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Private International Law Issues
Related to Trade Secret Protection in
Japan

Yusuke Tanemurax*

Introduction

I. The treatment of the applicable law to
non-contractual obligation arising out of an act or acts
initiating unfair competition

O. The interpretation of ‘the place where the result of
the wrongful act occurred’ in unfair competition or
infringement of trade secrets

M. The significance of the ‘marketplace’ and the
‘market impact rule’

Conclusion
Introduction

The purpose of this paper is to summarise the current
state of debate in Japan on the law applicable to unfair
competition, in particular the infringement of trade secrets.

Like Korean private international law, Japanese private

* Professor of Law, Waseda University, Japan.
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international law, the Act on General Rules for the
Application of Laws (hereinafter referred to as the
‘Application of Laws Act), does not have any special
provisions for unfair competition. Therefore, it has been left
to interpretation as to which law should govern unfair
competition, including the infringement of trade secrets.

In this paper, I would like to summarise the recent
debate in Japan and analyse certain trends that can be
found. There are three points of analysis: (i) the applicable
law to non-contractual obligations arising out of an act or
acts initiating unfair competition, including the infringement
of trade secrets; (ii) interpretation of ‘the place where the
result of the wrongful act occurred’ in unfair competition or
infringement of trade secrets; and (iii) the significance of
‘marketplace’ and ‘market impact rule’.

To sum up, my conclusions are the following: (i) from a
perspective of comparative law, there is a tendency to favor
the exclusive application of the law of the marketplace to
claims based on unfair competition, including the
infringement of trade secrets. (i) In regard to the
infringement of trade secrets, it is unclear whether the
protected legal interest is the property value of the trade
secrets or the business power (competitiveness) of the
company. This affects the interpretation of ‘the place where
the result of the wrongful act occurred. (iii) The
marketplace in unfair competition is not synonymous with
the ‘place where the victim received the delivery of the
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product’ that is more familiar to consumers in the
distribution process. The marketplace i1s determined based
on several factors, including the form of unfair competition
and the impact on potential consumers. The ‘market impact
rule’ could help to sort these factors out. At present I
believe that the ‘market impact rule’ should only be adopted
as a rule specific to the applicable law to non-contractual
obligations arising out of an act or acts initiating unfair
competition. This is rather than as an interpretation of ‘the
place where the result of the wrongful act occurred” under
Article 17 of the Application of Laws Act.

I. The treatment of the applicable law to
non-contractual obligation arising out of an act or
acts initiating unfair competition

In Japan, intellectual property that is unregistered as a
right is protected by the Unfair Competition Prevention Act.
The applicable law to non-contractual obligation arising out
of an act or acts initiating unfair competition, especially in
relation to intellectual property, is often discussed in parallel
with the law applicable to the infringement of intellectual
property rights. In Japan and Korea, however, the Unfair
Competition Prevention Act is positioned as an extension of
the Tort Law as a law regulating conduct. This is different
from the Patent Law and the Copyright Law,!) which are

1D It is also stated in Korea, that acts initiating unfair competition such as
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laws granting rights. Therefore, a question arises whether
the applicable law to unfair competition is determined in the
same manner of the applicable law to the infringement of
IP rights.2)

At the time of enactment, a proposal to create a specific
rule for ‘unfair competition or restriction of competition’
acts that differ from the general rule for torts was in
consideration: Proposal A establishes no specific rule for
‘unfair competition or restriction of competition’ acts. On
the other hand, Proposal B states that ‘unfair competition or
restriction of competition’ acts would be ‘governed by the
law of the marketplace where the effect of the act
occurred.” However, in the end, no provision was enacted in
this area. The reason for this was that unfair competition
acts which cause damage to a specific person such as the
unauthorised acquisition of trade secrets would be better to
be characterised as ordinary tort rather than to be
governed by the law of the place of the market.d

infringement of trade secrets are differ from other intellectual properties
which is enshrined into rights by register or examination. See Squire
Gaikokuho Kyodo Jigyo Horitsu Jimusho [Squire Patton Boggsl, Chitekizaisan
no Hogo to Kokusai Shiho tou ni kausuru Chosa Kenkyu [Research on
Protection of Intellectual Property and Private International Law etc.]
(2014), available at
<https://www.jpo.go.jp/resources/report/takoku/document/zaisanken_kouhyou/h2
6_report_06.pdf> (last visited August 16, 2022), p. 169.

