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Outline 
• Merger Analysis in Innovative Industries 

– Price Effects of Mergers 
– The Change in Innovation Incentives from a Merger 

• Some Theoretical Consideration 
• What do we know empirically about mergers and 

innovation and how can we use that? 
• A pragmatic approach to the analysis R&D and innovation 

effects of mergers 
• Case example 
• Remedies 
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Assessing Price Effects of Mergers in Innovative 
Industries: Process Innovation 
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Assessing the Innovation Effect of Mergers 
Example: Process Innovation 
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Economic Theory of Innovation 

• Is there a trade-off between short run competition and 
dynamic competition? 
– Less competition means bigger reward 

– More competition means that firms want to escape from 
competition by innovating 

• The Dynamic Perspective: Patent Races 
– Racing with two comptitors: Action-Reaction vs. Increasing 

Dominance 

– But Racing with more competitors adds interesting insights 
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Merger Impact on the Theoretical Effects 

• Economies of Scale and Scope: Spreading costs over 
more products and sales 

• Eliminating duplicate inputs 

• Combining different R&D/knowledge inputs 
(complementarities in R&D) 

• Market power effect 

• Internal organization effects (negative effects if 
merger motivation is not R&D driven?) 



Can we estimate the effects of mergers on innovation? 

• The Analogy to Merger Simulation 

• Some Additional Problems: 
– Incentives depend on relative market position (state of technology of the 

firms) 

– Can we identify the relevant scale/scope economies 

• It has been done: 
– Maceira (2009): Super-computers  

• Competition (over a large range) increases innovation rate 

– Goettler and Gordon (2009): processors (Intel vs. AMD)  

• Duopoly competition leads to slightly less innovation than Intel monopoly.   

• But price effects (static efficiency) considerably outweigh the R&D effects (dynamic 
efficiency) 

• Appears beyond the scope of practical application in merger cases 
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Another Approach: Base our policy on what we know 
generally about the relationship of competition and 

innovation generally? 
• Evidence from the 1980s was mixed: Competition often was seen to 

reduce innovation 

– Severe Statistical Problems 

– Geroski (1995): Controlling for endogeneity of competition and 

heterogeneity across industries, there is a positive relationship between 

competition and innovation. 

– If one did not control for these effects: similar results to the old literature 

• Aghion, Bloom, Blundell, Griffith, Howitt (2005): The inverted  

U-shaped relationship 
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Competition Seems to Help 
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Correa and Ornaghi 2011: “Competition and Innovation:  

New Evidence from US Patent and Productivity Data 



The Empirics of Merger Effects 1 

Ornaghi: 

“Mergers and innovation 

In big pharma” 

IJIO 2009 



A Pragmatic Approach to Analyzing R&D Incentives in 
Mergers 

• Focus on the evidence of relative R&D capacities 
available in the market 

– Possibly more use of available patent/citation data 

– Use of other indicators for innovative activity of parties 

– Taking the lessens of complementarity and 
substitutability seriously 

• Analyze the interaction between R&D capability 
and the “closeness of competition” 
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Example: The HDD mergers 
• The difficulty in assessing the changes to R&D incentives: 

– Is there an increasing optimal scale effect? 

– What should our prior be? 

• Assessing the “Closeness of Competition” in the medium term by 
assessing innovativeness: 

– Measures for technological innovation: density and speed 

– Documenting the frequency of lead/catch up products by competitor 

– Trend in ability to push the technological frontier/catch up to the frontier 
quickly 

– Expenditures on innovation over time  

– Smaller Competitor with strong innovation performance can impose a very 
significant competitive constraint 
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Implications of R&D incentives for merger remedies 
• In R&D intensive industries capacity or product line 

divestments will often not be enough to restore 
competition 
– R&D expertise on product development 
– Pipeline of products in development 
– IP rights to be able to develop the products 
– When R&D covers multiple product lines/markets: 

• If economies of scope and/or scale important for R&D program, one 
needs to have a divestment to a buyer who has that broader R&D 
program  

• Otherwise viability will not be achieved in the medium run 
• Upfront buyer requirement 

• The HDD merger example 
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