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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)
e rents transferred to competitors or buyers
e 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



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?




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

e some infer from this that they do not provide incentives for R&D
e 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)



Patent renewal studies of 1980 data showed highly skewed

distributions with small average values of patents

TABLE = Distribution of the Value of Patent Rights, by Technology Field: 1970 Cohort

Electronies
{excluding

Quantile Phatmaceuticals  Chemicals Meachanical Electronics Japan)

25 315 447 638 L,450 627
(128} 1102) (312) (L,256) (279)

50 L6331 1,594 2930 7,933 3,139
{539} {591) {1,6649) 9,228) {1,708}

75 5427 5,807 13,769 46 964 16,322
{2437 (2,859) {9.935) (53,265 (11,055)

90 11,787 13,735 40,840 170,958 §3,122
{6,061} {7,039) {35,547} {315,079) (58,827)

05 19920 24,363 83,857 402,292 113,403
(11,211 (13,814) (81,228) {826,778) (105,162)

99 52,139 69,906 321,956 2,016,797 48,424
(34 545) (44,983) (375,386) (4,984.719) (538,827)

Mean 4,313 4969 15,120 68,502 19,837
(1,993) (1591} (13.692) {134,208} (18,020}

Nates: Figures refer to the private value of patent rights (in 1980 US. dollars), measured from date of
patent application. They are simulated using parameter estimates for the log-normal patentrenewal maodel
with fixed cohort effects in w and year cffects in &, columns (3} in Tzble 4. The discount rate is sct at .10
Esrimated standard errers in parentheses are compurad by the delta model.

Source: Schankerman, 1998, RJE

cost of
filing a
patent was
at least 5K?
Other
studies e.g.,
Pakes,
yielded
similarly low
values
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Even renewal studies indicate 7x to 10x higher values

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

of patents than earlier studies (source: Yi Deng, 2003, mimeo)
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Why the difference?

& Survey response bias
=z Possible, but an impressive number of checks and adjustments
e highest value comes from pharma
e German responses imply avg = $5.6 mill
e French manager and inventor responses tally
& Value of innovation vs Value of patent protection?

=z Bessen uses tobin g regressions (value of patent separated from
value of innovation) ~ 300K is upper bound

& US patent rights < Value of patent protection world wide
=z 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!



