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The Relationship between Technological Distance of Firms and
Innovation Activities in Mergers and Acquisitions
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Abstract: We analyze the relationship between the technological distance of firms and the innovation

activities around mergers and acquisitions (M&A), focusing on the deals in Japan. In this analysis, we use

natural language processing to analyze the patent document data and measure the technological distance

while considering the quality of the patent. This analysis shows that in merger deals with more patents
obtained by target firms than acquirers before the deals, innovation output declines significantly after the
deal announcement. In addition, this group has a relatively small value of technological distance. The

novelty in this paper is the measurement of technological distance using natural language processing, and
the uncovering of conditions and characteristics that lead to a decline in innovation output after deal

announcements.
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