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Trade Secret or Patent? 
 

Intellectual property rights can be broken into four distinct categories: copyrights, patents, 

trademarks, and trade secrets.  Copyrights protect the expression in original works of authorship.  

Trademarks protect source origin identifiers used on products and services in commerce. Patents 

protect any new, useful, and nonobvious inventions.  Trade secrets protect confidential business 

information that derive an economic advantage from not being generally known and which are 

reasonably protected.   

Patents and trade secrets are uniquely alike, however, because these are the only two forms of 

intellectual property rights which protect information. In fact, every patent begins as trade secret 

information. This is to say, if you come up with a new, useful and nonobvious invention, you 

must make a conscious choice to convert that information asset from a trade secret into a patent.  

In certain instances, one could patent information which otherwise could be protectible as a trade 

secret. If trade secret information meets the threshold of also being patent protectible (new, 

useful, and nonobvious invention), then one has a difficult choice to make between the two 

forms of protection. One can choose to dedicate the information, regarding this invention, to 

public knowledge in exchange for a government-issued, time-limited monopoly (patent) or one 

can choose to keep the information protected and secret and to use this secrecy as a competitive 

economic advantage (trade secret).  What follows is a guide to help you learn the common pros 

and cons associated with each trade secret and patent protections.  In the end, this will help you 

demystify the difficult, murky waters surrounding the trade secret verses patent decision matrix. 

Trade Secrets: Pros and Cons 
 

Pros  
 

• Properly guarded information can qualify as a trade secret forever (i.e. Coca-Cola 

formula, still lasting for over 100 years) 

• Trade secret licensing royalties can be collected perpetually, even after information 

becomes publicly known (not the case for patents) 

• Relatively inexpensive to protect, no formal registration needed 

• Can take immediate effect, with no significant procedures or costs associated with 

their creation 

• Need no formal registration with government entities (unlike patents) 

• Good for information that is more difficult (or impossible) to reverse engineer 

• Good for information where would be hard (or impossible) to detect patent 

infringement 

• Ideal for information that will quickly become obsolete or has a limited shelf life due 

to its competitive advantage being first to market 

• Great for back end software that is not visible to the public 

• Perfect for “behind the scenes” manufacturing processes not visible to public 
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• No strict eligibility requirements of novelty, utility, or obviousness – only reasonable 

secrecy and that the information provides an economic advantage from not being 

generally known 

• Can protect technical and nontechnical information (from software to vendor lists) 

• Can protect “negative know-how” (knowing what doesn’t work can be more valuable 

than knowing what works) 

• Proof of misappropriation can be based on circumstantial evidence (substantial 

derivation plus access) 

• If defendant cannot establish a “clean room” of independent creation, then difficult to 

defend in court once access has been established 

• Damages can include plaintiff’s lost profits and unjust enrichment of defendant 

(disgorgement of misappropriator) 

• Reasonable royalty damages can be set as a floor if plaintiff prevails in litigation 

• Plaintiff can get attorney’s fees and treble damages for proven willful and malicious 

trade secret misappropriation 

• Most juries who find trade secret misappropriation also find willful and malicious 

behavior existed 

• Primary remedy in law is injunctive relief in a trade secret case (to stop or enjoin 

activity) 

• Plaintiff can seek injunction against “inevitable disclosure” if your employee leaves 

and a high likelihood exists for threatened or actual misappropriation 

• Protects information that does not meet patent law’s strict eligibility requirements 

• No publication is required, in fact publication destroys trade secret protection status 

• The Defend Trade Secrets Act (2016) allows for a federal civil cause of action for 

trade secret misappropriation (suit can be brought now in federal and state court) 

• The software industry, and other rapid innovation industries, prefer trade secret 

protection (the speed of innovation weighs in favor of trade secret protection) 

 

Cons  
 

• Trade secrets can be reverse engineered (or independently developed) without penalty 

• Trade secrets can be forfeited if they are not reasonably safeguarded (protection 

efforts are required) 

• Only extends to confidential relationships (only can sue if defendant acquired the 

trade secret through improper means or disclosed the trade secret without consent) 

• Public disclosure (accidental or inadvertent) vitiates the trade secret protection 

• Marketing and advertising efforts are not advisable, generally, because information 

secrecy is key 

• Independent development or legal acquisition are not improper for your competition 

• High employee turnover rates and/ or using many partners in supply chain might 

jeopardize unauthorized disclosure or use of trade secret information 

• Must implement measures, reasonable under the circumstances, to guard the trade 

secret 
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• Must identify, inventory, and protect trade secret information, which can be 

cumbersome for a larger organization (sometimes petabytes of data inside an 

organization)  

