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The paper
* Analyzes the effects of acquisitions on RD activity

* RD activity is analyzed through its variety (range of projects developed)
and duplication (number of firms running the same projects)

* Key features of the innovation process:

* One successful project equally likely among the potential ones
* Projects ordered by cost of development

* Projects lead to innovation drastic or incremental with exogenous probabilities

* Letina (2016) applies this setting to mergers, Letina (2021) to acquisitions.



The effects of mergers and acquisitions on innovations

* In Letina (2016): N symmetric firms

* negative effects of mergers on variety and duplication of RD activity after the
merger >> reduction in innovation

* A merger increases the profits without innovation reducing the incremental
profits from RD: lower incentives to innovate (Arrow replacement effect at
work)

* Letina (2021): Incumbent and Entrant

* shows that the effects of acquisitions (even killer acquisitions) may be
different, boosting the rate of innovation

* RD activity is developed before the acquisition and involves different
incentives: innovation-for-buyout plays a key role



The effects of mergers and acquisitions on innovations

* The setting:

* Incumbent and Entrant decide the range of projects and intensity of
development, the (radical/incremental) innovation is/is not realized and
patented

* The acquisition takes place if creates a surplus >> only incremental
innovations lead to acquisitions

 If [ acquires E, it decides whether to commercialize it (at a cost) or not (killer
acquisition): only highly profitable incremental innovations are marketed

e £ has more incentives to invest if it expects to be acquired (invention-
for-buyout)

* | has an incentive to acquire and not develop the innovation if too
costly wrt the incremental profit.



Comments

* Interesting paper:

* |t endogenizes (as Letina 2016) the degree of overlapping in RD activities
(duplication): firms have incentives to invest both if the innovation is radical
(monopoly) or incremental (soften competition)

* |gor’s research agenda shows that the effects in place when innovation takes
place after a merger or before are different >> replacement vs. invention-for-
buyout

* Interesting policy implications >>

* Which industries more exposed to an overall (static + dynamic) adverse effect of
acquisitions

* Which projects should be subsidized.



Suggestions for further research

e Radical and incremental innovations are realized from the same
projects with exogenous probability

e Radical and incremental innovations lead to very different market
outcomes

* Interesting to endogenize the choice of projects leading to radical or
incremental innovations (Cabral 2018)

* |t would add an additional dimension to duplication/differentiation

* Set of projects lead to a single innovation: if subsets of projects lead
to different innovations >> reconcile with principle of max
differentiation?



