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Executive Summary

Over the last six years, investment management
professionals have steadily increased their use
of alternative data to improve decision-making,
optimize portfolios, improve due diligence, and
boost returns. Now, with widely available artificial
intelligence-powered tools at their fingertips,
they are poised to analyze exponentially more
data to extract more valuable insights.

Since 2019, Lowenstein Sandler has surveyed
investment advisers for hedge funds, private equity
firms, and venture capital funds to understand
their use of alternative data. Now a global market
estimated at over $9 billion, alternative data
includes forms of information not contained in
company filings, press releases, analyst reports,

or other traditional sources, such as credit card
transactions, geolocation, and mobile device data.

This year's survey results offer a valuable snapshot
of alternative data’s evolution and integration into

the investment management industry. Notably, 67
percent of respondents’ say they are using alternative
data, an increase of five percentage points from 2023
and more than double the 31 percent from 2022.
Moreover, 94 percent of current alternative data
users plan to increase their budgets allocated to it.

The results confirm that alternative data has entered
a more mature phase of growth. No longer a novelty,
investment professionals see it as an essential,
albeit imperfect, tool needed to compete.

The range of alternative data used by investment
firms remains wide. The sources that saw the biggest
percentage point increases from earlier surveys
came from cloud platforms (+17), app usage (+17),
biometric data (+16), and web scraping (+20).

Alternative Data Sources with Largest Percentage Point Increases from Previous Surveys

+17 cloud platforms

+17 app usage

+16 biometric data

+20 web scraping

T Traditionally, hedge funds have been the heaviest alternative data users, followed by private equity and venture capital firms. This year, many
respondents self-identified as private equity funds; however, lines between hedge and private equity are often blurry, as a fund may not neatly
fit into one category versus the other. Hedge funds may make illiquid, private investments along with a liquid/public company portfolio.
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Executive Summary

Merger of Alternative Data
and Al

Of course, alternative data is only as valuable as the
analysis that can be extracted from it. The emergence
of generative Al has dramatically increased its
potential utility.

When we surveyed respondents last time, it had only
been a year since ChatGPT's public debut in November
2022. Still, investment professionals expressed
widespread bullishness about Al's potential

to make alternative data more valuable through its
ability to recognize patterns and draw insights.

Results from this year’s survey show that their
optimism has not waned. Over half said they use

Al for investment research/portfolio optimization/
trading (61 percent) and summarizing research and
materials (58 percent). Among respondents using Al
for investment research/portfolio/trading, 85 percent
believe they will be using it much or somewhat more
in the coming year. Among those not using Al, 43
percent plan to adopt it for next year.

Another sign that Al has become deeply embedded in
investment management: 87 percent of respondents
said their firm has a formal policy about its use,

Key Findings

of respondents said they are currently
using alternative data, compared with
62% in 2023 and 31% in 2022.

67%

of current alternative data users plan to
increase their 2025 budgets for alternative
data, with more than six in ten of those
projecting an increase between 11-25%.

94%
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‘ ‘ Alternative data is no longer novel, but
the combination with Al creates the possibility
for original insights at a scale and speed that was
previously unattainable. We have entered a new
era of investment that will be shaped in large
part by technology’s exploitation of data. BB

— Scott H. Moss

Co-chair, Investment Management Group
Chair, Fund Regulatory & Compliance
Lowenstein Sandler LLP

suggesting firms have made it central to operations.
In addition, 68 percent reported having policies
regarding the use of Al with alternative data.

The rapid adoption of the use of Al, including around
investments and trading, highlights the need for
robust policies and procedures governing the use

of Al by investment firms. These policies and
procedures need to be tailored to the firm's uses

of Al in its operations and provide for legal and
compliance approval and oversight over the use

of Al, particularly where Al may be used as part

of the investment decision-making process.

of respondents are using Al to help with
investments and trading.

61%

of respondents using Al for investment
research/portfolio/trading believe they
will use it much or somewhat more in the
coming year.

