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Background

• Current practice: start-up acquisitions are waved through.

- Acquisitions by Google, Amazon, Apple, Facebook and
Microsoft (31.6 billion USD in 2017).

- Google acquired about one firm per month between 2001
and 2018.

• Recent concern about eliminating potential competition:

- Crémer et al. (2019) (“EU Report”),
- Furman et al. (2019) (“Furman Report”),
- Scott Morton et al. (2019) (“Stigler Report”).

• Anti-competitive motive particularly salient in the case of
killer acquisitions (Cunningham, Ederer and Ma 2021).
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Intention to act against acquisition of start-ups

• NY Times, December 9, 2020:

• Politico, July 30, 2021:
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Intention to act against acquisition of start-ups

• The Australian, August 27, 2021:

• Chief Executive of the CMA, Andrea Coscelli, lecture on
February 9, 2021:
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What is the right balance?

• Ex post effect:

- Competition is preserved.
- Loss of acquisition synergies.

• Ex ante effect:

- Effect on entrants.
- Effect on incumbents.

• This paper:

- Focuses on the ex ante (innovation) effect.
- Analyzes how innovation strategies of start-ups and

incumbents react to policy interventions.
- Analyzes both “killer acquisitions” and the “genuine

acquisitions” acquisitions in one framework.
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Model
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Model: Overview

• Two firms: incumbent and entrant.

• Incumbent faces entry challenge.

• Contrary to incumbent, entrant has to innovate to produce.

Stages:

1. Firms choose investments in R&D.

2. Incumbent can acquire the entrant.

3. Commercialization decision.

4. Product market competition.
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Model: Investment Stage
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Results

Letina, Schmutzler and Seibel Killer Acquisitions and Beyond



Equilibrium Investments
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Figure: One equilibrium portfolio.
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Main Results

• Prohibiting killer acquisitions has a strictly negative
innovation effect.

• Prohibiting genuine acquisitions has a weakly negative
innovation effect.

- We provide conditions under which the effect is zero.

• Innovation effect is likely to be small (and prohibition of
acquisitions justified) when:

- entrant has low bargaining power,
- incumbent’s profits after entry are large.

• Prohibiting acquisitions decreases entrant’s duplication
incentives but increases incumbent’s duplication incentives.
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Other policies

1. Restrictions on technology usage (e.g. as in the
Google/Fitbit case).

- Prevents acquisitions of promising start-ups.
- Smaller negative effect than prohibition.
- Turns some genuine acquisitions into killer ones.

2. Prohibition of “killing” (OECD, 2020).
- Prevents acquisitions of promising start-ups.
- Smaller negative effect than prohibition.
- Turns some killer acquisitions into genuine ones.

3. Taxing acquisitions (Lemley and McCreary, 2020).
- Prevents acquisitions of promising start-ups.
- Smaller negative effect than prohibition.

4. Increasing profitability of IPOs (Lemley and McCreary,
2020).

- Prevents acquisitions of promising start-ups.
- Positive effect on innovation (at a cost).
- Increases duplication of both firms.
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Conclusion

• We analyze the innovation effects of restrictions on start-up
acquisitions.

• Prohibition → negative innovation effect. But, likely to be
small when:

- entrant has low bargaining power,
- incumbent’s profits after entry are large.

• Analyze the effects of other proposed policies.
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Thank you for your attention!
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