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Summary of the Paper
'@Motivation

“The world‘s most valuable resource is
no longer oil, but data” (The Economist 2017)

* Public and policy debate show
increasing interest in the power of
data accumulating firms like Google,
Facebook, and Amazon and its
implications for consumers

 Almost no empirical research on
data firms

Research questions

1. How to identify data-rich firms in a
systematic approach?

2. Is it more probable for data firms to
engage in M&A?

°
¢ Methods

* Textual analysis
* (Multinomial) logistic regressions

@ Results

 The proposed measure reflects
expected characteristics of data
intensive firms.

* Higher data intensity of firms
corresponds to a higher probability
of being either an acquirer or target
in an M&A transaction.

* Attention by competition authorities
for data intensive acquirers is lower
if the target is small, but higher if
the target is public.

Building blocks of data
firms/markets

Typical characteristics

* Often platform based (two-/many-sided
markets)

- Use data to better match different sides of the
market

* High economies of scale and network effects

—> Can increase entry barriers and simplify
monopolization

e Sometimes markets even have “winner-take-
all” characteristics

= Natural monopolies as a probable outcome of
competition

Motives for investing in M&A

* Particularly high incentives due to data as
valuable resource/asset and data market
characteristics

- Combine complementary resources and exploit
economies of scale

—> Enhance market power to intensify network
effects

* Difficulties of competition authorities to
evaluate such data firm M&A

* Typical consolidation activity in young
industries

Data

* Annual reports (10-K filings) published in
2006-2018 for fiscal year end dates between
01 July 2006 — 30 June 2018 (SEC Edgar
files from Loughran and McDonald (2019))

* M&A deals (Thomson SDC)
* Accounting data (Compustat)

* Stock data (CRSP)
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Do known data firms have high scores?
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Conclusions

* The data firm measure based on textual analysis reflects expected data firm characteristics: data firms are younger,
nave higher market to book ratios and known data firms score high.

* Data intensive firms are more likely to invest in M&A.

* Data intensive acquirers get less attention by competition authorities if they buy small firms. However, if they buy
arge firms, data intensive acquirers are more likely to require approval by competition authorities.

* Deal value to sales multiples and combined announcement returns are not different for data firms compared to non-
data firms.



