difficulty in this area remains the distinction between current ang
future competition, in other words between preparatory acts and future activities. In
two well-balanced decisions, the Supreme Court distinguished between Dreparatory
acts of competition, which are lawful, and effective acts of competition, which
constitute a breach of the employee’s duty, 18 Thus, while the setting-up of a new
company is not considered an effective act of competition and therefore lawfu], 100
starting the company’s activity before the end of the employment is not 10

any act of competitiop

I1. Competition Issues after Termination of the Employment

1, Notion of Unfair Competition

After the termination of employment and in the abse

nce of any cunfidentiality
clause or restrictive covenant, the freedom of commerce a

nd industry again becomes

Bl S

104. Lapoustere, Geiger, Olszak, Desaunettes, supra, note 42, 255-261, at 259.

105. Supreme Caurt, 8 February 1965, Blumenthal-Ries v WeylandRecueil Dalloz 965, IR (96);
Picod, Robinne, supra, note 75, §7.

106. See A.IIL1.

107. Bucher, “Fasc.110: clause de non-concurrence —
Concurrence- Consommation §18,

108. Picod, Robinne, Supra, note 75, §13.

109. Supreme Court, 13 March 2001, 99-11178, Sagette Gauthier: Bucher, supra, note 107, §19.

110. Supreme Court, 15 November 1984, Peintures européennes Recueil Dalloz 1 985, IR (383);
Picod, Robinne, supra, note 75, §15,

notion, généralités” (2013) JurisClasseur
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2 and to reuse
orm."" The latter allows the former emplf))l/ee to flle;z gcl,?tn]lll;?;‘i-i;r;reedom is
the DO - d by an intellectual proper :
: ation not protected by : t to acts
any mfo{lﬁln certain respects by what is considered by the courts to amoun
tempere o
i etition. ] 1 an
8 unfa]rfcicl,-négmpeﬁtion law is almost exclusively case law and ot bafs elcrl ggmpe)i
Unt Tegal framework."” In the absence of any other legal baSIS’CUH iich states
C_G.hererll ims are based on the general tort clause of new sec. 1240 C bEV s b b
UUOH:.C al act whatsoever of man that causes damage to another, 01 124 g bf
ot 6\;6?17[ it occurred to remedy it”. This provision, not created for the %ec];use of
WhoISE' glunfair competition disputes, nevertheless allows ’[h?lf 1nc1uslg?l:or o
resolvin ligation to repair any type of damage.
its wi scope and the obligatio ated: an act of fault
its widely open s I lements must be demonstrated: an a ;
¢. 1240 to succeed, three el be noted
g ;ee suffered and the causal link between these two. It s_houfltdnc’ﬂusgnecessary
E;d?I'Ir]l tgllle domain of unfair competition, the proof of dama?e s o h{iep .
g T £ . : of a competitive relations
ere finding of a fault: because - ce, the
A Ehes Helmy action gL.r;dertaken by one of them affects, by way of consequen
paI’ 165, ket 15
ition of the sfrer on the market. o sidered
posm?fl}ln?q the ynain issue relates to the deterrmnat}onlof what sllouldtli[ti?of?s iy
r ur:I'afr pehaviour. Indeed, because of the Drln_Cl_ple _that compe lt v different
- {')f' toals to damage, the claim of unfair competition s fundamen Efl : derlyin
A eLrZI tort law. From analysis of case law, a certain number 01 W bis}e ogf
Il - 1 X i
e » ?:as can be deduced: the disregard of commercial plzict;.ces,ﬁt ?g ;e B,
rrnciples ca ' - I playing fie
i{r‘edom the necessity for loyalty or the disregard _of a leve fp_ ynag T T
f\ 3 g particular, two types of conduct recognised as unfair r y b B prtatss
11. 3 il
So ;rztect trade secrets: parasitism and the poaching of employees wit E
of obtaining trade secrets of another undertaking.

2. Claim of Parasitism

“ i i " follows the
Parasitism is defined by the courts as an act “by which an econom?chact?;f;)kmg e
lead of another in order to profit from its efforts apd know-how, wit ?u ST S
iflé\lfestments” 16 This notion was first developed in order to protectsttloeth gorigin i
ingq ibiti Id confuse the consumer a
kings by prohibiting acts that cou ) T as LA
Ell‘ioddell;(tzetl uz gubsiguently‘ case law broadened the scope of its application to encomp

i 5 5 ” (2014
111. Le Goffic, “Fasc. 223: Procédés de désorganisation — Débauchage de personnel” (. )
. Le ] ) : : :
JurisClasseur Concurrence — Consommation §§65-77.
i i > 8, §43. )
dt-Szalewski, supra, note 8, §4: ) ) —
Eg lsjf?c:gl Auguet, Dorandeu, Concurrence déloyale, Rép. com. Dalloz, no. 129 4
| : y ion is limited
114 I(Jmlé'lkezig.r example sec. 823 Civil Code in Germany whose scope of protection is limi
. Unli . _ 1 Ge
to the protection of special proprietary-like 1merests. only. . O,
115. Supreme Court, 12 February 2008, 06-17501, Yoplait; Picod, Auguet,
116 ;10715 elllr?e, ééilrt 26 January 1999, 96-22457, Societés Canavese v Société Murisseries du
’ HpE ’ I . B »
CBEFFE’Q iy i ag— 201?1’312_;?)?34’21{\'ﬂﬁg2;?sr .“Faqc 254: Concurrence
¥ 5 te —211; 4 sC.
. Picod, Auguet, Dorandeu, supra, r?o‘ - 881 .
- dgoyale e% parasitaire” (2014) JurisClasseur Commercial §1.
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