85%
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Alternative Data’s

Place in the Mainstream

Like the last survey’s results, these provided additional evidence of alternative data’s place in the mainstream of the
investment management industry. @ For the second straight year, more than 60 percent of survey respondents
said they currently use alternative data; moreover, 54 percent indicated they use it extensively.

o . 2023
How extensive is your use of alternative data? o 2024
100%
90%
80%
70%
60%
e > 51%
40% 43% 42%
30%
20%
10% 4%
I

0%
Significant Moderate Minimal
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Alternative Data’s

Place in the Mainstream

Another indication of alternative data’s staying power is the many purposes for which respondents use it. Among
the most popular purposes cited in this year’s survey were developing unique investment strategies (58 percent),
generating higher returns while managing risk (55 percent), understanding evolving customer purchase behavior

(54 percent), and predicting volatility in financial markets (51 percent).

For which of the following purposes do you use alternative data? W 2024

To predict volatility in
financial markets

To generate profits 35%

To understand competitive

markets 45

To generate greater insights into
a particular sector, industry, or %
issues

To understand evolving customer

purchase behaviors 54%

To provide additional support
for findings or assumptions in 39%
fundamental research

To develop unique investment

strategies 58

s°

‘
-
i

To improve business operations and
internal risk management 46

a°

To increase client

acquisition/retention 41%

To generate higher returns while
managing risk 55

‘

As inputs for Al tools 46

a°

To assist with legal and
compliance matters 36

To assist with recruiting and human 46
resources matters

I
s°

0

2

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
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Alternative Data’s

Place in the Mainstream

The many risks of using alternative data have not disappeared with more regular usage. In this year’s survey, the
most frequently cited concerns with alternative data were ownership and privacy (36 percent), increased compliance
burden (33 percent), data security/breach issues (33 percent), and risk of acquiring material non-public information.

Notably, some worries about using alternative data have decreased from previous surveys. Concerns over a shortage
of qualified staff needed to analyze the data and lack of tools to store it, for example, seem to have become less
salient as alternative data has become more mainstream. Among those respondents whose firms have not used
alternative data, trust in the quality of the data remains a key reason.

Which of the following are your major concerns when gathering/ - 2024
purchasing and using alternative data?

Cost and time associated with vetting vendors
and the quality, integrity, and reliability of the
data they sell

Ability to extract/distinguish relevant data from
a large volume of data for decision-making

Existing models not advanced enough to
process alternative data

Shortage of staff with the skills and
capabilities needed to handle and analyze
alternative data sets

Lack of tools, technology, and techniques
to store alternative data

Data security/breach issues

Risk of acquiring material non-public
information

Data ownership and privacy issues, includin
personally identifiable information (PII%

Increased compliance burden

Lack of confidence/trust in deriving value from
alternative datasets

Monitoring for/managing third-party
cyber-security risks

Increasing regulatory scrutiny

Insufficient rights to use with Al or other
software tools

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
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Alternative Data’s

Place in the Mainstream

Why does your firm not currently use alternative data? B 2024
We haven't been aware of alternative data w
until now
Haven't had a need to date
Lack of applicability to our investments
Lack of trust in the quality of the data
The data are not current/are too old
It's too expensive
We lack the internal resources to work with
the data
Regulatory/compliance risk or burden
Technical difficulties in working with the data M

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
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Strong Demand Across

Various Sources

Investment managers continue to draw alternative data from a wide range of sources. In our last survey, the
Internet of Things, which connects objects to the Internet via technology such as sensors and software, was the
most popular answer. In this survey, the top answers were cloud platforms (68 percent), followed by consumer
transactions (61 percent), and app usage (59 percent). Overall, we observed percentage point drops in just two
categories, suggesting a high demand for information across the board.

For the first time, we asked respondents about synthetic data generated by machine learning and algorithms used
to mimic real-life scenarios. Our survey results show that synthetic data is already playing a role.