2) See Ryu Kojima, “Junkyoho: (1) Chitekizaisanken Shingai no Junkyoho”
[Applicable Law: (1) Applicable law to the infringement of Intellectual
Property Right], in Toshiyuki Kono eds., Chitekizaisanken to Shogai Minji
ggahgg[llntellectual Property and Transnational Civil Litigation] (2010), pp.
3) Because of this, Masato Dogauchi, “Fusei Kyoso wo meguru Kokusai
Minji Sosho Jiken no Kokusai Saiban Kankatsu to Junkyoho” [Jurisdiction
and Applicable Law in Transnational Civil Litigation over Unfair
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Thus, Japanese academics debate about whether or not to
follow the provisions of Article 17 of the Application of
Laws Act with respect to unfair competition. Proposal B
considers unfair competition as a special tort to which
Article 17 of the Application of Laws Act does not apply.
This proposal attempts to apply the law of marketplace to
unfair competition in the form of a special provision.
However, some acknowledges the possibility of exclusion of
unfair competition which causes damage to a specific
person such as the infringement of trade secrets from that
provision. This view may characterise the infringement of
trade secrets as an ordinary tort rather than unfair
competition.d

Of course, Proposal A also applies Article 17 of
Applicable Laws Act to the infringement of trade secrets.
The debate over the applicable law to the infringement of
trade secrets, therefore, seems to be discussing whether or
not to apply the law of the marketplace to the infringement
of trade secrets. It i1s not important for us to discuss
whether or not to characterise the infringement of trade
secrets as a tort.

Many countries and legislative proposals tend to establish
a special rule for unfair competition acts which is different

Competition], in Shoen Ono et al. eds, Fusei Kyoso no Horitsu Sodan [Legal

Consultation on Unfair Competition] (2016), Vol. 1, p.44, argues that unfair

iompetition should also be subject to Article 17 of the Application of Laws
ct.

4) See the Horei Kenkyukai [Study Group on the Horeil ed., Horei no

Minaoshi ni kansuru Shomondai [Issues on Reform of the Horeil (2003), Vol.

2, p. 88 [Yuko Nishitanil.
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from that for ordinary torts or intellectual property
infringement. According to this, the unfair competition acts
would be governed by ‘the law of the country where
competitive relations or the collective interests of
consumers are, or are likely to be, affected’ (Article 6(1) of
the Rome II Regulation. In paragraph (2), however, this
does not apply if it affects exclusively the interests of a
specific competitor) or ‘the law of the country where direct
and substantial damage results or is likely to result’
(Article 301 (2) of the ALI Principles and Article 304 (3) of
the Joint Japanese-Korean Principles). Although there are
some differences in wording, they may apply the law of
marketplace to this issue.b)

On the other hand, the CLIP Principles differ from by
defining intellectual property rights more narrowly than
other proposals in Article 1:101 (2),6) while these Principles
may be applied mutatis mutandis to ‘the protection of
undisclosed information and geographical indications or
similar forms of protection’ (Article 1:101 (3) (a)) and
‘disputes involving allegations of unfair competition arising
from the same facts as allegations involving intellectual
property rights’ (Article 1:101 (3) (b)). Article 3:601 which
applies the Jex Joci protectionis to the infringement of
intellectual property rights, therefore, may be applied
mutatis mutandis to these disputes. However, the

5) Ibid., pp. 90-91.
6) Article 1:101(2) of CLIP Principles.



AE0A HAHLSEO 28 SHMAHHE HE 7

interpretation of this article may lead to the application of
the law of the specific jurisdiction where the act of unfair
competition has its effect (marketplace). Here, the concept
of territoriality is replaced by market considerations.” The
Kyoto Guidelines adopt a similar formulation to the CLIP
Principles. These Guidelines may be applied mutatis
mutandis to claims based on unfair competition, if the
matter arises from the same set of facts as relating
allegations involving intellectual property rights, and on the
protection of undisclosed information (Guideline 1 (1)).
Guideline 25 (1) provides that the law applicable to the
infringement of an intellectual property rights is the law of
each State for which protection is sought. In claims based
on unfair competition law, however, the lex loci protectionis
regularly coincides with the law of the State on whose
territory competitive interests on a given market collide (/ex
loci damni).®

