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GENERATING ALPHA WITH INNOVATIVE IDEAS

Successful patents create a competitive advantage and added value for enterprises. The challenge in
portfolio management is to determine the value of such innovations, and to apply this to single-issue
share selection. Strategies that buy companies with high patent values and sell those with low patent

values generate annual excess returns above 4%.

Since the carrying amount of patents provides precious little
support in this respect, Quoniam uses alternative data provided
by IPR Strategies, a company specialising in performing patent
valuations for enterprises. IPR Strategies has set up a database
for traded patents which is based on information gained from
M&A transactions, auctions, and manual valuations. The dataset
is trained using a learning process and identifies indicators which
are relevant to valuation — including market-based, legal or
technical details of patents. To assess individual patents, they
are compared to traded patents with similar characteristics.

IT sector holds the lion’s share of global patent value

At present, the global dataset contains usable data for around
10,000 enterprises covering more than 86% of the MSCI World
market capitalisation. The five companies with the most valuable
patent portfolios account for an aggregate value in excess of
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Figure 1: Source: MSCI, IPR Strategies, own calculations

€267 billion. Aggregated by country (cf. figure 1), Japan and the
US account for more than 70% of global patent values; these
countries are the biggest innovators by a large margin, followed
by Korea, Germany and France. Taking a sector view, the techno-
logy sector comes first—as one would expect—with just under
40% of global patent values.

Especially important: patent value and quality

Two aspects of patent portfolios are relevant for enterprises — the
first one being the value of the patent portfolio, which impacts
the enterprise’s valuation. Even though carrying amounts provide
an indication of the value of patents, under US GAAP these must
be recognised at cost — meaning that only purchased patents are
reflected here. Under IFRS, patents may be carried at their devel-
opment costs — which, however, frequently provide precious little
information concerning economic potential.
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Indexed performance of long/short strategies
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Figure 2: Source: Datastream, IPR Strategies, own calculations

The importance of an enterprise’s innovation activity—relative to
its competitors—differs by sector. For companies in the healthcare
and technology sectors in particular, the power to innovate is
highly important, whilst it is less relevant for businesses in the real
estate and financial services sectors, or for utilities.

Disclaimer

The second relevant aspect covered by patent data refers to the
quality of patents: high-quality patents secure a company'’s future
earnings during the term of the patent right and beyond, and the
power to innovate sustainably secures an enterprise’s continued
existence on the market—with market potential as well as legal
and technical aspects all playing a role in this context.

Patent data offer significant added value

Quoniam has been incorporating patent information since 2018
in the form of factor composites in its alpha and risk models,
based on univariate and multivariate analyses. Figure 2 shows
the indexed performance of a long/short strategy between a top
and a bottom quintile. Portfolios were structured on the basis of
parameters for the factors of ‘patent value’ and ‘patent quality’ in
a European equity universe. The strategy using the patent value
factor generated an average annual return of 4.55% during the
period running from December 2010 to May 2019. The same
strategy using the quality factor generated an average annual
return of 4.89% since 2010.

The analyses have shown that using patent data generates sig-
nificant added value for share selection. In this context, the low
correlation of the patent value and patent quality factors with
the existing alpha signal is worth highlighting. They comprise
additional information that is not included in this form in existing
alpha factors.
Dr Oliver Murschall
Executive Director, Research

The use of investment services as well as investments in financial instruments are conjoint with risks.
For more information and guidance on opportunities and risks, please visit www.quoniam.com/riskstatement

This document was produced by Quoniam Asset Management GmbH (hereafter ‘Quoniam’) us-
ing reasonable care and to the best of our knowledge and belief. It is provided for information
purposes only and is for the exclusive use of the recipient. The opinions, appraisals and informa-
tion expressed in this document are those of Quoniam or derived from publicly available sources
at the time of writing and are subject to change at any time without notice. However, Quoniam
provides no guarantee with regard to its content, completeness and topicality.

This document is expressly not intended for use by retail clients within the meaning of Article 4 (1)
(11) of Directive 2014/65/EU (MiFID II). Excluding documents compiled for investment committee
meetings or those compiled in order to fulfil contractual obligations (e.g. reporting), this docu-
ment qualifies as marketing material that has been published for advertising purposes only. We
hereby expressly note, that the information provided does not constitute a statement of assets
in accordance with applicable investment law. Consequently, we advise the recipient to turn
themselves to the respective investment company.

For more detailed information, in particular a description of the mentioned funds’ risks and
rewards, please refer to the prospectus, the key investor information document and the most
recently published annual and semi-annual report. These publications are available upon request
and free of charge from the German payment and information agent DZ BANK AG (Frankfurt/
Main). The aforementioned documents constitute the sole binding basis for the purchase of
fund units.

The information contained herein does not consider any personal and financial circumstances of the
recipient. Therefore, it does not constitute an offer or a recommendation to buy or sell financial

instruments or banking services. Neither historical nor future performance simulations and finan-
cial market scenarios are a guarantee for current or future performance. We advise the recipient
to seek investment advice in order to ensure that information provided is in line with their own
circumstances.

This document has not been prepared in accordance with legal requirements designed to pro-
mote the independence of investment research. Further, it is not subject to any prohibition on
dealings ahead of the dissemination of investment research. As a consequence, information and
opinions herein must not be read as independent investment research.

This document shall not be reproduced or passed on to third parties either in part or in full with-
out the written permission of Quoniam.

Quoniam is authorised and supervised by the Federal Financial Supervisory Authority (Bundesan-
stalt fur Finanzdienstleistungsaufsicht) and is subject to limited regulation by the Financial Conduct
Authority. Details about the extent of our regulation by the Financial Conduct Authority are
available upon request.

Quoniam processes your personal data including your name, gender, postal address, email ad-
dress, phone number and job title within our business correspondence based on Article 6 par-
agraph 1 lit. b) and f) GDPR. Controller in terms of Article 4 number 7 GDPR is Quoniam Asset
Management GmbH, Westhafenplatz 1, 60327 Frankfurt am Main. For further information,
please read the data privacy section in our legal notices. If you do not want to receive further
information from Quoniam, then please send an email to dataprotection@quoniam.com
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