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Loss of market value due to patent litigation (B&M)

Property rights institutions are costly
monopoly deadweight loss
cost of enforcement

• legal costs (social cost)
• rents transferred to competitors or buyers
• changes in expectations about firm’s future

But other costs could be construed as a “tax” on innovators if
infringement is an unintended byproduct of innovation
Private costs are high

averge = 0.5-0.6% of value of firm = $52.4 mill
median = $4.5 million
Investment equivalent = $28.7 mill
Increase over time (but does it increase faster than stock market cap?)

Legal costs (from literature) < $1 mill
Very important question
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Private costs of patent litigation (B&M)

24 day window: Does new information about the law suit arrive in
the market for 24 days?

Not all investors have to read – analysts, hedge funds, arbitrageurs …

3 day window: loss only 0.2% = $9 million (invest. equiv).
What is the daily variation in CAR for firms involved in patent suit
compared to average loss assoc. w/ suit?
Is infringement an inadvertent by-product of innovation when
patents are poorly delineated?

Are there more suits in fuzzy areas such as business method?

Possible remedies?
Force more transparent writing standards? (Stop lawyers from writing
patents?)

Is this high compared to private value of patents?
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Private value of patents: HGV

Why all the fuss about patents if they are not (privately) worth
much

Much evidence that patents are not the most important means of
protecting innovation

• some infer from this that they do not provide incentives for R&D
• may be too costly for the incentive they provide

regardless of social value, patents must be privately valuable if they
are to provide incentives for R&D
BUT Very large increase in patenting, even as economics studies
using renewal data found very low average value of patents.

Schankerman, Pakes – 10-30K  per patent for 1980s European patents
Bessen -- $80K for 1991 US patents.
Deng -- $90-$100K for French and German patents
Consistent with high patenting costs?

This paper – survey based evidence of value of patent yields much
larger values ($3-6 million)



Source: Schankerman, 1998, RJE

Patent renewal studies of 1980 data showed highly skewed
distributions with small average values of patents

cost of
filing a

patent was
at least 5K?

Other
studies e.g.,

Pakes,
yielded

similarly low
values
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Patent / R&D
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Even renewal studies indicate 7x to 10x higher values
of patents than earlier studies (source: Yi Deng, 2003, mimeo)

Estimated value of European patents using renewal data, then and now
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But still much smaller than direct estimates from PatVal

Mean value is important, not median



Even renewal studies indicate 7x to 10x higher values
of patents than earlier studies  (source: Yi Deng, 2003, mimeo)

Estimated value of European patents using renewal data, then and now
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Why the difference?

Survey response bias
Possible, but an impressive number of checks and adjustments

• highest value comes from pharma
• German responses imply avg = $5.6 mill
• French manager and inventor responses tally

Value of innovation vs  Value of patent protection?
Bessen uses tobin q reqressions (value of patent separated from
value of innovation) ~ 300K is upper bound

US patent rights < Value of patent protection world wide
renewal measures country specific

Renewal studies cannot measure the tail
excluding top 75 patents (~1%), est. avg drops from 10 million
to 5 million!
excluding top 143 (< 2%), est avg drops to $1 million!


