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A portfolio of Japanese equities weighted by YKS patent values

Takanobu Mizuta'
Ichiro Kudo®
Yasuko Kobayashi’

! SPARX Asset Management Co., Ltd.
( http-//www.asiainvestmentintelligence.comy' )
~ Kudo & Associates
( httpz//kudopatent. com/english’ )

Abstract

Recently, the valuc of intangible asscts has become increasingly important for estimating the value
of an enterprise. In the practical business of asset management, however, compared to the analysis of
financial statements, relatively few opportunitics exist for quantifying intangible assets to estimate
the value of an enterprise. Furthermore, few passive managers rely on value-weighted intangible
asscts. In this study, we propose an cquities portfolio management method employing weighting by
patent values calculated by the YKS method developed by Kudo and Associates. Importantly, the
method presented here does not use market information or financial statements. Central to the
robustness of the method is that most investors are unawarc that industries with overweight YK
value-weighted portfolios (YKPs) have valuable patents, and that the market capitalization of these
sectors often do not consider the value of these patents. The annualized excess return of the YKP
was 6.1%, which significantly outperformed a market capitalization-weighted portfolio, and there
was no period of large negative underperformance in the periods examined in this study. In addition,
the annualized average growth rate of the weighted recurring profit from the YKP was higher than
the growth rates obtained from a market capitalization-weighted portfolio and a composite of a

financial valuc-weighted portfolio.
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A Portfolio of Japanese Equities
Weighted by YKS Patent Values
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In Section Ill, we discuss the effectiveness of the YK value factor, which is YK
value/market capitalization, in a multi -factor model. In Section IV, we investigate the
returns and characteristics of a YK value -weighted portfolio compared to a market
capitalization weighted portfolio, which is widely used by passive portfolio managers.
Finally, in Section V, we summarize the findings of our study.
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