Thus, from a perspective of comparative law, there is a
tendency to favor the exclusive application of the law of
marketplace to claims based on unfair competition, including

7) European Max Planck Group on Conflict of Laws in Intellectual Property
(CLIP), Conflict of Laws in Intellectual Property: The CLIP Principles and
Commentary (2013), para 1:101.C06 [Paul Torremans] ; Shoichi Kidana ed.,
Chitekizaisan no Kokusai Shiho Gensoku Kenkyu: Higashi Ajia kara no
Nikkan Kyodo Teian [Studies on the Principles of Private International Law
on Intellectual Property: A Japanese-Korean Joint Proposal from a
Perspective of East Asia] (2012), p.7.

8) See Alexander Peukert and Benedetta Ubertazzi, “International Law
Association’ s Guidelines on Intellectual Property and Private International
Law ( “Kyoto Guidelines” ): General Provisions,” Journal of Intellectual
Property, Information Technology, and Electronic Commerce Law, Vol. 12
(2021), pp. 7-9, especially fn. 22.
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the infringement of trade secrets. However, the majority of
Japanese academics classify the infringement of trade
secrets as a type of unfair competition that causes damage
to a specific person, leading to the application of laws other
than the law of marketplace.

II. The interpretation of ‘the place where the
result of the wrongful act occurred’ in unfair
competition or infringement of trade secrets

According to the majority of Japanese academics, the
issue is how the ‘law of the place where the result of the
wrongful act occurred’ (Article 17 of the Application of
Laws Act), the ‘law of the place where the wrongful act
was committed’ (the proviso of Article 17 of the Act), and
the ‘the law of the place with which the tort is obviously
more closely connected than the place indicated in the
preceding three Articles’ (Article 20 of the Act) should be
determined in the infringement of trade secrets. For they
often think that infringement of trade secrets is not
necessarily closely connected with the marketplace.?

First, if Article 17 of the Application of Laws Act is
applied to act or acts of unfair competition, it is necessary

9) There is a debate whether the applicable law to the act of making or
circulating false allegations that harm the business reputation of a business
competitor (Article 2 (1)(xxi) of Unfair Competition Prevention Act) is
determined by Article 19 of the Application of Laws Act (Special Provisions
for Defamation). It is omitted in this paper, however, because the
discussion focuses on infringement of trade secrets.
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to specify the ‘place where the result of the wrongful act
occurred,” that 1is, the ‘place where the right directly
infringed by the wrongful act was located when the
infringement occurred.” It may be conceivable to replace the
‘wrongful act’ in Article 17 with ‘unfair competition’ and
connect it to ‘the place where the results of the unfair
competition occur or are to occur (like Article 303 of the
Transparency Proposal). However, it is difficult to identify
the ‘right directly infringed’ or the place where it was
located because there are various types and forms of unfair
competition.

This typology, majority in Japan, are divided several
different views. The representative view divides unfair
competition into market-related (unfair competition that
deceives consumers in the market) and business-related
(unfair competition that causes damage to a specific
person). In the case of market-related unfair competition,
the marketplace (the place where the confusion is caused)
is considered to be the ‘place where the result of the
wrongful act occurred” In the case of business-related
unfair competition, especially the infringement of trade
secrets, the ‘place where the trade secret is managed’ (the
place where the targeted trade secrets are located) is
considered to be the ‘place where the result of the wrongful
act occurred.’10) This view is similar to penal provisions in
Japanese Unfair Competition Prevention Act, which

10) Dogauchi, supra note 3, pp. 44-45
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‘considers the property value of a trade secret as a
protected legal interest and regards the act of infringing the
management system of a trade secret as an independent act
of infringement of legal interest.’1D

Other view explains that the result of the infringement of
trade secrets should be considered to occur or to be
capable of occurring in the principal place of business of
the company holding the secrets with the result of reducing
the business power of that company. This view thinks that
trade secrets are positioned as constituting a trade power
or competitive power of company holding the secrets.12)
This view seems to consider the business power or
competitiveness as a protected legal interest, which is most
attenuated at the principal place of business of the company
holding trade secrets.

