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Large Firms and M&A Trends in the Digital Transformation
Era: Implications for Productivity

Young Bong Chang” - YoungOk Kwon™ - Wooje Cho™

Abstract

Despite the recent rapid advancement of science and technology, we have been experiencing the decline
in productivity since the 2000s. This study aims to investigate the decline at both industry and firm
levels, by looking at the emergence and growth of large firms such as Amazon, Alphabet, and Apple
and M&A trends. Following the results of previous studies, our results show that productivity at industry
level has decreased since the 2000s. Particularly, in the period after 2011, the deterioration of allocative
efficiency due to the large firms and the decline in the growth rate of surviving firms in the industry
with low ratio of large firms contributed to the productivity decline. On the other hand, our analysis
at firm level demonstrates that the productivity of firms that acquired IT firms improved over the entire
period. While M&As have a positive impact on productivity, M&As with a demand-side motive such
as market penetration and expansion of channels have a relatively larger impact than the ones for production
or operation efficiency. Our results also suggest that the higher the proportion of large firms in a specific
industry, the lower the productivity of individual firms in the same industry. Overall, given that the
industry’s structural changes for digital transformation tends to strengthen the growth of large firms,
our findings have significant implications by empirically identifying the relationships of the emergence
of large firms, the acquisition of IT/Non-IT firms, and motivations for M&As to firm/industry productivity.

Keywords: Productivity, Large Firm, IT/Non-IT Firm Acquisition, Motivations for M&As
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