What are your sources of alternative data? s
B 2024

100%

90%

80%

70% SHi

Gl 59%  59% g
60% 54% 54% 57% 5 57% 58%
51% 51%
50%
43% o 41%  41% 43% .
40% 38%  37%
30% 26%
22% 22%

20%

10%

0%

Consumer  Social Cloud App Internet  Satellite Geolocation Scientific Biometric Web  Synthetic data*
transactions media  platforms  usage of things  imagery data research data scraping  (Al-derived)
syndicated
databases

*Synthetic data (Al-derived) was not an answer choice in the previous survey.
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Strong Demand Across

Various Sources

With billions of users worldwide, the top social media networks offer investors rich data sources on consumer
and retail trading sentiment. Among survey respondents who said they monitor social media networks, Facebook,
Instagram, and X were the most cited. But the results also show significant interest in several other networks such
as TikTok.

Which social media platforms do you monitor? . 2024

100%
90% 90%
80%
70%
67%
60%
50%
40%
30%
20%

10%
3%

ik Facebook Linkedin  Snapchat WhatsApp Instagram  TikTok  Pinterest Reddit X Telegram Other
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Strong Demand Across

Various Sources

In another sign of alternative data's established use in mainstream investment management, *®- 94 percent of
alternative data users said they use it in combination with fundamental analysis to make investment decisions,
a significant percentage point increase from the previous two surveys. Furthermore, 61 percent said they use both
often, which is also a higher percentage than the previous two surveys.

Do you use alternative data in How often do you use both data
combination with fundamental analysis types together? B Private Equity

to make investment decisions? B Hedge Fund
Bl Venture Capital

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Yes Often
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Fast Adoption of Al

Results from our survey suggest that it has not taken long for the investment management industry to adopt Al
-@: Eighty-seven percent reported that their firm has a formal policy for using Al in connection with
investments/trading.

Does your firm have a specific formal policy regarding the use of : \F;fivate Eguitv |
c c anfl. g . enture Capita
Al in connection with investments/trading?

100%
90%
80%
70%
60%
50%
40%
30%
20%

10%

0% I 0%

Yes No Don't know / not sure

0%

*No Hedge Fund survey respondents indicated that they have formal Al policies and are therefore not represented in the above chart.
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Fast Adoption of Al

More than half of respondents said their firm uses Al systems extensively for investment research/portfolio
optimization/trading. Furthermore, nearly all respondents said their firm will use Al more for those purposes than
they currently do in the next 12 months. These results suggest a frenetic arms-race-level competition to leverage

the technology effectively.

I To a moderate extent

To what extent is your firm currently using any Al systems for
. . L . . Bl To a large extent
investment research/portfolio optimization/trading?

*No Hedge Fund survey respondents indicated that they currently use Al systems for investment research/portfolio optimization/trading and are
therefore not represented in the above chart. “To a small extent” and “Not at all” were also possible answers, but no Private Equity or Venture Capital

survey respondents selected them.
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Fast Adoption of Al

To what extent will your firm use Al systems for investments/trading : T;a‘efq”:y
edge Fun

in the next 12 months? BE Venture Capital

100%
90%
80%
70%
60%

50%

50% 50%

40%
37%

30%

20%

L 1%

0% 0% 0%
0

Much more than it is currently Somewhat more than it is currently Slightly more than it is currently
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Fast Adoption of Al

Investment researchers have discovered multiple ways to leverage Al to support their investment research/
portfolio optimization/trading operations. Among the most popular answers in our survey were getting access to
more timely, accurate, and comparable information (76 percent), filtering/excluding inconsistent data (70 percent),
and summarizing research and materials (67 percent).

In which ways are you using Al in connection with investment . 2024
research/portfolio optimization/trading?

Background research 63%

Simplifying and/or automating 68
routine tasks

Provides access to more timely,
accurate, and comparable 76
information

a°

Helps filter/exclude inconsistent o
data 70%

Summarizing research and 67%
. 0
materials

Monitoring of existing 9
investments 753

Suggestions for possible new 60%
strategies

Trading recommendations 51

Assists with legal and 59
compliance matters

-]
&°

As part of automated or 40%
programmatic trading systems

0

32

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
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Fast Adoption of Al

Generally, most Al systems are only as good as the data with which they are trained. Therefore, it is no surprise
that most survey respondents said their firms are using custom/bespoke Al systems, which cannot be replicated by
competitors. Furthermore, most firms rely on data obtained from third parties or their own to train their Al systems.