Furthermore, from the viewpoint of the integrated theory,
which applies Article 17 of the Application of Laws Act to
unfair competition in general, some of academics explains
that ‘the legal interest protected by the Unfair Competition
Prevention Act is the interest of companies that enjoy fair
competition in the market and the interest of consumers

11) Keizai Sangyo Sho [Ministry of Economy, Trade and Industryl, Eigyo
Himitsu ni kakaru Keijiteki Sochi no Minaoshi no Houkousei ni tsuite
[Direction of the Review of Criminal Measures concerning Trade Secrets]
(2008), available at <
https://www.meti.go.jp/policy/economy/chizai/chiteki/pdf/dai7kai%20siryou3-1.pd
f > (last visited August 16, 2022), p. 8.

12) Takuya lizuka, “Eigyo Himitsu no Kokusaiteki Shingai Koui ni kansuru

Tekiyo Junkyoho” [Applicable Law to Act of Infringement of Trade Secrets

in International Context], in Ryu Takabayashi et al. eds, Gendai

\C]hlitegizaisiggo Koza [Courses of Modern Intellectual Property Law] (2012),
ol. 2, p. .

_10_
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who enjoy the fruits of such competition. Since these
interests are linked to the market, the place of infringement
1s interpreted to be the place where the relevant market is
located.1® This third view focuses on the fact that
economic losses or damages to business confidence of a
company occur in the market where that company engages
In economic activities. And it considers such losses or
damages incurred in the market as ‘result’ in the word of
Article 17 of the Application of Laws Act (the ‘market
impact rule’).!d The ‘market impact rule’ is adopted by
many international legislative proposals such as Article
301(2) of the ALI Principles, Article 304(3) of the Joint
Japanese-Korean Principles and Article 303 of the
Transparency Proposal.

Thus, in regard to the infringement of trade secrets, it is
unclear whether the protected legal interest is the property
value of the trade secrets or the business power
(competitiveness) of the company. It is true that intellectual
property rights and trade secrets are informationl® which is

13) Yasuto Komada, “Fusei Kyoso no Jyunkyoho ni kansuru Ichikousatsu”
[A Study on Applicable Law to Unfair Competition], in Doshisha Daigaku
Chitekizaisanho Kenkyukai [Study Group of Doshisha University on
Intellectual Property Law] ed., Chitekizaisanho no Chosen [Challenges of
Intellectual Property Law] (2020), Vol. 2, p. 357.

14) In general, see Annette Kur, “Applicable Law: An Alternative Proposal
for International Regulation: The Max-Planck Project on International
Jurisdiction and Choice of Law,” Brooklyn Journal of International Law
(2005), Vol. 30, p. 951.

15) In Korean Unfair Competition Prevention and Trade Secret Protection
Act, the term ‘trade secret’” means any technical or operational
information useful for any production and sale methods and othe business
activities, which is not known to public, has an independent economic
value, and has been maintained in secret by considerable effort.

_11_
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not need to search location of the subject unlike real right
s.16) However, if Article 17 of the Application of Laws Act
would be applied to the infringement of trade secrets, we
would have to identify the ‘right directly infringed by the
wrongful act’ in question and consider its location. In doing
so, the ‘market impact rule, which focuses on the effect of
the infringement of trade secrets on the market, may be a
strong choice. However, as I will explain below, it is
questionable for me to adopt the rule as an interpretation of
Article 17 of the Application of Laws Act.

ITI. The significance of the ‘marketplace’ and the
‘market impact rule’

As we have already seen, the adoption of the ‘market
impact rule’ makes it possible for us to regard the place
where the economic loss occurred or the marketplace as the
‘place where the result of the wrongful act occurred’ in the
infringement of trade secrets.

Here, we would like to confirm once again what is meant
by ‘marketplace.” The marketplace is not a concept which is
unambiguously defined. The marketplace where the
advertising of products takes place and that where the
actual sales of them take place may be different. Although
there is no explicit provision in the Application of Laws
Act that adopts the marketplace as a connecting factor,

16) See Kojima, supra note 2, p. 291.

