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Innovations: 
Radical vs Incremental
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Intangible assets:

Core-developed 
technology

$81,900

Customer 
relationships

$134,000

Trademark and trade  
names

$231

In-process R&D $14,400

Total identified 
intangible assets

$241,100

Goodwill $575,750

… …

Data: US public-to-public 
M&As

Developed Measures

(1) (2) (3) (4) (5) (6)

(1) $Innov./Val.ofTrans. 1.00
(2) $Increm./$Innov. 0.45*** 1.00
(3) $Increm./Val.ofTrans. 0.98*** 0.49*** 1.00
(4) $Radical/$Innov. 0.06** -0.26*** -0.13*** 1.00
(5) $Radical/Val.ofTrans. 0.98*** -0.13*** -0.03 0.11*** 1.00
(6) #𝑜𝑓 𝑝𝑎𝑡𝑒𝑛𝑡𝑠𝑡𝑎𝑟𝑔𝑒𝑡 0.28*** -0.08*** -0.03 0.25*** 0.33*** 1.00
(7) #𝑜𝑓 𝑟𝑎𝑑𝑖𝑐𝑎𝑙 𝑝𝑎𝑡𝑒𝑛𝑡𝑠𝑡𝑎𝑟𝑔𝑒𝑡 0.20*** -0.09*** -0.03 0.26*** 0.26*** 0.93***

The importance of 
distinguishing between 
radical and incremental 
innovations 

Firms emphasizing international presence are more likely to
acquire radical innovations that yield greater value when widely
deployed, while firms holding substantial cash reserves tend to
focus on incremental innovations.

Tobit 
Acquirer 
Characteristics

$Innov./Val.of
Trans.
Mean = 0.164

$Radical/
$Innov.
Mean = 0.163

$Increm./$Innov.

Mean = 0.410

(std 0.14)

Debt/Assets -0.051**
(0.038)

-0.069*
(0.086)

-0.098
(0.140)

(std 0.06)

R&D 
exp/Assets

0.265
(0.117)

0.410***
(0.001)

0.129
(0.698)

… … … …

0.14 × 0.233 = 0.03
↑ 𝑠𝑡𝑑 ⇒ 8%
(𝑜𝑓 𝑚𝑒𝑎𝑛)

0.06 × 0.501 = 0.03
↑ 𝑠𝑡𝑑 ⇒ 18%
(𝑜𝑓 𝑚𝑒𝑎𝑛)

Full 
Sample
N=1,180

$Innov =0

N=486

$Innov >0 

N=694

Diff.

𝐶𝐴𝑅𝐹𝐹[-1,+1] -0.027*** -0.016*** -0.034*** -0.018***

𝐶𝐴𝑅𝐹𝐹[-2,+2] -0.039*** -0.029*** -0.046*** -0.017***

The negative market reaction stems from information asymmetry
and valuation difficulties for innovative assets. Since PPA data only
emerge after deal completion, shareholders lack this information
at the announcement date, making highly innovative targets
appear overvalued due to limited on-balance-sheet visibility.
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Deal Characteristics Preformace measures after M&As
𝚫 𝑺𝒂𝒍𝒆𝒔𝒕,𝒕+𝟐

𝒏 (𝚫𝑺𝒂𝒍𝒆𝒔𝒕,𝒕+𝟐 = 𝟎. 𝟎𝟕)

$Radical/ $Innov. 0.033* 0.031
$Increm./$Innov.

𝑪𝑶𝑮𝑺𝒕+𝟏 / 𝑺𝒂𝒍𝒆𝒔𝒕+𝟏 (𝑪𝑶𝑮𝑺𝒕+𝟏 / 𝑺𝒂𝒍𝒆𝒔𝒕+𝟏 = 𝟎. 𝟎𝟎𝟐)

$Innov./Val.ofTrans.
$Radical/$Innov. 0.002* 0.002*

-0.001***
(0.001)

-0.001***
(0.009)

𝑽𝒂𝒍𝒖𝒆 𝒐𝒇 𝒑𝒂𝒕𝒆𝒏𝒕𝒔𝒕,𝒕+𝟑 (mean = 0.13)

0.200***
(0.000)

0.200***
(0.000)

$Increm./$Innov. 0.034 0.027

𝑪𝑨𝑹𝑭𝑭 +𝟏,−𝟏 (𝑪𝑨𝑹𝑭𝑭 +𝟏,−𝟏 = −𝟎. 𝟎𝟐𝟕)

$Radical/$Innov.

0.46 × −0.001
= −0.46 × 103

↑ 𝑠𝑡𝑑 ⇒ ↓ 23%
(𝑜𝑓 𝑚𝑒𝑎𝑛)

0.34 × 0.041 = 0.014
↑ 𝑠𝑡𝑑 ⇒ 20%
(𝑜𝑓 𝑚𝑒𝑎𝑛)

0.33 × 0.2 = 0.066
↑ 𝑠𝑡𝑑 ⇒ 50%
(𝑜𝑓 𝑚𝑒𝑎𝑛)

0.46 × −0.019 = −0.009
↑ 𝑠𝑡𝑑 ⇒ 33%
(𝑜𝑓 𝑚𝑒𝑎𝑛)