• Trade secrets can be at rest (locked in a drawer) or in motion (being created or 

destroyed daily) which make them difficult to track on an ongoing basis 

• Computers allow for mass amounts of information to instantaneously misappropriated 

• Physical and electronic securities are needed (data encryption and encoding for most 

sensitive trade secrets) 

• Cybersecurity and storage on the “cloud” create huge obstacles for protection 

• Cyber-hacking of information can be difficult to recognize and/or prove in court 

 

Patents: Pros and Cons 

Pros  
 

• Owner is permitted to exclude others from making, using, selling (or offering for 

sale), or importing the device for a period of 20 years beginning on the filing date of 

the patent application 

• Patents are often used as a shield or barrier to entry for competition into a market 

• Scares the opposition/ competition away from competing in a given market 

• Patent holder can sue for damages based on either a royalty for past infringement or 

the profits that plaintiff lost due to the infringement 

• Brand equity of patent holder increases because businesses in the industry will more 

likely license technology from you if you have patent rights 

• Marketing and advertising can also demonstrate the superiority of a company’s 

technology (no concern for publicizing patent ownership once patent is filed or 

issues) 

• Not vulnerable to reverse engineering or independent creation (unlike trade secret 

information) 

• Facilitates fundraising from investors because the exclusivity of use helps secure a 

promise of any return on investment 

• The America Invents Act helps protects patent holders by making the USA a first to 

file country, bringing US patent law on par with the rest of the world 

• Conducive to licensing and cross-licensing (use as leverage with third party 

negotiations)  

• Protects against infringement, intentional or unintentional (unwitting infringer is 

guilty all the same) 

• No proof of copying is necessary in patent litigation (in trade secrets litigation, 

plaintiff must prove defendant had access to and used or copied the information asset) 

• Good if the invention is easily reverse engineered, will be independently developed 

soon or if publicly visible on products 

• Can request a “non-publication” of a patent application at the U.S. Patent and 

Trademark Office (USPTO) until the patent is granted (but only if exclusively 

seeking US protection, not international protection) 
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• The life sciences industry typically relies on patents because of the broad, robust 

protections offered under patent law (also any Industrial Age company) 

Cons  
 

• Royalties from licensing can only be collected for the life of the patent (usually 

around 12-15 years) 

• Cannot patent abstract ideas (especially ideas that are not incorporated into something 

tangible) , laws of nature, or mathematical equations (some computer algorithms are 

not patent protectible)  

• Patent law, regarding patent eligible subject matter, is uncertain, evolving 

• If a patent does not issue, the information will be published, and trade secret 

protection is no longer an option (the catch 22 of seeking a patent) 

• An invention can fail on obviousness grounds if one skilled in the art would have 

conceived the information with all the world’s prior art in his mind 

• Infringement is difficult to prove, need literal infringement of each and every patent 

claim (or doctrine of equivalents, which has been limited by courts) 

• Damages limited to plaintiff’s actual lost profits, or reasonable royalty of a mythical 

negotiation of plaintiff and defendant  

• Cannot seek damages in the form of defendant’s unjust enrichment (trade secret law 

offers unjust enrichment remedies)  

• Very expensive to get a patent ($8,000 - $25, 000), extremely difficult for a startup to 

pay for 

• Very expensive to litigate (easily in the millions of dollars) 

• No automatic injunction issued, only if four factors (likelihood of success on the 

merits, irreparable harm, no adequate remedy at law, balance of hardships and public 

interest) are met (trade secret law’s primary remedy is injunctive relief)  

• Prior users, at least one year before filing date, have an absolute defense to patent 

infringement (the AIA has a Prior User Defense provision) 

• Publication of information can defeat a patent on the grounds of prior art (you can 

create your own prior art by publishing or commercializing prior to filing for patent) 

• Patents teach your competitors your secrets upon filing an application for a patent 

(public disclosure is inevitable) 

• Patent Trial and Review Board allows any third party to challenge a patent on 

grounds of invalidity within 9 months of patent grant (prior art “in the weeds” can 

come out to bite) 

• Fixed expiration date (unlike trade secrets which can, theoretically, last forever) 

• May have to take a license from another to actually make, use, and sell your own 

invention (patents are not offensive rights, but rather defensive)  

• Obtaining damages in litigation is challenging (calculating and proving damages to a 

jury’s satisfaction is a challenge) 

• Federal registration necessary, and international registration is country specific and 

costly 

• On average, takes about three to five years for a patent to issue 

• Not ideal for technology that will be quickly become obsolete (speed of innovation is 

more conducive to trade secret protection)  