_12_



AE0A HAHLSEO 28 =HAHE HE 13

foh

Article 18 adopts the ‘place where the victim received the
delivery of the product’ as a connecting factor for product
liability. This provision emphasises the close relationship
between product liability and market distribution, and
applies the law of marketplace, which 1s foreseeable for
both producer and victim.l? Although product liability is
based on the premise that consumers are harmed by
defective products and that is not the same for unfair
competition including the infringement of trade secrets, the
‘place where the victim received the delivery of the product’
for product liability may help the determination of the
marketplace for unfair competition. For example, in the case
that the marketplace where the advertising of products
takes place and that where the actual sales of them take
place are divided, the latter may be the marketplace for
unfair competition. On the other hand, however, in the case
of a certain type of unfair competition, such as using unfair
means in an advertisement thereof, the marketplace may be
the place where the advertising of products takes place (the
place where the act of creating confusion with another
person’s goods or business takes place). It is not the place
where the actual sales of them take place. The former is a
future marketplace that has lost the potential consumers by
the act of creating confusion with sellers or products.1®

17) Yoshiaki Sakurada and Masato Dogauchi eds., Chushaku Kokusai Shiho
[Commentary on Private International Law] (2011), Vol. 1, pp. 462, 471
[Hiroshi Sanol.

18) The Horer Kenkyukai, supra note 4, p. 87.

_13_
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So, in regard to the infringement of trade secrets, which
place should be considered as the marketplace if the
wrongful act and its result occur in different jurisdictions?
When the acquisition!? or disclosure20) of trade secrets and
the actual sales of goods using?l that trade secrets occur
in different places, one explains that the latter will be the
marketplace.22) In the stage of the former only, the place
that the wrongdoer intended as the marketplace is
considered to be the ‘place where the result of the wrongful
act occurred.?3 Thus, it seems that the marketplace for
unfair competition is not necessarily same as the ‘place
where the victim received the delivery of the product’ for
product liability. The former is determined based on
multiple factors, including the type of unfair competition
and potential impact on consumers.

The ‘market impact rule’ is a theory that helps to

19) In Japanese Unfair Competition Prevention Act, the ‘acquisition” of
trade secrets means the act setting that secrets under control of ones own.
It includes the act of taking trade secrets for oneself or a third party
without moving the media on which they are recorded. See Keizai Sangyo
Sho Chitekizaisan Seisakusithu [Ministry of Economy, Trade and Industry,
Intellectual Property Policy Office] ed. “Chikujo Kaisetsu Fusei Kyoso
Boshiho” [Commentary on Unfair Competition Prevention Act] (2nd ed.,
2019), p. 92.

20) In Japanese Unfair Competition Prevention Act, the “disclosure’ of
trade secrets means setting that secrets in a condition where they can be
known to a third party. It includes making trade secrets known to certain
persons in a manner that is not public knowledge. Ibid., p. 93.

21) In Japanese Unfair Competition Prevention Act, the ‘using’ of trade
secrets means an act that is carried out in accordance with the original
purpose of the use of the trade secrets and that can be specifically
identified as an act carried out on the basis of that secrets. Ibid.

22) lizuka, supra note 12, p. 405.

23) Komada, supra note 13 (2020), p.358.

_14_
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determine the connecting factor of unfair competition by
focusing on the ‘effect’ on the market. It may sort out the
complicated discussions above. This may be the reason
why the theory is adopted in many international legislative
proposals. However, there are differences among these
proposals in whether that theory should be regarded as a
supplementary rule to identify the lex protectionis Iin
general (like Article 301 (2) of the ALI principle, Article
102 (5) of the 2006 Draft of Korean Proposal and
Transparency Proposal) or as a special rule for the
applicable law to non-contractual obligation arising out of
an act or acts initiating unfair competition in intellectual
property (like Article 1:101 (3) of CLIP Principles and
Article 304 (3) of the Joint Japanese-Korean Principles). In
Japan, although there is a tendency to adopt the ‘market
impact rule’ to interpret the ‘place where the result of the
wrongful act occurred’ of Article 17 of the Application of
Laws Act, this may cause confusion in the concepts of the
‘place where the result of the wrongful act occurred’ or the
marketplace. In relation to the infringement of trade secrets,
the economic loss and impact on the market may be
indirect or secondary damages following to the infringement
of the management system of trade secrets as primary
damages. In my opinion, even if the significance of linkage
to ‘marketplace’ is not necessarily denied in the
infringement of trade secrets, focusing on the economic loss
seems to be conflict with the legislative solution of Article

_15_
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17 of the Application of Laws Act. The legislator has
excluded the indirect or secondary damages from the
interpretation of the ‘place where the result of the wrongful

act occurred.’