Bl Private Equity

To what extent is your firm currently using custom/bespoke Al .
Il Venture Capital

systems for investment research/portfolio optimization/trading?

100%
90%
80%
70%
60%
50%
40%
30%
20%

10%

0%
0%

To a large extent To a moderate extent

*No Hedge Fund survey respondents indicated that they currently use custom/bespoke Al systems for investment research/portfolio optimization/
trading and are therefore not represented in the above chart. “Not at all” was also a possible answer, but no Private Equity or Venture Capital survey
respondents selected it.
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Fast Adoption of Al

Bl Private Equity

Which of the below data types is used as training data for your firm’s ,
Il Venture Capital

custom/bespoke Al systems used in connection with investment
research/portfolio optimization/trading?

U 100%
90%
80% 84% 84% 81%
70%
60%
50%
40% 3
30%
20%
10%
0% 0% 0%
0% - - -
Webscraping Proprietary market data Proprietary alternative Internal market data,
obtained from third parties data obtained from third parties records, and datasets

*No Hedge Fund survey respondents indicated that they currently use custom/bespoke Al systems for investment research/portfolio optimization/
trading and are therefore not represented in the above chart.
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Growing Budgets for Al

and Alternative Data

As the advances in Al have made clear, the power of its output depends on the quality of its input. Thus, it is
unsurprising that spending on alternative data remains robust and is likely to grow significantly. ®@: More than half
of respondents say their organization annually spends $1 million or more on alternative data. Moreover, 94 percent
said their organization plans to increase its budget devoted to it.

) ) Bl Private Equity
What is your average annual spend on alternative data? B Hedge Fund
Il Venture Capital

s 100% 100%

90%

80%

70%

60%

50%

40%

30% 32% 33%

20%

T 17%
0% 0% 0% 0% 0% 0% 0% 0%

0%
<$100,000 $100,000 to $1 million $1 million to $2 million  $3 million to $5 million >$5 million

Does your organization plan to increase its alternative data budget?

Yes
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Growing Budgets for Al

and Alternative Data

Most survey respondents reported spending significantly on Al and said they expect to spend more next year.
Most said their firm’s average annual spend on Al was at least $1 million, and =@: 95 percent expect their
budget this year to increase.

Bl Private Equity

What is your average annual spend on Al? B Hedge Fund
Il Venture Capital

s 100%
90%
80%
70%
60%
50%
40%
30%
20% 24% 21% 21%
10% % 0%
v | e 0% 0% 0% 0% I
<$100,000 $100,000 to $1 million to $3 million to $6 million to >$10 million
$1 million $2 million $5 million $10 million

. . ] . Il Private Equity
In 2025, does your organization plan to increase its budget for Al? BN Venture Capital

100% 5
o 95% 100%
80%

70%
60%
50%
40%
30%
20%
10%
Yes

0%

*No Hedge Fund survey respondents indicated that they are currently spending on Al and are therefore not represented in the above chart. “Don’t know/
Can't say” was a possible answer to “What is your average annual spend on Al?”, and “No” and “Don’t know/Not sure” were also possible answers to
“In 2025, does your organization plan to increase its budget for AI?” but no Private Equity or Venture Capital survey respondents selected them.
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Report Methodology

From November 29, 2024, to January 14, 2025, 103 respondents completed an online survey to assess investment
organizations’ use of alternative data. The results were tabulated, analyzed, and released in February 2025.

Respondents included professionals from private equity firms (95 percent), hedge funds (2 percent), and venture
capital firms (3 percent). Thirty-eight percent held C-level titles, while other respondents included senior managers/
managers (22 percent) and managing directors (15 percent).

Regarding company size, 36 percent of respondents came from organizations with more than 500 employees. A

slightly smaller percentage, 29 percent, came from companies with 201-500 employees, while 22 percent were from
organizations with 51-200 employees. Most (51 percent) represented organizations with $500 million to $5 billion
under management. Twenty-two percent managed less than $500 million, and 27 percent managed over $5 billion.

Lowenstein Sandler LLP is a leading advisor on legal and compliance issues surrounding the use of alternative data
and Al. The firm conducted similar surveys in 2019, 2021, 2022, and 2023.
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