
Overall:
•	 “[P]harmaceutical mergers can create economies of 

scale and scope, enhance asset complementarity, 
increase entrants’ incentives to innovate, improve 
funding access, and optimize resource allocation 
across research projects, all bolstering innovation.”

Achieving economies of scale and scope:
•	 “By generating economies of scope and 

knowledge spillovers, mergers can have a positive 
impact on innovation, as shown by Jullien 
and Lefouili (2018).2  Similarly, Cockburn and 
Henderson (2001) find that economies of scope 
lead to superior research and development 
performance in the pharmaceutical industry.”3

Combining complementary assets:
•	 “In innovative industries like the pharmaceutical 

industry, mergers often involve large firms 
acquiring technologies from smaller, more 
innovative companies.4 Studies argue that such 
technology transfers can spur innovation when 
firms have complementary assets.”

Attracting investment and funding innovation:
•	 “While large firms find it optimal to buy other 

firms to gain access to successful innovation, 
small firms have greater incentives to invest in 
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R&D when facing an active takeover market, as 
they benefit from the acquisition… The change in 
allocation of resources generated by the prospect 
of an acquisition can align private and social 
incentives to invest in projects with the highest 
social return, increasing aggregate investments 
and consumer welfare.”

•	 “Financial frictions are particularly relevant in the 
pharmaceutical industry, where it can take 10 to 15 
years and over USD 2.5 billion to develop a drug 
and obtain regulatory approval to market it.”5

•	 “In the presence of costly external finance, as is 
the case in the pharmaceutical industry,6 smaller 
firms with variable and uncertain cash flows tend to 
reduce investments in innovation. Mergers provide 
cash flows and cheaper internal funds to target 
firms, driving innovation by small risk-averse firms…”

Incentivizing R&D and scientific risk-taking:
•	 “Pharmaceutical mergers can also affect innovation 

by changing the resource allocation among 
projects. For example, mergers can incentivize 
firms to pursue the optimal R&D mix, as shown by 
Maksimovic and Phillips (2001), among others.”7

•	 “Mergers enable parties to internalize the impact 
of their investments on each other’s probability 
of success, boosting investments in socially 
desirable projects.”8
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The authors also examine the limitations of existing empirical studies on pharmaceutical M&A. In one 
example, they note that “all the empirical studies that quantify the impact of pharmaceutical mergers 
on innovation do not analyze how the impact on innovation affects consumer welfare…. For example, 
Cunningham et al. (2021) do not offer any evidence that the ‘killer’ acquisitions they claim to identify are 
ones that resulted in the ‘killing’ of new, viable therapeutics.”9

The article’s key findings underscore the need for a balanced approach to merger enforcement by the 
Federal Trade Commission and Department of Justice. M&A plays a unique and differentiated role in 
the world-class U.S. life sciences ecosystem, and policymakers must recognize this reality and preserve 
M&A as a fundamental path for companies of all sizes to bring new innovations to patients.