Conclusion

As an interpretation of Japanese private international law,
the applicable law to non-contractual obligation arising out
of an act or acts initiating unfair competition should be the
law of marketplace. This result should be led by an
unwritten rule (jori) rather than by Article 17 of the
Application of Laws Act. According to the ‘market impact
rule, the marketplace means the place where a direct and
substantive damage including economic loss occurs or is
likely to occur. With respect to unfair competition, including
the infringement of trade secrets, it is not unambiguously
clear where is the ‘place where the result of the wrongful
act occurred’ of Article 17 of the Act. This is the reason
why some uses the ‘market impact rule’ as an
interpretation of the Article. However, such interpretation
may cause difference with the traditional concept of the
‘place where the result of the wrongful act occurred.

Furthermore, it is not easy for us to determine the ‘place
where the wrongful act was committed (the proviso of
Article 17 of Application of Laws Act) in the infringement
of trade secrets. For example, since the 2015 amendment,

_16_
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the Japanese Unfair Competition Prevention Act has
expanded the scope of penal provisions for the infringement
of trade secrets to include not only the act of use or
disclosure outside Japan but also the act of unauthorised
acquisition or obtaining of trade secrets. Previously, the act
of unauthorised acquisition or obtaining outside Japan was
not included in the scope. However, when the acts of
unauthorised acquisition or obtaining and the acts of use or
disclosure are committed in different countries, it is
debatable as to which of them should be considered as the
‘wrongful act’ initiating unfair competition.

In Korean substantive law, just like Japanese law, the
infringement of trade secrets is in the scope of Tort Law.
29 If the infringement of trade secrets were to be
characterised as a tort under private international law as
well, Article 32(1) of the Korean Private International Law,
which states that ‘a tort shall be governed by the law of
the place where the act was committed, could be applied.25
In this case, it is said that the ‘place where the act was
committed means the place where the trade secret was
wrongfully acquired, used or disclosed, and does not include

24) Squire Gaikokuho Kyodo Jigyo Horitsu Jimusho, supra note 1, p. 171.

25) According to Article 33 of the Korean Private International Law,
however, the parties may choose, by agreement, the law of the Republic
of Korea as the applicable law after the occurrence of management of
affairs, unjust enrichment, or tort. This provision has a narrower scope of
applicable law that can be chosen by agreement than the Article 21 of the
Application of Laws Act. However, both provisions allow party autonomy in
tort. If the tort choice-of-law rules are applied to infringement of trade
secrets, the question arises whether party autonomy is also allowed in this
area.

_17_
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the place where the trade secret is managed.26) Therefore,
if each choice-of-law rule for a tort in general is applied to
the infringement of trade secrets, the applicable laws will
differ between Korea and Japan. Establishing a special rule
based on the ‘market impact rule’ for unfair competition
including the infringement of trade secrets would help
overcome such differences in domestic legislation.

Alternatively, one might apply Article 24 of the Korean
Private International Law to the infringement of trade
secrets. This provision states that ‘the protection of
intellectual property rights shall be governed by the law of
the place of infringement.” In relation to this, Article 3 of
the Korean Basic Law on Intellectual Property defines
‘intellectual  property is knowledge, information or
technology, expression of ideas or feelings, representation of
business or goods, varieties of living things or genetic
resources, and other intangible things that can realise
property value, created or discovered through human
creative activity and experience among other things.” I think
it 1s important for us that the definition is not necessarily
limited to exclusive rights. If trade secrets are included in
‘intellectual property (rights)” under Article 24 of the
Korean Private International Law, the ‘law of the place of
infringement’ would be applied to the infringement of trade
secrets. And the ‘place of infringement’ might be interpreted
by the ‘market impact rule’.

26) Squire Gaikokuho Kyodo Jigyo Horitsu Jimusho, supra note 1, p. 172.
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I am concerned that I have misunderstood the Korean
law. I would be grateful if you could provide me with

further information.
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